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Sunny times ahead?

April has finished, and what a contrast it was to March. Risk is back on. US High Yield
issued more than $37bn of bonds — the highest month in over 3 years. The S&P500
index posted the best monthly return since 1987, yet 10-year US Treasuries widened
from 58bps to 60bps.* That is all you really need to know. Treasuries continue to
track the overwhelmingly poor economic data. In contrast, equities are focused on the
US Federal Reserve support. Which will prevail? | suspect that we will see a bit of a
pullback as the reality of the challenges in the second quarter sets in, but certainly not
to the same extent we saw in March. The recent Institute of Supply Management survey
came more or less in line with expectations; however, the devil is in the detail. New
orders fell to 27.1 from 42.4. with the spread to inventories falling to -22.6. According to
Bloomberg, this is the lowest in the history of the survey and illustrates that inventories
will need to be utilised before new production is required.**

As we move through the second quarter, we’ll begin to see the tension between poor
data on one side, and alleviation of the lockdown on the other. What we cannot price in
at the moment is the length of the time to recovery. What we do know is that the incentive
is there to get everyone back to work. According to Gallup, 50% of Americans say that
their financial position is getting worse. I'm also beginning to think about how this is all
going to be paid for. Clearly taxes are going to have to go up. If this is mishandled, and
we see a fiscal tightening before the recovery has taken hold, then we could be looking
at subdued consumer disposable income, and therefore lower spending for quite some
time.

On to the medical news, there is some progress on Gilead’s Remdesivir. To be clear,
this is not a vaccine. In the current trial, it alleviated recovery times from 15 days for
those with a placebo to 8 days for those taking Remdesivir. It shows progress that there
are drugs that can have an inhibitory effect on the virus. At the same time, President
Trump has announced Operation Warp Speed, gathering together the best and the
brightest in the US to accelerate the development of a vaccine by year end. This seems
to be highly unlikely to succeed in such a short time frame - but we can only hope. In
parallel there are antibody tests being developed and, in our view, that will be the short-
term game changer as we come out of lockdown.

The Fed and Returns

It is interesting to see what a significant effect the US Federal Reserve’s intervention
has had on fixed income returns;

* BBB rated credits returned 6.4% in April, the best month in the history of Barclays
index data, which goes back to 1988.

+ April was the best month for High Yield since Jan 2019, with gains of 4.5%.

« Energy High Yield saw record monthly returns of 21%. This really defies belief
given most shale producers breakeven at $40.

*Bloomberg (April)
**Source: IMS survey, April 2020
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* BB bonds had the best month since 2009, returning 4.78% after March’s worst loss
since 2008. In contrast, CCC bonds barely broke even with a return of 54bps for
April. This is probably the best illustration of the reality of the fundamental situation
over technicals.

¢ More generally, the S&P500 index returned 12.8% for the month, the best month
since 1987. Technology stocks led the way, with the NASDAQ posting a 15.5%
total return. Despite the problems in Southern Europe, even ltaly (3.8%) and Spain
(2.5%) had positive monthly returns.

+ Commodities are a tale of two opposites - gold surged 6.9% in April, and WTI oil
collapsed by 8%.

Sources: Bloomberg and Mirabaud Asset Management, as at 30 April 2020

A word on earnings

The trend is one of general weakness, which will worsen in the second quarter. Most
guidance has been withdrawn. The question is whether markets can look through Q2
into the recovery in Q3.

However, there are some practical challenges that will impact earnings. To illustrate the
point, Amazon posted first quarter sales of $75.5bn, up 26% YoY. However, earnings fell
short of estimates as shipping costs increased by 49%. There will also be approximately
$4bn of Covid-19 related expenses. Furthermore, for the oil majors, the decline has
been dramatic. Exxon posted a loss of $610m, the first one in 32 years. It is shutting
capacity and cutting costs. Chevron had 17 rigs running in the Permian at the beginning
of the year, and now has 5. It is shutting 400,000 barrels of daily output.

How are we positioning global portfolios?

The last week in April has been busy for our global strategies. We have continued
to buy European investment grade bonds. Furthermore, we have also begun to buy
short maturity bonds in market leading companies that we think have the liquidity to
get through the crisis - Boeing and Delta Airlines are two examples of this. The US is
providing plenty of support for airlines and both companies have accessed the bond
market to boost liquidity, (Boeing initially launched a $10bn deal that was upsized to
$25bn as a result of strong demand) and the first maturity bonds are well covered. In
addition, both are cutting capital expenditure and are making significant efficiency gains
to preserve liquidity.

We also bought some Euro government bonds this week as well, on anticipation of the
European Central Bank adding more support. We have also begun to re-set the CDX
hedge across the funds, and this now stands at 5%.

Our key takeaways

Liquidity trumps all and over the next few months, we will wait for the cold reality of
economic damage to set in before adding significant risk.

IMPORTANT INFORMATION

This document contains information or may incorporate by reference data concerning certain collective
investment schemes (“funds”) which are only available for distribution in the countries where they have been
registered. This document is for the exclusive use of the individual to whom it has been given and may not be
either copied or transferred to third parties. In addition, this document is not intended for any person who is
a citizen or resident of any jurisdiction where the publication, distribution or use of the information contained
herein would be subject to any restrictions or limitations.

The contents of this document are provided for information purposes only and shall not be construed as
an offer or a recommendation to subscribe for, retain or dispose of fund units, shares, investment products
or strategies. Before investing in any fund or pursuing any strategy mentioned in this document, potential
investors should consult the latest versions of the relevant legal documents such as, in relation to the funds,

FOR PROFESSIONAL INVESTORS ONLY



the Prospectus and, where applicable, the Key Investor Information Document (KIID) which describe in
greater detail the specific risks. Moreover, potential investors are recommended to seek professional financial,
legal and tax advice prior to making an investment decision. The sources of the information contained in
this document are deemed reliable. However, the accuracy or completeness of the information cannot be
guaranteed, and some figures may only be estimates. There is no guarantee that objectives and targets will
be met by the portfolio manager.
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All investment involves risks. Past performance is not indicative or a guarantee of future returns.
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is authorised and regulated by the Financial Conduct Authority under firm reference number 122140.; in
Switzerland: Mirabaud Asset Management (Suisse) SA, 29, boulevard Georges-Favon, 1204 Geneva, as
Swiss representative. Swiss paying agent: Mirabaud & Cie SA, 29, boulevard Georges-Favon, 1204 Geneva.
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Asset Management (Espafia) S.G.1.I.C., S.A.U., Calle Fortuny, 6 - 2a Planta, 28010 Madrid. The Prospectus,
the Articles of Association, the Key Investor Information Document (KIID) as well as the annual and semi-
annual reports (as the case may be), of the funds may be obtained free of charge from the above-mentioned
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