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Summary: China’s health scare erases market gains

Despite an improving economic backdrop, January proved a difficult month with
global equities (-0.6% in local currency) ending the month down, whilst government
bonds rallied (+2.0% hedged in USD).

In January:

» Wuhan virus (2019-nCov) outbreak in China causes risk-off sentiment
» Central banks on hold as data suggests slowdown bottoming out

» Respectable fourth quarter earnings as US and Europe defy expectations

Stocks hit new highs during the month, supported by easing geopolitical tensions
and better-than-expected Q4 corporate earnings before news of the Wuhan virus
outbreak dampened risk appetite and prompted a flight to safety (gold, USD, JPY
and CHF). Meanwhile, oil fell 16% in the month - despite a brief spike following
revived US-Iranian tensions — and suffered its worst January performance in three
decades.

US: Growth rebounds, phase-one deal complete, Fed on hold

The US economy grew by +2.1% in Q4 2019 (SAAR), supported by strong
government spending; US housing starts reached a 13-year high, whilst the
unemployment rate held steady at 3.5%, remaining at 50-year lows. Respectable
corporate earnings were buoyed by the ‘big five’ tech stocks, which now collectively
account for 17.5% of the S&P 500. Unsurprisingly, the Fed left rates unchanged and
suggested that it may conclude its asset purchase programme in Q2. Meanwhile,
US-China trade talks concluded with the signing of a ‘phase one’ deal. Following a
month of impeachment proceedings, Trump is expected to be acquitted as Senators
voted against admitting new evidence and calling witnesses.

Europe: Improving economic outlook, BoE and ECB on hold

Though Eurozone growth slowed to 0.1% in Q4, the economic backdrop appears to
be stabilising: the unemployment rate fell to 7.4%, a new decade low, and a survey of
economic sentiment beat expectations, driven largely by improved confidence in
industry and construction. Meanwhile, core inflation retreated to 1.1% in January (from
1.3%). The ECB left rates unchanged and signalled that its asset purchase
programme will continue indefinitely, while also launching a year-long strategic review
of the Bank’s policy framework. The BoOE opted against a rate cut but downgraded its
growth forecasts to +0.8% in 2020 (from 1.3%). The European Parliament ratified the
Brexit Withdrawal Agreement, concluding UK’s exit from the EU. Meanwhile, Italian
government bond yields fell to three-month lows as election risk subsided.

RoW: China’s soft landing, Wuhan virus, Putin reforms

China’s economy expanded at its slowest pace in three decades in 2019 (+6.1%),
but the latest activity data pointed to a stabilisation in industrial production and
consumer spending. Looking ahead however, seasonal weakness is likely to be
more pronounced as the Wuhan virus, now a global public health emergency, is set
to extend the annual Lunar New Year holiday. India recently unveiled its 2020
budget, aimed at cutting taxes and increased spending to resuscitate growth which
has fallen to a 10-year low. Meanwhile, Putin’s proposal of constitutional reforms
which resulted in the resignation of the current prime minister, Dmitry Medvedev,
seeks to transfer power from the presidency to parliament.
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Fixed Income Yield
uUs 10 Yr 1.51%
UK 10 Yr 0.52%
Swiss 10 Yr -0.73%
German 10 Yr -0.43%
Global IG (hdg $) 1.98%
Global HY (hdg $) 5.91%
Equity Index Level
S&P 500 3,226
MSCI UK 12,018
SMI 10,628
Eurostoxx 50 3,641
Nikkei 23,205
Hang Seng 26,313
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Currencies (trade-weighted, nominal)
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Chinese Yuan

Other Level
VIX 18.8
Brent ($/b) 58.2
Gold ($/0z) 1,589

Sources: Bloomberg, Rothschild & Co
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This document is strictly confidential and produced by Rothschild & Co for information purposes only and for the sole use of the recipient. Save as specifically agreed in writing by Rothschild & Co, this
document must not be copied, reproduced, distributed or passed, in whole or part, to any other person. This document does not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product. Nothing in this document constitutes legal, accounting or tax advice.

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original investment. Past performance should not be taken as a guide to future
performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you change your outlook concerning your investment objectives and / or
your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes in rates of exchange may cause the value of the investment, and the
income from it, to go up or down. Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning returns are derived from both capital
appreciation or depreciation as reflected in the prices of your portfolio’s investments and from income received from them by way of dividends and coupons. Holdings in example or real discretionary portfolios
shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this document, they must not be considered as a solicitation or recommendation for separate
investment. Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no
responsibility or liability is or will be accepted by Rothschild & Co as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this document or for any
reliance placed on this document by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice.

This document is distributed in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this document in certain jurisdictions. Accordingly, recipients
of this document should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this document nor any copy thereof may be sent to or taken
into the United States or distributed in the United States or to a US person. References in this document to Rothschild or Rothschild & Co are to any of the various companies in the Rothschilds Continuation
Holdings AG Group operating / trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside the UK, nor companies
within the Rothschild Trust Group are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections
provided by the UK regulatory system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this
document, your portfolio or any elements of our services, please contact your client adviser.

The Rothschild & Co Group includes the following wealth management and trust businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 4416252.
Registered office: New Court, St Swithin’s Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered Office: St Julian’s
Court, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co
Bank AG. Registered Office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by Eidgendssischen Finanzmarktaufsicht FINMA.
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