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Tactical Positioning
So far, August has been a good month for investors with a double-digit recovery in most equity markets since the
low levels reached at the start of June supported by an improvement in consumer and investor sentiment. We are
hopeful that inflation may start to fall and that as it does monetary tightening and pressures to constrain economic
growth will fade and this should support market valuations. That said, the risks, in terms of the threats to corporate
profitability and the potential for sustained inflation, remain and for this reason we are keeping a relatively
cautious positioning within portfolios.

Market Moves
15-Aug-22
Month to Date
Year to Date

World ($)
3.1%
-11.6%

Commodities
($)
Gold ($)
WTI Oil ($)
-0.3%
1.0%
-9.3%
19.2%
-2.2%
16.1%

COM2
Month to Date
Year to Date

US ($)
4.1%
-9.0%

Equities (incl. Dividends)
Europe1 (€)
UK (£) Japan (¥)
1.0%
1.7%
3.8%
-7.6%
4.7%
1.2%

EM ($)
2.2%
-15.2%

Asia ($)
1.6%
-14.6%

Currencies (vs. USD)
EUR
GBP
JPY
-0.6%
-1.0%
0.0%
-10.6%
-10.9%
-13.7%

Gov't
UST 10Y3
14bps
128bps

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

Honey, I shrunk the economy
Following the United States Federal Reserve’s (“Fed’s”) most recent interest rate rise of 75 basis points (“bps”) in
July, and news that the US economy shrank for the second successive quarter, the question is whether a recession
has already begun. JPMorgan Chief Executive Officer Jamie Dimon estimates that the chances of a ‘harder
recession’ or ‘something worse’ sits at around 20-30%.
This side of the Atlantic, the European Commission anticipates gross domestic product (“GDP”) growth of 0.6% in
Q2 across the EU. UK GDP did not perform as well, falling 0.1% in the second quarter of 2022 following a positive
Q1 when GDP grew by 0.8%. A major contributor to the contraction in Q2 was a reduction in wholesale and retail
business activities, with companies continuing to deal with supply chain disruptions and a drop in sales owing to
the rising cost of living and inflationary pressures. Following this, and in a move to combat seemingly ever-rising
inflation, the Bank of England announced an increase in interest rates of 50 bps, to 1.75%, as it warned inflation
could pass 13% later this year.

Has inflation subsided?
As rising costs continue to cause difficulties for households and businesses globally, a sign of easing pressures
became apparent with the release of the US July Consumer Price Index (“CPI”). The 8.5% year-on-year increase,
and zero increase month-on-month was below economists’ expectations of 9.1% and 0.2%, respectively. Looking
at Core CPI, which excludes volatile food and energy prices, the month-on-month increase of 0.3%, compared to
0.7% in June, with a year-on-year increase of 5.9%, unchanged from the previous month. However, given that the
University of Michigan’s Consumer Sentiment Index climbed, to 55.1, after hitting a record low of 50 in June,
consumer sentiment has recovered recently. The consensus view is that the July inflation figures are unlikely to
stop the Fed from its aggressive tightening of monetary policy given that Fed Chair Jerome Powell stated that the
Fed is looking for ‘compelling evidence’ that inflation is moving towards its 2% target.
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A sense of déjà vu
Food prices steadily increased in June to their highest real levels since the inception of the Food and Agriculture
Organisation (“FAO”) of the United Nations (“UN”) Food Price Index in 1961. By contrast, the July release saw the
index decline 8.6% from the June release, marking the steepest monthly decline in the index since October 2008;
this decline partly reflects a 14.5% decrease in world wheat prices owing to the recently agreed Russo-Ukrainian
deal on grain exports. Similar to previous food price crises in 2008 and 2010, this occurred as oil prices spiked
higher as demonstrated by the West Texas Intermediate (“WTI”) Crude spot price and Food price indices below.
While the decline in food commodity prices was welcomed by Maximo Torero, Chief Economist of the FAO, he
noted that many uncertainties remain, such as the continuing high price of fertiliser.
FAO Food Price Index vs WTI Crude spot price

Sources: Food and Agriculture Organisation of the United Nations, and U.S. Energy Information Administration

Inflation down, climate up!
During the fortnight, the US Senate and the House of Representatives passed President Biden’s US$430 billion
Inflation Reduction Act (“the Act”). This is seen as the biggest climate package in US history, although it is a
significantly scaled back version of the original US$3.5 trillion package proposed by the Biden administration. The
package legislates for a 15% minimum tax on most corporations that make more than US$1 billion a year in profits
as well as a 1% tax on stock repurchases; additionally, tax credits for solar panels, wind turbines and electric
vehicles are included. Following news of the passage of the Act, shares in major lithium producers rose as the
increase in demand is likely to lead to increased pricing power for producers.
Zero COVID, zero growth?
As President Xi Jinping continues with his approach of trying to eliminate COVID completely, it is becoming
increasingly apparent that the Chinese economy may not be able to bear the brunt. Blanket lockdowns in several
major cities, including Shanghai, have contributed to a slowing in retail sales growth, which was 2.7% for July,
largely missing consensus expectations of a 4.9% rise. In an attempt to stifle the decline in consumer demand, the
People’s Bank of China cut its medium-term lending rate by 10 bps to 2.75%. Additionally, the central bank is
looking to inject up to RMB1 trillion to revive millions of stalled property developments and end a property market
downturn which contributed to Q2 growth of only 0.4%.

JONATHAN BELL, IVO COULSON, AMAR KALSI
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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.

