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Tactical Positioning
Despite a rebound on Friday, equity markets posted losses for the 7th week in a row, leaving the US market with
its longest weekly losing streak since 2011. As of 15th May, in local currency terms the US equity market is down
15.1% and European equities down by 10% this year.
There is plenty for investors to worry about: inflation, higher interest rates, supply chain disruption and the risk
that higher commodity prices and interest rates could lead to a recession. We are not ignoring these worries and
have been looking to position portfolios to protect from potential setbacks.
Investors in general are currently very cautious. Investor sentiment as measured by a survey conducted by the
American Association of Individual Investors recently recorded its worst ever monthly reading, with bearish views
outnumbering optimistic (bullish) views by a record 3½:1. Only 16.4% felt bullish on the market, the lowest since
1992… Counterintuitively, this may be good news for investors.
The green lines on the chart below shows the average return from the stock market at different levels of optimism.
Looking at the first column, when less than 20% of investors felt bullish the average return on the market over the
next two years was around 35%, whereas when most investors were optimistic, the future returns were lower. In
short, investor sentiment is a contrarian indicator. The more nervous on markets we all become, the greater the
future returns are likely to be.

Source: The American Association of Independent Investors

Given the above and the relatively attractive level of current market valuations highlighted at the top of the next
page, we are not rushing to cut our equity exposure dramatically, we are even considering whether we should
now add. In recent weeks we reduced equity exposure a little and particularly growth style equities and added
some value style equities, defensive tactical funds and/or hedge funds within most portfolios. Now, we feel that
the likelihood of a strong recovery in markets later this year is too high for us to reduce equities further.
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Global Equity Valuations

Current, 25-year average of forward Price to Earnings ratio

You are likely to have seen the table above (Global Equities Valuations) before. It shows the price to earnings
valuation of markets based on predicted earnings for the next 12 months (the blue diamond) compared to the
average valuations of the past 25 years (the small purple bars) and the range of valuations during the period (the
tall grey bars). Today, not only is sentiment at a low level, but also valuations are generally attractive compared
to history.

Market Moves

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

Incessant inflation
Inflation news continues to dominate markets. In the US, the Consumer Price Index (“CPI”) headline and core
numbers surprised to the upside with 0.3% and 0.6% gains. Thanks to base effects from last year, the year-on-year
numbers fell, but they were also 0.2% higher than expected with headline CPI at +8.3% and core CPI at +6.2%. In
China producer prices rose 8% year-on-year in April and in Europe, the European Commission now expects
inflation across the block to average 6% for 2022 as a whole.
China Covid continues
China’s Covid related lockdown restrictions have exacerbated global supply chain bottlenecks in recent weeks, but
these restrictions could start easing according to Shanghai's deputy mayor Wu Qing who announced that the city
is aiming to reach zero-Covid at the community level in the next few days and will then start to steadily ease traffic
restrictions and open shops. This may become a key market theme in the coming weeks after a drop of almost
40% in Chinese equities over the last year.
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More monetary moves
On 4th May the Federal Reserve announced that it would raise interest rates by half a percent to a target range of
0.75% - 1% and issued plans for reducing the size of its balance sheet. At the press conference following the
meeting Jerome Powell stated that “there is a broad sense on the Committee that additional 50 basis point
increases should be on the table at the next couple of meetings”. Market prices indicate that there may be three
0.5% hikes between now and the end of September.
In Europe, Christine Lagarde, the European Central Bank (“ECB”) President, said that the first rate hike “will take
place sometime after the end of net asset purchases” and that “this could mean a period of only a few weeks”,
effectively signalling that in July the ECB may start hiking rates for the first time in over a decade. In the UK, the
Bank of England raised interest rates by 0.25% to 1% during the fortnight, their highest level in 13 years.

Sanctions and songs
European voters emphasised their support for Ukraine over the weekend by voting the Ukrainian Kalush Orchestra
winners of the Eurovision song contest, a contest from which Russian groups were banned. Politicians continued
their onslaught of sanctions against Russia with G7 nations committing to ban or phase out imports of Russian oil
and the US unveiling sanctions against Gazprombank executives and other businesses as part of a new package of
sanctions designed to further punish Moscow for its war in Ukraine.

Economic Updates

The American economy added 428k jobs to nonfarm payrolls in April, a little ahead of forecasts and the
unemployment rate remained stable at 3.6%. Average hourly earnings growth decelerated slightly to 0.3% monthon-month. Elsewhere, real wages in Japan shrank 0.2% year-on-year in March.
China’s exports grew 3.9% year-on-year in April, exceeding market estimates of a 2.7% increase but slowing from
a 14.7% growth recorded in the preceding month.
In Europe, German factory orders fell by more than expected at 4.7% in March (a fall of 1.1% had been expected).

JONATHAN BELL, IVO COULSON
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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 LLP is regulated by the US SEC under firm
number 162512. 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.

