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Markets were again very strong in Q4, driving many equity markets well into positive territory for 2020, a remarkable
recovery from the lows seen in March. The S&P 500 finished at an all-time high despite the sharpest slowdown in
economic activity in history as a result of the COVID-19 pandemic and resulting shutdowns. The index ended the year
+16.3% after dropping 34% in March from its Q1 peak in February, a 68% rebound from the trough in March. With
many markets at, or close to, all-time highs, it can be easy to forget the volatility we saw during 2020, namely the
S&P 500’s worst quarterly performance since the Great Financial Crisis, the VIX reaching its highest level ever (83),
a spike in unemployment (in the US to 14.7% from 3.6%), oil prices falling by 60% and US treasury yields reaching
all-time lows (US 10yr 0.5%). Markets were ultimately supported by unprecedented levels of monetary and fiscal
stimulus, though Q4 saw the result of the US presidential election and development of vaccines for COVID-19 to push
markets to highs.
Q4 saw Joe Biden win the US Presidential election and, while events since then have not seen the most orderly of
transitions of power, he was sworn into office in January. Going into the election, fears of a close, contested election
with no clear winner or a resounding Democratic/Blue wave, which could have led to growth hindering policies such
as higher taxes, concerned markets. Biden won a decisive but not overwhelming victory with the Democrats
controlling of the House of Representatives with a split Senate, leading to optimism that there would be continued
fiscal support and spending, but more extreme economic policies would be prevented from passing.
The announcement of the development of three vaccines for COVID-19 in November, with efficacy rates far in excess
of those either expected or hoped for, triggered a significant rally in markets though also a sharp change in market
dynamics. Value sectors, which had been hard hit by the economic shutdowns such as energy, traditional retail,
hotels, airlines and financials all rallied significantly. Value equities had their best quarter since 2009 as the prospect
of exiting economic lockdowns became more tangible.
COVID-19 has taken a huge economic and financial toll on countries, with the economic downturn and subsequent
recovery mixed. While the epidemic began in China, measures taken to control the outbreak were quick and effective
and China emerged as the only major industrialised country to have positive GDP growth in 2020. The US has seen
(and is expected to see) a strong rebound, though in Europe, there has been more lasting damage.

Source: JP Morgan
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Government spending has been huge and, along with the economic downturn, has resulted in historic high sovereign
debt levels, levels not seen since World War II. There is no prospect of this declining, but rather the reverse. In a
polarised world, one of the few consensus policies is not to engage in fiscal austerity. With interest rates at record
lows and there being no current signs of inflationary pressure resulting from quantitative easing, there is no factor
leading politicians to decrease or moderate spending. Indeed, with the Democratic victory in the US election, it is now
more ideological that the level of debt does not matter and can be monetised. Whilst there are more moderate
Democrats in Congress, they may be more able/willing to block tax rises than spending increases, actually leading to
greater deficits and debt levels.

Source: JP Morgan

Alongside this has been huge monetary expansion in both size and composition of assets bought, with central banks
buying investment grade, municipal and high yield (BB) debt. Of the huge government deficits in 2020, central banks
have purchased as much government debt; countries have financed fiscal support through issuing debt which has
been directly bought by central banks.

Source: JP Morgan

Asset valuations have similarly risen. Price-earnings (P/E) ratios for equity markets are at highs. For the S&P 500,
the 12-month forward P/E ratio was 22.8x at end-2020, levels only exceeded in the late 1990s/early 2000s.
European and emerging market valuations are also higher than average, though to not such an extent, driven at least
in part by the sector composition of the index with high growth technology representing 28% of US equity markets
compared with close to 10% in Europe.
Equities are not the only asset class at high levels, with fixed income potentially even more highly valued. Investment
grade spreads are at 1% and high yield at 4% (depending upon index), which does not give much room for either
further spread compression or, more importantly, excess return for potential defaults. Government debt yields are
extremely low with close to 90% of developed market government debt yielding less than 1%.
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There is good reason to expect a strong economic recovery in coming years. Exiting this recession, there are important
differences from prior downturns. Firstly, household finances are in a very strong position, a result of the huge fiscal
support and continued decline in interest rates. Supply of goods and services has fallen as much as demand and
inventory levels are low. The fiscal response will also not be contractionary, government spending is likely to remain
elevated with austerity not supported in any major country. As economies open up, excess savings can be spent and
low inventories will be highlighted and begin to be rebuilt. Businesses will have pricing power.
Asset valuations, government spending and economic recovery are all predicated to a greater or lesser extent on low
interest rates. Price-earnings multiples are more in line with historic averages if adjusted for government yields. While
government spending is high, the interest cost to governments is forecast to actually fall for coming years given the
significant drop in interest rates, similarly for corporates where leverage has increased significantly in 2020. The
question is what can alter that interest rate environment. This is likely to be inflation. Inflation has remained muted
since 2008 and consistently undershot expectations. If inflation does come through, the policy response could be
significant. The easiest way to reduce national debt as a % of GDP is to allow growth of nominal GDP. Central banks,
notably the US Fed, has said that it will not raise interest rates automatically in the face of inflation, but look through
a cycle.

Outlook
Economic recovery is underway and we believe is likely to continue. The main risks to our minds are i) issues with the
efficacy of COVID-19 vaccines; and ii) too rapid inflation leading to an unexpected rise in interest rates. There have
been new strains of COVID-19 originating from around the world, but for which the current vaccines being deployed
will be effective. If a new strain requires modification of the vaccine, this modification may be achievable in a relatively
short timescale but the subsequent manufacture and deployment will take longer. Consequences will depend upon
whether renewed lockdowns, however short-term, are necessary to prevent a high number of hospitalisations and
deaths if current vaccines are quite ineffective.
Given the continuing, huge fiscal and monetary stimulus, healthy corporate and household balance sheets, with
inventory levels low and businesses having pricing power, this does have the potential to be inflationary. Inflation will
likely be tolerated by central banks. Asset class allocation will be key with low yielding fixed income investments
generating minimal if not negative returns. The risk is that inflation accelerates beyond a tolerable level and it
becomes perceived that central banks are behind the curve on raising interest rates, which leads to an unexpected
and sharp rise in interest rates.

Strategy Allocations
We are generally happy with performance in 2020. Portfolios protected capital in Q1 and, as at the end of 2020,
were up high single digits for low volatility portfolios and well into double digits and higher for more balanced and
growth portfolios. We upgraded portfolios during the course of the year, taking advantage where high-quality
managers were looking to raise, or more often replace, capital.
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Overall, we have not increased the directionality of portfolios. We continue to look for regions/strategies which enable
alpha generation and have increased our allocation to locally based Asian equity managers. We continue to see
strong alpha generation within healthcare (in particular biotechnology) and are further exploring opportunities within
the climate change theme.
We are firmly in an environment of zero or negative interest rate policies across the developed world. Any rise in rates
would have a devastating impact on the sustainability of corporate and sovereign debt, as well as asset prices as this
would raise the discount rate which is the foundation for what would otherwise appear extreme valuations. While
inflation remains low, there seems no limit to the levels of monetary and fiscal policy adopted. Monetary authorities
actively want to generate inflation and have negative real interest rates. As a result, we continue to hold gold as a
store of value within appropriate portfolios.
Discretionary and Systematic Global Macro
Discretionary macro managers had a strong quarter with returns led by the classic thematic macro managers. Trades
that worked included steepeners in US rates and a short bias to the USD against Asian currencies in particular.
Emerging markets oriented macro funds also finished the year strongly with positions in Brazil rates and sovereign
and quasi-sovereign credit in LATAM and CEEMEA driving gains. There were no major detractors. The one manager
who posted slight negative returns for Q4 was also our top performing macro manager during the tumult of Q1 and
for the year overall. This manager saw modest losses from risk-off positions in currencies and sovereign credit.
Within relative value strategies, returns were led by our volatility arbitrage manager. This fund was well positioned for
the US election outcome and sector rotation. They were able to identify kinks in the volatility curves which made no
fundamental sense and which they correctly anticipated would dissipate post the US election. Our fixed income
relative value managers were also positive but returns were more muted in Q4 following the outsized returns earlier
in the year. We continue to monitor spread and leverage levels to determine if the opportunity set for this strategy
remains as promising as it did 12 months ago.
Our quantitative managers saw mixed performance in what was a volatile year for the peer group. The manager with
whom we have our largest allocated capital performed well from short to medium-term equity and futures trading,
but two smaller positions were down on the quarter with losses from equities and energy respectively.
We believe the outlook for 2021 looks particularly interesting for macro managers with expertise across asset classes
and those who can structure positions in a differentiated manner leading to asymmetric outcomes.
Equity Long/Short
Our equity long/short managers generated decent positive returns for the quarter, but unlike the prior three quarters
of 2020, they did meaningfully underperform the market indices which were up strongly (MSCI World Index +13.6%,
S&P 500 +11.7%).
Aside from an average net exposure of 55%, the main reason that our managers underperformed indices for the
quarter was the strong rotation which occurred from sectors like technology and healthcare towards cyclical sectors
post the positive vaccine trial news. This rotation corresponded with a move from “Growth” to “Value”, as well as from
Covid winners to Covid losers and from YTD winners to YTD laggards.
In general our managers are positioned long structural growth in areas such as technology, emerging markets and
healthcare, and more short cyclical areas which face structural challenges, often due to being disrupted by newer
technology.
2021 should certainly be an interesting year because any increases in economic growth or in inflation should increase
the relative attractiveness of cyclicals/value sectors relative to growth sectors. Having said that, many cyclical sectors
face real structural challenges which are not going away post-Covid (autos, brick & mortar retail, banks and shopping
malls being some examples). On the other hand, Covid has accelerated the adoption of many technologies and it is
hard to see this adoption getting rolled back.
Our goal in positioning our equity long/short portfolios for 2021 is to maintain balance between value and growth
because outcomes are unclear and both groups of investments have merit. In general, however, we maintain a
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predilection toward areas of long-term structural growth rather than businesses which might be short-term cyclically
depressed but still long-term structurally challenged.
In terms of areas of structural growth, we did additional work during the quarter on Chinese healthcare and initiated
two equity long/short investments in that space. We are excited about these investments because we think that we
are very early to the China healthcare story, our interests are aligned with the Government who are targeting worldleading biotechnology science capabilities, interest in the space from sophisticated US and Asian managers is clearly
building, and there is a huge remaining runway for growth.
Climate change related managers are another area of equity long/short research currently. We are looking, for
example, at ways of investing behind the European Green Deal which is expected to result in €1tn of spending
between now and 2030 directed at areas like power generation, clean technology, energy efficiency and
infrastructure.
Event Driven
It was an extremely strong quarter for our merger arbitrage managers. For one of our managers, exposure to SPACs
continued to drive performance. This manager increased exposure to SPACs during October as the universe traded
down and the portfolio they built traded below cash/trust value. This then drove performance for the rest of the
quarter. We see SPACs as a legitimate part of financial markets but also valuations following rumours of deals to be
signs of excess. Our fund’s SPAC strategy is to sell SPACs when they rise above cash value (on announcement or
rumour of a deal) and is not seeking to hold exposure to the equity of these companies but to monetise gains. SPAC
issuance has been huge in 2020, over $83bn, six times the 2019 level. SPACs are being an increasingly accepted
way of a company entering the public market alongside the traditional IPO process and this high level of issuance
has provided ongoing opportunities for this manager.
Our other managers are more traditional managers, focusing on merger arbitrage and distressed debt. Merger activity
continued to pick up in Q4 and our managers profited from some of the more contentious deals including Simon
Properties buying Taubman and LVMH buying Tiffany, which were agreed before March and the buyers are looking to
exit, or at least renegotiate, the deals.
We anticipate a robust M&A environment in 2021. 2020 saw aggregate deal volume at the lowest level since 2009
at $1.6tn. Low interest rates and easy access to capital makes it a ripe environment for deal activity. 75% of SPACs
have yet to identify an acquisition target and, given the price rewards for so many announced deals, the pressure
and motivation to complete a deal is huge. Ultimately, many of these deals will more than likely prove to be poor
deals, but there will be activity and being able to isolate the deal/merger arbitrage rather than taking a view on the
end value of the deal should be profitable. Corporate balance sheets are flush with cash and private equity dry powder
is at all-time highs. By contrast, private equity exit activity hit a 10yr low, creating a pool of motivated sellers.
Credit
The credit allocation generated good returns in Q4, with all managers positive. Performance came from a variety of
sources. Distressed managers performed well, having an almost defined position to benefit from any opening up of
the economy as the capital structures which have been most under stress have been those most impacted by the
pandemic. There were also idiosyncratic events which benefited managers including more advanced restructurings
looking for an exit. The extreme policy action taken has meant that the level of companies defaulting on their debt
has remained lower than we would have anticipated in March or April. However, the action of these policies has been
an increase in overall corporate leverage and, as behavioural changes become apparent from COVID-19, we feel that
this has delayed rather than removed the prospect of corporate defaults. Our emerging markets focused manager
saw positive performance, driven by positions in Argentina Provinces (where the manager has the bulk of its exposure)
which continued to restructure. Performing credit spreads have rallied significantly and are very tight. Despite this,
our credit long/short manager is finding a lot of opportunities on both sides, with there being strong winners and
losers from changes in corporate and competitive behaviour.
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Summary
We are very excited by the investment opportunities we see across a number of strategies. We are in an environment
where prospective returns from traditional investments are at the very least lower than they have been. Yields on
high quality bonds, especially sovereign, offer minimal returns and potentially losses in real-terms. Equity returns are
likely to be very specific with winners and losers arising from structural changes in individual and corporate behaviour
following the COVID-19 pandemic.
We feel that hedge funds are a compelling investment in a variety of strategies; relative value strategies to generate
traditional bond-like returns with limited beta to markets, equity focused managers identifying the winners and losers
in a rapidly changing landscape or private credit to take advantage of stress and over-leverage within corporate
structures as business models are challenged. Stenham, with our experienced and stable investment team, is very
well positioned to help clients take advantage of these opportunities.
One area in which we have made additional progress is in integrating ESG further into our business. We have received
an ‘A’ rating from the Principles for Responsible Investment (‘PRI’) for Strategy and Governance and we are continuing
to enhance our processes both as a firm and within our investment activities.

Thank you for your ongoing confidence in Stenham. Please contact us if you would like to hear more about our
strategies or funds. Further information can also be found on our website at www.stenhamassetmanagement.com

Kevin Arenson

Tim Beck

Chief Investment Officer

Senior Investment Executive
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DISCLAIMER
This document relates to the services of the Stenham Asset Management Group and certain both regulated and unregulated collective investment
schemes (the “Funds”) as defined in the Financial Services and Markets Act 2000 (“FSMA”). It has been approved by Stenham Advisors Plc. The
Funds have not been authorised or otherwise approved by the Financial Conduct Authority. This communication is directed only at, and the units
to which this communication relates are available only to, such persons who satisfy the criteria for one or more of the following : (a) an investment
professional, being a person having professional experience of participating in unregulated schemes within the meaning of article 14(5) of the
Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) Order 2001, as amended (the “CIS Promotion Order”);
(b) a certified high net worth individual, being an individual who has signed, within the preceding 12 months, a statement complying with Part I of
the Schedule of the CIS Promotion Order; (c) a high net worth company, unincorporated association etc, being an entity to which article 22(2) of
the CIS Promotion Order applies; (d) a certified sophisticated investor, being a person: (i) who has a current written certificate signed by an
authorised person stating that the person is sufficiently knowledgeable to understand the risks associated with participating in unregulated
schemes; and (ii) who has signed, within the preceding 12 months, a statement in the terms set out at article 23(1) of the CIS Promotion Order;
(e) an association of high net worth or sophisticated investors within the meaning of article 24 of the CIS Promotion Order; and (f) any other person
to whom it may otherwise be lawfully communicated, including, where the communicator is an authorised person, those persons listed in rule 4.12
of the Conduct of Business Sourcebook of the FCA Handbook (“COBS”); (collectively, “Exempt Recipients”). It is not intended for Retail clients.
This communication is exempt from the scheme promotion restriction in section 238 of FSMA on the communication of invitations or inducements
to participate in unregulated schemes on the grounds that it is made to Exempt Recipients. It is a condition of your receiving this communication
that you are, and you warrant to Stenham Advisors Plc that you are an Exempt Recipient. Persons who do not satisfy the criteria to be an Exempt
Recipient should not rely on this communication nor take any action upon it, but should return this communication immediately to Stenham
Advisors Plc at 180 Great Portland Street, London W1W 5QZ.
This communication is confidential and intended solely for the person to whom it is delivered. No part of this communication may be reproduced
in any form or by any means or re-distributed without the prior written consent of Stenham Advisors Plc. This communication should not be
construed as an offer to sell any investment or service. This communication does not constitute the solicitation of an offer to purchase or subscribe
for any investment or service in any jurisdiction where, or from any person in respect of whom, such a solicitation of an offer is unlawful. This
communication does not constitute investment advice or a personal recommendation. If you are in doubt about the units to which this
communication relates, you should consult an authorised person specialising in advising on participation in unregulated schemes. The information
in this communication has been prepared in good faith, however, no representation or warranty, expressed or implied, is or will be made and no
responsibility or liability is or will be accepted by Stenham Advisors Plc or its officers, employees or agents in relation to the accuracy, completeness
or fitness for any purpose of this communication. Past performance is not a reliable indicator of future results. The information stated, opinions
expressed and estimates given are subject to change without prior notice.
The services described are provided by Stenham Advisors Plc or by its subsidiaries and/or affiliates in accordance with appropriate local legislation
and regulation. Certain products and services may not be available in all locations or to all Stenham Advisors Plc clients.
Stenham Advisors Plc is authorised and regulated by the Financial Conduct Authority.
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