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Tactical Positioning

In our Bulletin dated 15 January, we pointed out that the yield on the 10-year Treasury bond was used to
price assets around the world and that an unexpected ‘lurch’ upwards in the yield could be taken badly by
markets. At that time the yield was 2.54% and as of the end of January it is 2.70%. This level was last seen in
March 2014, from which point the yield then reversed and fell to 1.65% in the space of 8 months as markets
dismissed the idea that inflation was seeping into the economy. This time, the strength of the U.S economy
(particularly the labour market and recent tax cuts) make the prospect of a rise in inflation more likely. For
investors, the main question is whether this is a surprise. The answer is probably not. In fact, the real surprise
could be that it has taken 10 years for inflation to get back to normal, healthy levels (2% inflation is a favourite
target for Developed Market economies). It seems to us that we are currently experiencing an adjustment to
a more uniform, broader, global economic recovery. This may cause some short-term indigestion and a rise
in volatility, but we have yet to see whether it causes inflation to rise to anything more than ‘normal’ levels.
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One asset class that can benefit from a pick-up in volatility is convertibles. These are ‘hybrid’ instruments
with part equity and part bond characteristics. Like bonds, they redeem at a fixed price in the future but they
also offer conversion rights into the ordinary shares of the issuer at a future date. A pick-up in equity volatility
gives greater value to the conversion rights and so they could benefit from current market conditions. We
are looking to add a specialist convertible fund in many portfolios.

Market Moves

Equities (Local Currency, incl. Dividends)

31-Jan-18 World us Europe1 UK Japan GEM Asia
Last 2 Weeks 0.5% 1.4% -0.7% -3.0% -2.6% 3.1% 2.3%
YTD 4.1% 5.7% 2.3% -2.0% 1.3% 6.8% 5.5%
] BCOM Gold WTI Oil EUR GBP JPY UST 10Y?
Last 2 Weeks 1.3% 0.4% 0.7% 1.2% 2.9% 1.2% +16 bps
YTD 2.0% 3.2% 7.1% 3.4% 5.0% 3.2% +26 bps
1. Europe excluding UK 2. US Treasury 10 year yield shows absolute, not percentage, change in yield Source: Bloomberg
Stanhope Capital




Stanhope Capital Fortnightly Bulletin 2

Rising inflation expectations proved more influential on markets than the Federal Reserve’s hawkish stance,
causing the dollar to weaken versus the euro, yen and sterling which, in turn, translated into weaker equity
market performance in the eurozone, the UK and Japan. Conversely, the dollar weakness supported a
continued rise in Asian and Emerging Markets. Oil, which is traditionally negatively correlated with the dollar,
rose almost 1% bringing its increase to 7% so far this year, with the West Texas Intermediate crude price
trading above $65 per barrel for the first time since 2014. Gold and commodities rose marginally over the
period, once again symptomatic of a weaker dollar and rising inflation expectations.

Economic Updates

Indicators in the US released over the period continued to demonstrate strong economic momentum. The
Dallas Fed Manufacturing Index came in at 33.4 for January, well above December’s reading of 29.7, marking
a 12-year high, with expectations of future general business rising to 44.5, the highest reading since 2004.
Similarly, the January Conference Board Consumer Confidence Index was 125.4, above market expectations
of 123.0 and only slightly lower than November’s 17-year-high of 129.5.

Also, in the US, the ISM Manufacturing Index for December fell modestly to 59.1 from 59.3 in November,
representing a slight cooling off from the ultra-high levels last year but nevertheless demonstrating healthy
expansion.

In the Eurozone, fourth quarter GDP growth was in line with expectations at 0.6% and the final reading for
the European Commission Consumer Confidence Indicator was confirmed at 1.3, marking a 17 year high. The
composite PMI was above market expectations at 58.6 versus forecasts of 57.9 (this is broadly consistent
with quarterly GDP growth for the first quarter of around 1%!).

Elsewhere, China’s manufacturing PMI index for January was marginally below expectations at 51.3 versus
51.6 expected. Given that the index focuses mainly on larger businesses and state-owned enterprises, we
could see further softening this year given the government’s crackdown on corporate debt and pollution.
However, growth in the services sector picked up with the non-manufacturing PMI rising to 55.3 from 55.0
in December.
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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 (Cayman)
Limited and its subsidiaries, including Stanhope Capital LLP, Stanhope Capital (Switzerland) SA and Stanhope Capital (Jersey) Limited. Stanhope Capital LLP is a
limited liability partnership incorporated in England and Wales authorised and regulated by the Financial Conduct Authority. Stanhope Capital (Switzerland) SA
is a company incorporated in Switzerland and a member of the Swiss Association of Asset Managers, a Self-Regulating Body approved by the Swiss Financial
Market Supervisory Authority (FINMA). Stanhope Capital (Jersey) Limited is a limited liability company incorporated in Jersey and regulated by the Jersey
Financial Services Commission. 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 (the “Information”) 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.

Jersey

The advice Stanhope Capital (Jersey) Limited offers under our advisory service is restricted as we advise on investment funds, which is only one type of
investment product. Stanhope Capital (Jersey) Limited 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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