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Why We Follow Market Signals, Not Narratives

The Evergrande saga has been dubbed by some in the financial media as “China’s Lehman
moment”. This description sounds like journalistic short-hand ie: big crisis in a large
systemically important institution must equal China’s Lehman moment. The comparisons
don’t stack up however and if Evergrande really is the next Lehman, we need to watch out
below, as the S&P 500 fell 37% in 44 trading sessions after the Lehman fiasco 13 years ago.
But how do we know? How can we tell whose story is right and whose prediction to trust?
The answer for me on this question is very straightforward: we look at the market signals
and ignore all the narratives.

To start with let’s just briefly reprise some of the details of the Evergrande scandal.
Evergrande is the second biggest real estate developer in China. It has over 800 projects in
200 cities but has overstretched itself and is currently $330bn in debt and cannot meet its
interest payments. It has been under scrutiny by the Chinese government, which does not
like seeing individuals becoming billionaire property developers. It follows on from the
broader crackdown that the Chinese have brought to bear on the Education, Gaming and
Technology sectors.

Evergrande Share Price over 1 Year

The first thing to note, shown by the chart above, is that this is not a new phenomenon.
Although most of the coverage has only recently come to light, this has been a problem for
Evergrande’s share price for a year now. This is a big problem for the Chinese as their
Communist ideals clash with Capitalist realities. But the key question is, will there be
contagion? Is this an event that will truly unsettle investors on a global scale?

For the answer to this, we look to the credit markets. Global contagion would be expressed
quickly and definitively in the credit markets if there were a systemic problem. So, what
happened on Monday in the credit markets was critical to understanding how the market



viewed this so-called contagion. We look at the spread between 3m bills vs the overnight
rate in the major markets. The TED Spread, which is 3m Treasury Bills over the US interbank
rate, widened by 1 basis point. The Euribor-OIS spread, the European version, was flat and
remains negative. The CDOR OIS spread, the Canadian version, moved by just 1 basis point.
The Chinese Interbank rate tightened 11bps day over day, all of which sent the clear
message that there was no fear of contagion in the credit markets. Calm also prevailed in
the bond markets, with yields rising, reflecting a risk on attitude.

The S&P 500, however, was weak on Monday, falling a quick 2.87% to an intraday low, as
the “news” on Evergrande hit the mainstream media outlets and the front pages of
newspapers. But a quick look at credit markets told us that there was no contagion risk and
that any dips in the equity markets should be bought. Indeed, the S&P 500 has rallied 3.32%
since that low to the close on Thursday.

Whilst the Evergrande situation is a serious one for its shareholders, bondholders and the
Chinese government, it is not for shareholders in US companies. Despite all the scare
stories, that probably generated plenty of clicks and attracted a lot of eyeballs, this was all
just another noisy story. But this was only knowable by looking to the market for its
message rather than relying on the ‘China experts’ wheeled out for yet another opinion.
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Disclaimer

WARNING: All information about the VT Tyndall North American Fund (‘The Fund’) is available in The Fund’s
prospectus and Key Investor Information Document which are available free of charge (in English) from Valu-Trac
Investment Management Limited (www.valu-trac.com). Any investment in the fund should be made on the basis of the
terms governing the fund and not on the basis of any information provided herein.

The information in this Report is presented using all reasonable skill, care and diligence and has been obtained from or
is based on third party sources believed to be reliable but is not guaranteed as to its accuracy, completeness, or
timeliness, nor is it a complete statement or summary of any securities, markets or developments referred to. The
information within this Report should not be regarded by recipients as a substitute for the exercise of their own
judgement.

The information in this Report has no regard to the specific investment objectives, financial situation or particular
needs of any specific recipient and is published solely for informational purposes and is not to be construed as a
solicitation or an offer to buy or sell any securities or related financial instruments. In the absence of detailed
information about you, your circumstances or your investment portfolio, the information does not in any way
constitute investment advice. If you have any doubt about any of the information presented, please consult your
stockbroker, accountant, bank manager or other independent financial advisor.

Value of investments can fall as well as rise and you may not get back the amount you have invested. Income from an
investment may fluctuate in money terms. If the investment involves exposure to a currency other than that in which
acquisitions of the investments are invited, changes in the rates of exchange may cause the value of the investment to
go up or down. Past performance is not necessarily a guide to future performance.

Any opinions expressed in this Report are subject to change without notice and Tyndall Investment Management is not
under any obligation to update or keep current the information contained herein. Sources for all tables and graphs
herein are Valu-Trac Investment Management Limited unless otherwise indicated.

The information provided is "as is" without any express or implied warranty of any kind including warranties of
merchantability, non-infringement of intellectual property, or fitness for any purpose. Because some jurisdictions
prohibit the exclusion or limitation of liability for consequential or incidental damages, the above limitation may not
apply to you.

Users are therefore warned not to rely exclusively on the comments or conclusions within the Report but to carry out
their own due diligence before making their own decisions.

Employees of Tyndall Investment Management, or individuals connected to them, may have or have had interests of
long or short positions in, and may at any time make purchases and/or sales as principal or agent in, the relevant
securities or related financial instruments discussed in this Report.
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Tyndall Investment Management is a trading name of Odd Asset Management. Authorised and regulated by the
Financial Conduct Authority (UK), registration number 660915. This status can be checked with the FCA on 0845 730
0104 or on the FCA website (UK). All rights reserved. No part of this Report may be reproduced or distributed in any
manner without the written permission of Tyndall Investment Management.
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