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Fear subsides as death tolls fall.

➢ Death tolls in Italy and Spain have begun to fall, other
countries will follow.
➢ As the number of deaths from the coronavirus fall, fear
of an uncontrolled pandemic subsides.

Social distancing and other regulation have had an impact

➢ Cities taking strong action against the virus have seen results.
➢ A natural cycle of recovery will occur.
➢ An economic rebound will follow. ( Central Banks are
ensuring this)

Financial Conditions Index shows the impact of Coronavirus is not as bad as 2008 Financial Crisis.
➢The financial system is not broken.
➢Banks are far better capitalized
than in 2008.
At its lowest, the financial conditions index was at its
level from the week immediately after Lehman
Brothers went bankrupt in September 2008. It is now
back to where it was at on the Friday before Lehman
went down — which is to say that we are now out of
the territory where the entire financial system
appeared to be broken. As the financial world had
been in serious crisis mode for a year before the
Lehman bankruptcy, we cannot say we are out of the
woods. And of course it is possible that the Fed has
avoided repeating one mistake only to make a new
one.

Money flowing into Large Cap stocks
➢Large cap stocks are recovering
quicker than small cap.
➢Index funds are market cap
weighted

➢Indexing is a popular strategy now
This chart shows how large-cap companies have
performed compared to small-caps in the U.S.,
the rest of the developed world, and the
emerging world, according to the MSCI indexes.
In all cases, large-caps have greatly
outperformed during the crisis. Mega-caps,
represented by Russell’s Top 50 index for the
U.S., have outperformed particularly. In general,
the leadership of the big is a U.S. phenomenon:

FAANG Continues to lead
➢ The market cap of the FAANG Stocks has moved
back to 20% of the S&P 500
➢ Some FAANG stocks, like Netflix. Amazon, and
Facebook may be benefitting from the current
crisis
➢ As consumers change their habits, moving more
online, the FAANGs benefit

Facebook, Amazon, Microsoft Corp, Apple and
Google (which these days trades under the name of
parent company Alphabet Inc.). These are the five
largest companies in the S&P 500 by market cap and
have been for three years (Exxon Mobil Corp. kept
Facebook out of the top five in 2017). The following
chart shows the combined weight of the five FAMAG
stocks in the S&P 500 on this date for each of the
last five years:

FAANG Progression since inception

➢ It should surprise nobody that this is primarily
about the FAANG internet stocks. Initially named
for Facebook Inc., Amazon.com Inc., Netflix Inc. and
Google, the moniker has widened since then. The
NYSE Fang+ index also includes Apple Inc., Nvidia
Corp., and some of the big Chinese internet names,
such as Alibaba Group Holding Ltd. This is how the
Fang+ index has done compared to FTSE’s all-world
index since inception in 2014:

Effects of lockdown

➢ The lockdown has given this trend extra juice.

➢ In particular, Netflix and Amazon are seen as
companies that will unequivocally benefit as a
result of our current incarceration.
➢ The following chart, which starts with Netflix’s
poorly received results for last year’s second
quarter, shows that both companies had been
out of favour until the lockdown — and then
suddenly turned around:

Treasury yields remain low

➢ The yield on the 10-year Treasury Yield is currently below 1%
➢ Global government bond yields remain equal too or below US
Treasuries

Treasury Yields are far less attractive than during the 2008 Financial Crisis
➢ During the 2008 financial crisis Treasury
yields fell to 2.5% to 3%

➢ They rebounded to the 4% level
➢ Today Treasury yields are below 1%
➢ In 2008 investors had a alternative to
stocks, today they don’t.

Historical perspective of stock moves

➢Long scale puts stock moves on an even
comparison
➢Todays S&P 500 pullback is small when
compared to history.

Current rebound is underway

➢S&P 500 under cut the 2018 low but
has held
➢Stocks will still need time, but it
looks like a bottom has been put in

Common concerns in the market
➢

How much of the effect on earnings has already been priced into the markets already?
Recovery is being priced in now – as we said it would be!

➢

How will the increase in unemployment affect the recovery?
It will cause a dump/disruption etc. But will return to normal.

➢

Updated viewpoint on long term effect of the Coronavirus on the US economy, seeing as the UK OBR recently said that UK
unemployment would rise to 10%, but that after restrictions are lifted, growth will recover quickly with no lasting damage.
Growth recovery will be SLOWER it is likely COVID-19 will reappear again.

➢

If possible, some talking points supporting some of the non-US Tech stocks we own.
10 Year Bond Yields | Compliance EU | Market Cap Weighted | Nothing else to Own

Comparisons of Low Volatility funds/ETFs

Source: Data sourced from Bloomberg. Note: Past performance cannot be relied on as a guide to future performance.

Comparisons of FAANG+ funds/ETFs

Source: Data sourced from Bloomberg. Note: Past performance cannot be relied on as a guide to future performance.

Recap
1. Clearly, we can see that the COVID-19 infection rate ENDS (declines)
2. Market react “events are not getting any worse – and therefore may get better”

3. Assumption” out of the territory where the entire financial system appeared to be broken”
4. Chart shows how large-cap companies havesperformed compared to small-caps in the U.S
5. Chart shows the combined weight of the five FAMAG stocks in the S&P 500

6. Yield 10yr Bond is 0.74% (not 2%/2.5%)
7. The dividend yield on the S&P 500 is higher than US Treasury yields

Gold has a safe haven move

Disclaimer

Note: Disclaimer: This document is intended for and directed at investment professionals and not intended for retail
customers. Persons who do not have professional experience in matters relating to investment should not rely on this
document.
AQA UCITS Fund SICAV plc is licensed in Malta by the Malta Financial Services Authority as an undertaking for collective
investment in transferable securities (UCITS).
This document is issued by Castlestone Management LLC (“We”).The information contained in this document is not directed
at, nor is it intended for distribution to, or use by, persons in any jurisdiction in which the investment products are not
authorized for distribution or in which the dissemination of information regarding the investment products is not permitted.
This document is not offering to sell any product. Any investment in the Fund is required to be undertaken in line with the
Offering Supplement of the Fund. Copies of the Offering Supplement, audited annual financial statements and half-yearly
reports and the key investor information documents (in English Language) are available free of charge upon request. We will
not be liable for any use you make of any information in this document. We are not your advisor or fiduciary. We are not
recommending or making any representations as to suitability of any product or the tax, legal or accounting treatment of
any product. We are not responsible for information stated to be obtained or derived from third party sources. All opinions
are given as of the date hereof and are subject to change. We are not obliged to inform you of any such changes. Any
projections and opinions expressed herein are expressed solely as general market commentary and do not constitute
investment advice or guaranteed return. They represent the views of Castlestone Management LLC at the time of
publication and are subject to change without notice. Any simulated performance data and/or past performance data
contained herein is not a reliable indicator or guarantee of future performance. An investment in the Fund may include a
commission or sales fee which is charged at the time of the initial purchase of the investment and may be deducted from the
invested amount therefore lowering the size of your investment. A redemption / contingent deferred sales charge may be
charged at the time you redeem your investor and such charge may have an impact on the amount of money you receive
back upon your redemption. Income from investments may fluctuate and investors may not recoup the amount originally
invested. An investment in the Fund may be effected by changes in currency exchange rates. If you redeem your investment
before 6 years, you may be at higher risk of losing some, or all of, the money you invest. Any forward-looking statements
concerning the financial condition, results of operations and businesses of Castlestone Management LLC expressed or
implied, are based on management's current expectations and assumptions, which may change without notice, and are no
guarantee of future results, performance or events. Nothing in this document constitutes a representation that any

investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise
constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own
judgement in making their investment decisions. Investors and prospective investors should make reference to the risk
warnings set out in the Offering Supplement of the Fund. This document is confidential. No part of it may be reproduced,
distributed or transmitted without Castlestone Management’s written permission. Neither this document nor any copy of it
may be distributed, directly or indirectly, in the United States of America or its territories or possessions (the “United States”
or to any US Person as defined in Regulations under the United States Securities Act of 1933 (as amended)). Any failure to
comply with these restrictions may constitute a violation of United States securities law. This is not exhaustive; other
regional-specific wording may apply. If in doubt, please consult with Castlestone Management’s Compliance department.
Castlestone Management LLC is a registered investment adviser in the state of New Jersey. Being registered does not imply a
certain level of skill or training. Investment in any Fund involves significant risks. A prospective or continuing investor should
not invest in any Fund unless satisfied that it and/or its investment representative or professional adviser has/have asked for
and received all information which would enable it or both of them to evaluate the risks in terms of an investment or
continued investment in the Fund. The information in this document has not been approved or verified by the United States
Securities and Exchange Commission or by any state securities authority. No invitation to the public in Hong Kong to buy or
subscribe for any product is permitted to be made. You should consult your own attorney, business adviser and tax adviser
as to legal, business, tax and related matters concerning any of the contents of this document.
Additional information about Castlestone Management LLC is available on the United States Securities and Exchange
Commission’s website at www.adviserinfo.sec.gov.
WARNING
The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to
exercise caution in relation to the offer. If you are in any doubt about any of the contents of this document, you should
obtain independent professional advice.

