Stanhope Capital

Stanhope Capital Fortnightly Bulletin
Period ending 29t February 2020

Tactical Positioning

Looking back over last week, one thing that stood out during the equity downturn was the impact of
programme trading. On a number of occasions programmatic trading represented over 90% of equity market
turnover in the US. This powerful market force has a significant momentum bias which exacerbates market
trends. Last week, the trend was clearly on the downside and, as we saw at the turn of 2018/19, momentum
can quickly pivot to the upside. Tactically, the market fall on the 28™ February looked to us like investor
‘capitulation’ after a viciously negative week for risk assets. In the midst of this we added a modest amount
of equities to some portfolios which were below their target equity exposure. Although there may be more
unsettling news to come we expect, on balance, that equity markets will be higher by the end of the year.

Market Moves

Equities (incl. Dividends)

29-Feb-20 World (8) US(S)  Europe! (€) UK (£) Japan (¥) EM (S) Asia ($)
Last 2 Weeks -11.4% -12.5% -12.2% -10.7% -10.7% -7.5% -7.1%
February -7.6% -8.3% -7.6% -9.0% -9.6% -3.8% -3.0%
Year to Date -8.2% -8.4% -8.6% -12.0% -11.0% -7.0% -5.4%
~oovt
COM?($) Gold ($) WTIOil ($) EUR UST 10Y3
Last 2 Weeks -5.8% 0.0% -14.0% 1.8% -1.7% 1.5% -44bps
February -5.0% 0.0% -13.2% -0.6% -2.9% 0.2% -36bps
Year to Date -12.0% 4.0% -26.7% -1.7% -3.3% 0.5% -77bps

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

The final week of February was the worst week for major developed equity markets since the Global Financial
Crisis of 2008-2009, with the coronavirus the dominant catalyst. What really rattled markets was the
increasing rate of new infections outside China (the epicentre of the virus with ~80,000 official cases and
~2,900 deaths, although the real figures could be considerably higher). Outside China there have now been
~9,000 cases and ~100 deaths, with South Korea and Italy particularly badly affected. Fearing that the cases
seen so far are just the tip of the iceberg, investors started to price the economic impact of a global pandemic
into asset prices with double digit percentage declines in developed market equities.

The VIX Index, a measure of the implied volatility of options on the S&P 500, rose to 49 on Friday, a level not
seen since the Greek Sovereign Debt Crisis of 2011. Two weeks earlier it had been just 13.7. Lower credit
quality (high yield) corporate bond spreads (the additional yield they offer over government bonds) increased
from 3.68% to 5.06% in the US and rose 1.14% to 4.09% in Europe, with high credit quality (investment grade)
corporate bond spreads increasing by around a quarter of one percent. Core sovereign bonds were the
obvious winners with US yields reaching all-time lows. The yield on the benchmark 10-year Treasury closed
0.32% down at a record low of 1.15%, while the 30-year yield fell 0.24% to 1.68%, also a record low. The 30-
year US Treasury bond rose 6.3% on the week. German government bonds also benefitted from the flight to
safety with the 10-year yield down 0.18% to -0.61%, although it is still marginally above its all-time low of -
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0.71%. The Japanese yen (another risk-off beneficiary) rose 3.98% against the US dollar, while gold surprised
everyone by losing -3.51%, likely owing to leveraged investors selling gold to cover losses on equities.

Looking forward, government actions to stem the spread of the virus will now be crucial to future market
moves. Clearly, limiting freedom of movement is harder in many countries than communist China, although
the Italian government was quick to quarantine a whole region of Northern Italy. Turning to the
macroeconomy, fiscal and monetary policy reactions have started. The People’s Bank of China cut the 1-year
loan prime rate by 0.1%, whilst the Hong Kong government announced it will hand out HKD 10,000 (~USD
1,285) to each adult resident, although this will be financed from tax revenues (so is effectively a tax cut) and
is the fourth such handout. The next scheduled US Federal Reserve (Fed) monetary policy meeting is on 17-
18 March*, and markets are already pricing in a rate cut. Fed Chair Jerome Powell supported markets on
Friday when he indicated that rate cuts may be needed if financial conditions tighten and the US economy
slows. Bank of Japan Governor Kuroda also committed to take the necessary action to provide liquidity and
ensure financial stability.

US politics continue to be as divisive as ever with the coronavirus the latest issue at large. President Trump
appointed Vice President Mike Pence as coronavirus chief, much to the surprise of many, given Pence’s
controversial handling of an HIV outbreak during his time as Indiana governor. The Democratic primaries
rumbled on with Senator Bernie Sanders currently the frontrunner.

Economic Updates

Most economic data releases have yet to reflect the impact of COVID-19 and the market’s attention has been
on the spread of the virus itself. We did, however, see a glimpse of what is likely to proliferate, when China
released their February Purchasing Manager Indices (“PMIs”). The manufacturing PMI collapsed to 35.7 from
50.0 (the market had been expecting 46.0). The non-manufacturing PMI was even worse, falling by almost
half to 29.6 from 54.1. Both are record lows and the non-manufacturing PMI has never seen a reading below
50. Other Asian PMIs (in Japan and South Korea) fell to multi-year lows.

Economic data in the US was mixed and given recent events it could be argued that it was out of date even
before it was published. The NY Empire State and Philadelphia Fed manufacturing indices, Michigan
consumer sentiment, housing starts and new/existing/pending home sales beat expectations; while core PCE
inflation, the services and manufacturing PMls, house prices, consumer confidence and initial jobless claims
disappointed.

In Europe, data was mixed with Eurozone consumer confidence, the German manufacturing and composite
PMI and German employment outperforming expectations; whilst German GDP growth and the German

services PMI underperformed.

UK macro data was promising overall with the manufacturing and composite PMiIs, core CPI, core retail sales,
consumer confidence and employment beating expectations; but wage growth disappointed.

JONATHAN BELL

IVO COULSON
LEO SUCH

3" March 2020

*The Federal Reserve has subsequently cut rates by 50bp.
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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.
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