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Tactical Positioning
As we discuss below, being bearish about equity markets over the last few weeks has caught out many
investors. Whilst the monetary ‘spigot’ is open, risk assets continue to attract support just as they have during
previous waves of monetary stimuli since 2009. We are happy to stick with our exposure to equity markets,
though we always keep an eye on valuations, which although historically high in many areas, can be generally
justified given the very low cost of capital… a prop to markets which may persist for some time to come.

Market Moves
Equities (incl. Dividends)
15-Feb-20
Month to Date
Year to Date

World ($)

US ($)

Europe1 (€)

UK (£)

Japan (¥)

EM ($)

4.3%
3.7%

4.9%
4.8%

5.2%
4.1%

1.9%
-1.5%

1.3%
-0.4%

4.0%
0.5%

Commodities
Month to Date
Year to Date

Asia ($)
4.4%
1.8%

Currencies (vs. USD)

COM2 ($)

Gold ($)

WTI Oil ($)

0.8%
-6.6%

0.0%
4.0%

1.0%
-14.8%

EUR
-2.4%
-3.4%

Gov't

GBP

JPY

UST 10Y3

-1.2%
-1.6%

-1.3%
-1.0%

8bps
-33bps

Note: 1Europe excluding UK; 2Bloomberg Commodity Index; 3US Treasury 10 Year Yield shows absolute, not percentage, change in yield; Source: Bloomberg

Equity markets powered forward over the fortnight, with US and European indices reaching fresh highs.
Economic concerns about the impact of the coronavirus outbreak on the Chinese and global economy were
trumped by strong corporate earnings releases on Wall Street and positive economic data coming out of the
US. Investors seem to be taking the crisis in their stride, confident that central banks will step in to support
markets if required. Indeed, the People’s Bank of China left little to the imagination, injecting billions of dollars
into money markets and halting the night-time trading of futures, in order to stabilise markets and prevent
irrational behaviour. These capital injections included $57 billion being added to the banking system during a
single trading session, the highest since January 2019.
The human cost of the epidemic has been high, at the end of the fortnight standing at 1,665 deaths and 68,500
infections in China, far in excess of the SARS crisis in 2003. Although it is too early to forecast the long-term
economic cost, it is widely expected that there has been major damage caused to supply chains and economies.
There are reports that Chinese oil demand has fallen by 20% as a result of the outbreak and BP, the oil and gas
major, has ominously warned that up to one-third of global oil demand could be vulnerable to disruption.
Amongst other possible consequences, the fallout from the epidemic threatens to hurt China’s property
market, as developers are forced to close sales centres and as buyers delay their search for new homes.
According to Citi, China’s GDP growth over the first quarter could fall to just 3.6% annualised.
The picture was less gloomy in the US as investors celebrated an impressive earnings season, with over 70% of
companies surpassing expectations and management teams’ general confidence reflected in their forward
guidance. Spirits were buoyed as several blue-chip companies including Apple, Microsoft, Alphabet and
Amazon delivered results that were significantly better than expected. Elsewhere, Tesla captured headlines
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and became the world’s largest car manufacturer by market capitalisation, rising 91% since the New Year and
a remarkable 347% since its lows in June 2019.
Turning to US politics, the impeachment of President Trump abruptly came to an end, as the Republican
controlled Senate voted to acquit him. Perhaps the only surprise was that Mitt Romney, the former presidential
candidate, broke ranks and become the first Senator in US constitutional history to vote down his own party
leader. A recent survey by Deutsche Bank points to over 95% of market participants now expecting President
Trump to be re-elected in November, at odds with pollsters and bookmakers who suggest that the race with
the Democrats is too close to call.
One of the main lessons from the start of the Democratic primaries is that the election of their presidential
candidate is likely to be unpredictable. Faulty voter technology laid the foundations for a chaotic Iowa caucus,
where for a period all candidates claimed success in various forms, before Pete Buttigieg marginally came out
ahead of Bernie Saunders, leaving the early front runner Joe Biden languishing in fourth place. In New
Hampshire, Saunders and Buttigieg finished first and second respectively, with Biden coming in at fifth, raising
serious question marks about the viability of his campaign. The confirmation that Michael Bloomberg, the
former mayor of New York and eighth richest man in the world, will be on the ballot papers for Super Tuesday
on 3rd March, the date when the greatest number of states hold primaries, may once again turn the Democrat
primaries on their head.
The advent of the UK leaving the European Union failed to mark an improvement in political discourse. A sense
of déjà vu resonated when EU negotiators demanded that the UK sign up to a “level playing field” in areas
including environmental standards, state aid, the environment and competition policy, as precursor to a free
trade agreement. Emboldened by his large parliamentary majority, Boris Johnson unsurprisingly rejected the
notion of the UK agreeing to alignment on any of these policies, increasing the risk of no deal at the end of the
transition period and putting downward pressure on sterling.

Economic Update
Economic data in the US was overwhelmingly positive and markedly different to the anaemic conditions
weighing down Europe, contributing to a strengthening US dollar against the euro and most other major
currencies. One of the highlights in the US was the Institute of Supply Management Manufacturing Purchasing
Managers Index (PMI) which came in at a six-month high of 50.9 against 48.5 expected, with the new orders
component surprising on the upside. Notably, the pick-up in data was not confined to the manufacturing
sector, as the Institute of Supply Management Non-Manufacturing PMI Index came in at 55.5 against 55.1
expected. Significantly, the US/China trade dispute appeared to be bearing fruit, evidenced by the US annual
trade deficit narrowing 1.7% to $617 billion, the first decline since 2013. In the fine print, the import of goods
from China fell nearly 18%, slowing to $345.6 billion in 2019, albeit from a record $419.5 billion in 2018.
This side of the Atlantic, fourth quarter GDP growth in the Eurozone came in at 0.1%, the joint worst reading
since the debt crisis seven years ago, whilst industrial production shrunk by 4.1% against expectations of a
2.3% decline. Many of the problems seemed to rest with Germany, the engine room of Europe, as fourth
quarter GDP growth flatlined and factory orders declined 2.1%. Nonetheless, Germany’s current account
surplus remained the largest in the world over 2019 at $293 billion, helped by stronger exports to the US as a
result of a weakening euro as well as a modest recovery of exports to the UK. This healthy current account
position didn’t escape the attention of President Trump, who declared his intention to address the US’s trade
deficit with Europe in a similar manner to his dealing with China. Its remains to be seen whether this is simply
the President showboating ahead of the US presidential election or the next chapter in his America First policy.
JONATHAN BELL, IVO COULSON, HARRY COOKE
17 February 2020
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Important Information
The information contained herein (the “Information”) has been prepared by the Stanhope Group. The Stanhope Group comprises Stanhope
Capital (Switzerland) SA and its subsidiaries, including Stanhope Capital LLP, Stanhope Capital SAS and Stanhope Capital (Cayman) Limited.
Stanhope Capital (Switzerland) SA is a company incorporated in Switzerland and a member of the Swiss Association of Asset Managers (SAAM),
a Self-Regulating Body approved by the Swiss Financial Market Supervisory Authority (FINMA). Stanhope Capital LLP is a limited liability
partnership incorporated in England and Wales authorised and regulated by the Financial Conduct Authority (FCA). Stanhope Capital SAS is a
“Société par Actions Simplifiées” incorporated in France and regulated by the Autorité de Marchés Financiers (AMF). Stanhope Capital (Cayman)
Limited is incorporated in the Cayman Islands and is registered with the Cayman Islands Monetary Authority. Acceptance of delivery of any
part of this Information constitutes acceptance to the conditions of this legal disclaimer.
The Information attached is being disclosed by the member of the Stanhope Group indicated in the Information and exclusively to the intended
recipient (the “Recipient”).
The Information does not constitute an offer to sell or a solicitation of an offer to buy any investment fund or other financial products. The
Information does not constitute investment advice or advice with respect to the suitability of any investment.
Restrictions
The Information is private and confidential and provided for information purposes only. No part of the Information is to be distributed, copied
or disseminated directly or indirectly to anyone other than the Recipient and its professional advisers (for the sole purposes of obtaining
advice). The Information should not be relied upon for tax, auditing or other purposes. The Information is not intended for any person in any
jurisdiction (by way of nationality, residence, domicile or otherwise) where the publication or availability of it would be in contravention of any
applicable law or regulation.
Opinions, estimates and statements contained in the Information constitute judgments of the Stanhope Group at the time of their preparation
and are subject to change without notice.
The value of investments can fall as well as rise; potential income or profits are accompanied by the possibility of loss. The Recipient may not
receive back the original amount invested. Past performance is not a reliable indication of future results. Performance figures included in the
Information are unaudited except where indicated. Please refer to the risk warning notes provided next to any performance figures included
in the Information. In certain circumstances prices stated may be historic because of the delay in obtaining prices and/or valuations from third
parties. Valuations are based on either market prices available at the time of the preparation of the Information or on the Stanhope Group’s
reasonable estimates thereof at the time made. Valuations based upon other models or assumptions or calculated as of another date or time
may result in different values. The valuation or returns on investments in currencies other than the base currency of a client’s account may
increase or decrease as a result of currency fluctuations.
The Stanhope Group may recommend or make investments for its clients in illiquid or volatile instruments or funds which may carry a high
degree of default risk or in funds which utilise leverage/gearing which can exaggerate performance and may lead to large falls in value.
Any description of any investment process or investment management process described in the Information may change from time to time at
the discretion of the Stanhope Group or otherwise.
While reasonable skill, care and diligence have been taken to ensure that the Information was accurate as at the date of writing, the Stanhope
Group has not verified and accepts no legal responsibility for any third-party Information. In addition, the Stanhope Group makes no
representation, warranty, undertaking or guarantee, express or implied, as to the accuracy or completeness of the Information and opinions
therein. No members of the Stanhope Group shall be responsible for or have any liability to any Recipient or third party for losses or damages
(whether consequential, incidental or otherwise) arising (i) out of errors, omissions or changes in market factors, conditions or circumstances
or (ii) from making any use of the Information.
The Information does not replace, supplement or amend the contractual documentation entered between the relevant member of the
Stanhope Group and the Recipient, including but not limited to (i) the required qualifications of the Recipient in order for such Recipient to
receive the Information and (ii) the disclaimers and limitation of liability contained in such contractual documentation. Further, the Information
does not replace, supplement or amend the documentation applicable to any investment fund or other financial products referred to in the
Information.
United Kingdom
To the extent that the Information is aimed at residents of the United Kingdom, the Information has been approved for issue in the United
Kingdom by Stanhope Capital LLP. Stanhope Capital LLP’s advice is categorised by the Financial Conduct Authority as “restricted” because it
advises on investment funds, which are only one type of “retail investment product”. Stanhope Capital LLP does not provide investment advice
on other retail investment products, such as life insurance, stakeholder pensions or personal pension schemes.
France
Stanhope Capital SAS does not provide investment advice on retail investment products, such as life insurance, stakeholder pensions or
personal pension schemes.
United States
The Information is not intended for residents of the United States or for any U.S. Person. The Information is not an offer to sell any securities
to or for the benefit of United States persons or the solicitation of any offer to buy securities on the part of or for the benefit of any such United
States persons. For the avoidance of doubt a U.S. Person does not include a U.S. Citizen resident outside the U.S.

