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Tactical Positioning

Equity markets continued in a bullish vein through August, dominated by the same stocks that have led the
recovery since April. Tempting though it was to reduce risk, the ‘sugar rush’ of global liquidity programmes
remains a powerful force and this would have been a mistake. Whilst it is realistic to expect a pull-back in the
coming weeks, we have seen that each time the market falls it has flushed out more buyers who have been
waiting to ‘buy the dip’ and the recovery is swift. We remain alert to risks coming from the US election, trade
disputes and a potential blowout in some of the market leaders but, for now, we continue to maintain our
current equity positioning.

Market Moves

Equities (incl. Dividends)

EM

31-Aug-20 World ($)  US ($) Europe’ (€) UK (£) Japan (¥) () Asia ($)
Last 2 Weeks 2.4% 3.8% -0.3% -1.9% -0.3% 0.6% 1.0%
August 5.8% 7.1% 3.1% 1.8% 7.9% 2.2% 3.1%
0 0 _ 0 - _ 0, 0 0
Year to Date 4.1% 9.3% 7.2% 19.0% 4.0% 4.4% 4.9%
Currencies (vs usD) [l Gov't |

COM?($) Gold ($) WTIOIl ($) EUR IPY UST 10Y3
Last 2 Weeks 3.5% 1.2% 1.4% 0.8% 2.2% 0.7% Obps
August 6.8% -0.4% 5.8% 1.3% 2.2% -0.1% 18bps
Year to Date -9.0% 29.7% -30.2% 6.4% 0.9% 2.6% -121bps

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

Against a backdrop of mixed economic data, the congressional stalemate on the relief bill (the fifth such aid
package designed to alleviate economic and health-care crisis) and the increase in China-US tensions, the
market’s summer romance with equities continued to flourish over the fortnight. We are now officially in a
new bull market (the S&P 500 has risen by over 50% since the 23" March) and it is only the fifth time in history
that such a feat has occurred during a recession. Anchored by investors’ unwavering belief in unlimited central
bank stimulus, the period witnessed the S&P 500’s fastest recovery from a bear market on record, closing at a
new all-time high on the 18" August. The 126 trading days it took for the S&P 500 to reclaim its February peak
was over 10 times as fast as the index’s average historical rebound (1,542 trading days). This positive mood
continued into month-end with the S&P 500 rising to new highs and producing its best August performance
since 1986, with a return of +7.1%.

Focusing on these headline-making milestones, however, can be misleading given the big divergence between
the stock market’s winners and losers. In fact, most companies in the index remain below the price levels they
achieved at the previous market peak in February. During the month, higher-valuation growth stocks
outperformed lower-priced value companies, extending the 2020 trend. Large companies easily outpaced
small companies, as large technology companies or technology-enabled disrupters continued to drive the
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market’s upward momentum. Meanwhile, bank and energy stocks have underperformed on the back of rock
bottom interest rates and a weak oil price. Apple, Amazon, Microsoft, Facebook and Alphabet have accounted
for 25% of the total market recovery since March and now make up 22% of the total market value of the S&P
500. As a result, their strong performance more than offsets the poor performance of hundreds of other
companies in the index. In such an environment, many actively managed funds, focused on these growing
companies, have been able to outperform the index by a large margin.

The disconnect between financial market performance and economic reality is reflected in many forward-
looking volatility measures. Both the Chicago Board Options Exchange (CBOE) VIX and CBOE NASDAQ-100
(VXN) volatility indices increased meaningfully over the fortnight. Typically, these two measures act as fear
indicators and move in the opposite direction to equity markets: when stocks rise, volatility normally falls and
vice versa. Occasionally this relationship can invert, leading to a simultaneous increase in both equity index
prices and equity volatility measures. This reversal can reflect excessive optimism which in turn has typically
pre-empted declines in equity markets. Perhaps the options market is sending a message that turbulence in
the later stages of 2020 will be greater than the equity markets currently anticipate.

The world’s central bankers and economists virtually convened for the annual Jackson Hole Economic Policy
Symposium — the Glastonbury festival of the monetary policy world. Jerome Powell, Chair of the US Federal
Reserve (Fed) took centre stage and highlighted the decision to move to ”“average inflation targeting”; instead
of raising interest rates as soon as inflation exceeds 2%, the Fed will allow periods of overshooting the 2% level
to make up for past undershoots. This equates to a more dovish policy of lower interest rates for longer and
reinforces the market’s expectation that the Fed will retain its zero-interest-rate policy through to 2023. Powell
also announced a policy tweak that changes the approach to employment; in future, the Fed will not set a
specific goal for the unemployment rate but rather will allow conditions to dictate what it considers ‘“full
employment’.

Following Powell’s speech, the US dollar continued its descent to a two-year low, versus a trade-weighted
basket of major currencies, as it fell for a fifth consecutive month. The dollar’s weakness meant that the euro
strengthened above $1.19 for the first time in over two years, while sterling rose 2.2% against the greenback.
Elsewhere, the yield on the US 10-year Treasury note increased by 17bps from 0.53% to 0.70% in August, the
biggest monthly gain since September 2018. As represented by the spread between the ten and two-year
yields, the Treasury curve steepened by 14 basis points to 0.57%, as lengthier bond maturities fell in
anticipation of potentially higher inflation.

Economic Updates

Corporate and economic fundamentals have yet to reflect a sustained recovery from COVID-19-related
damage. The fall in the US consumer confidence index, from July’s 91.7 to August’s 84.8, was sharper than the
consensus forecast. The ‘expectations’ component of the index fell to its lowest level since 2016 as households
are worrying about the persistence of unemployment and other income losses.

The US initial jobless claims number also disappointed. The 1.11 million figure was well above the consensus
expectation of 920,000, although the 14.8 million continuing jobless claims was better than the 15 million
expected.
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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 and Stanhope Capital SAS. 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). 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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