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Tactical Positioning 

 
As we discuss below, some of the ‘sugar rush’ in equity markets seen in April has evaporated over the last couple 
of weeks. Sensing that this might be a possibility, we reduced our equity exposure in the first week of May to 
‘bank’ some of the recovery. This does not mean that we have changed our generally positive stance towards 
equity markets but simply reflects a degree of prudence. Undoubtedly, short term volatility relating to the 
perceived level of success resulting from the easing of lockdown restrictions will be with us for the next few weeks 
and US utterances about China’s initial alleged ‘cover-up’ of COVID-19 are hardly helping global harmony. 
 

Market Moves 

 

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

 
After the resurgent bull market in April, with the S&P 500 having its best month since 1987 (+12.8%), the first half 
of May saw a small reversal in most major equity markets. The ‘risk-off’ move boosted safe haven assets such as 
gold (which hit its highest level since 2012) and the US dollar, whilst gains for core government bonds were limited 
by significant new issuance. That said, the S&P 500 traded in a narrow range compared with that seen in 
March/April, and the VIX index of implied volatility fell to 26.3 (the lowest since late February and well below the 
all-time high of 82.7 hit in March), although it did pick up in the second half of the fortnight as stocks fell. A notable 
exception to the rout in equities this year was the technology-heavy NASDAQ which continued its march upwards 
and incredibly (given events) the index has now generated a modest positive year-to-date return (+0.47%). The 
surge reflects a shift to a more digital economy with companies like Amazon among the biggest beneficiaries. 
Amazon, with its market capitalisation of $1.2 trillion, is worth more than all the bonds in the leading US high yield 
bond index.  
 
The fall in equity indices reflects a souring relationship between the US and China, including the threat of economic 
sanctions, as well as investor anxiety about easing lockdowns and the potential for a further wave of COVID-19 
infections. In Germany, all shops and restaurants have been allowed to reopen. In Italy, bars, restaurants, 
hairdressers and beauticians were given the green light to reopen, whilst in Spain, various restrictions were eased 
outside of Madrid and Barcelona. In France, ‘deconfinement’ rules have enabled most firms to reopen, and 
individuals no longer need permission to leave home, although the country has been divided into regions 
according to risk level. There has been some evidence of an increase in infections as a result of the easing of 
lockdown restrictions. 
 
Turning to US-China relations, both countries have roundly criticised each other’s approach to COVID-19. One third 
of Americans believe China created the virus, and the US ordered the Federal Retirement Thrift Investment Board 
to stop investing in Chinese stocks. Sanctions have even been threatened. This is one issue which unites 
Republicans and Democrats, with Joe Biden also saying he plans to be tough on China. The rise in Chinese imports 
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of US goods may help keep the Phase One trade deal intact but the relationship looks set to remain very difficult 
ahead of this year’s elections. 
 
On monetary policy, two of the top four central banks, the European Central Bank and the Bank of Japan, now 
have negative interest rates and there has been market speculation over whether the Bank of England (BoE) and 
even the Federal Reserve (Fed) could follow suit. The BoE base rate looks increasingly likely to go negative given 
that the economy has been plunged into a deep slump: the BoE has forecast a Q2 GDP contraction of -25%. 
However, BoE Governor Andrew Bailey downplayed the chances of negative rates becoming a reality. Meanwhile, 
in the US, Fed Chair Jerome Powell has made clear he does not see it as an appropriate tool for the US economy 
and he would look to deploy other tools (such as enlarging existing programmes and forward guidance) first. 
 
Fiscal policy continued its expansionary tilt with the US Treasury expected to issue an astonishing $3 trillion of 
government debt in Q2 2020 alone. This is almost as much as it collected in tax receipts in the whole of 2019. On 
this side of the Atlantic, the UK Job Retention scheme was extended until October – the government is funding 
the wages of 27% of the workforce and the scheme is now estimated to cost upwards of £80 billion. France and 
Germany have similar schemes although theirs are more flexible and allow part-time working, reducing the cost 
to finance ministries. 
 

Economic Updates 

Economic data continued to reflect the impact of the COVID-19 pandemic and although it highlights the poor state 
of the world economy, it adds very little to the crucial issue of when and how fast the recovery will be. Many 
economic data releases beat expectations over the period, but only because expectations had already collapsed 
to ultra-low levels. In the first quarter of the year Eurozone GDP fell by 3.8% quarter-on-quarter, with Germany 
2.2% lower. The lockdown will have a greater impact on Q2’s numbers, so we should expect a more significant 
impact when this quarter’s GDP numbers are released. 
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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. 

 


