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“The difference between ordinary and extraordinary is that little extra.”

Jimmy Johnson

1. ECONOMIC OUTLOOK

Investors value the Purchasing Managers’ Indices (PMI’s) as an indication of where the economy is
heading.
US Institute for Supply Management (ISM) PMI Indices — Manufacturing & Services
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Both the Manufacturing and Services PMI indices have recovered to levels well above their respective
long-term averages. Whilst these readings reflect the managers’ month-on-month experiences, and
are off the ultra-low Virus Crisis levels, the charts are consistent with trends during earlier recessions.

It seems that, if historic trends in this PMI context can be maintained, this recession may stand a
chance of being one of the shortest recessions on record.

ISM Manufacturing PMI Index vs S&P 500 Earnings growth (%)
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The Manufacturing PMI index has a strong historic correlation with the growth in S&P 500 index
earnings, as reflected in the above chart. On this basis, the current PMI trend therefore bodes well
for an earnings recovery in the not too distant future.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. August 2020. Past performance
should not be used as a guide to future performance.



2. RECOVERY PROCESS

We plot in the following chart the S&P 500 index evolution relative to its absolute low levels during
the Credit and the Virus crises:

S&P 500 -

Indexed to Low Levels During the Credit and Virus Crises
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Itis striking how similar the current recovery cycle compares to the Credit Crisis. If this recession does
turn out to be as short as it currently indicates it may be, many investors may continue to draw the
above comparison.
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We have updated our chart of consensus earnings expectations. The revisions continue to be
upwards, following the better than expected current reporting season. The latest number is +8%
from the low in May, which is double the +4% we showed in a recent note. This positive trend clearly
supports investor sentiment.

The following chart reflects an interesting experience in the US consumer market:

Source: Bloomberg & Stonehage Fleming Investment Management Limited. August 2020. Past
performance should not be used as a guide to futummance. 2



US — Retail Sales Indexed to 100 at the Credit and Virus Crisis Peaks
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Retail sales took over nine quarters to recover to their 2008 peak level with the Credit Crisis. They
have now with the Virus Crisis taken just two quarters to recover to their recent peak level. This is
another indication that the US economic recovery process is well on course.

INFLATION

Many investors fear high inflation following the large quantitative easing programs throughout the
world. We have the following information to share in this context:

US — M2 Growth vs Inflation, Inflation Expectations and Qil Price
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Inflation is currently at a low level (the blue line). Although the current M2 growth level is at an
extraordinary level, inflation seems to have historically reacted more on the oil price than on M2
growth.

Ten-year inflation expectations (the white line) collapsed with the Virus Crisis and recovered to a
level of 1.6%. This level is well below its average, and the Fed’s target of 2% (the dotted line,
interestingly the same level as the average). We believe the low energy price, low commaodity prices
and an abundance of labour on offer can keep inflation at bay for a while.

Source: US Department of Commerce & Stonehage Fleming Investment Management Limited. August 2020.
Past performance should not be used as a guide to futm Eerformance. 3



US ELECTION

Most surveys currently expect the next US president to be the Democratic candidate. There are fears
amongst investors about more regulation and higher corporate taxes should this turn out to be the
case. The following chart sheds further light on this topic:

Spread of Implied Probability of a Democratic vs a Republic Presidential Win vs
Change in New COVID-19 Virus infections
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It is interesting how the change in virus infections seem to correlate with the candidates’ odds to
win. We can therefore expect a lot of COVID-19 rhetoric over the coming two months.

There are also general perceptions that a clean sweep of both houses by the Democrats may be taken
particularly badly by capital markets. We did a study in this context:

S&P 500 Total Return when Democrats Control Both Senate and Congress (%)
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We calculated the returns over both the twelve months following the elections and the subsequent
calendar years. There were only three occasions with negative returns, with both average and
median returns well into double digits (compared to the return of +11.1% including all the other
periods up to now). On this basis a Democrat sweep does not seem such a threat to Equity investors.
Source: US Department of Commerce & Stonehage Fleming Investment Management Limited. August 2020.
Past performance should not be used as a guide to foormance.



5. TECHNICAL PICTURE

S&P 500 — Price Index with 50- & 200-Day Moving Average
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The S&P 500 index currently complies with all the positive technical tests, in sequence:

It has crossed its 50-day moving average

It has crossed its Fibonacci golden ratio

It has crossed its 200-day moving average

Its 50-day moving average is in a rising trend

Its 50-day moving average has crossed its 200-day moving average
Its 200-day moving average is in a rising trend

We are more fundamentally orientated investors. Purely from a technical perspective, this is a
confirmed buy signal.

Gerrit Smit

Partner - Head of Equity Management
Stonehage Fleming Investment Management Limited

15 Suffolk Street T +44 20 7087 0000
.LQOV\r/]gSZHG Email gerrit.smit@stonehagefleming.com

www.stonehagefleming.com/gbi

Source: US Department of Commerce & Stonehage Fleming Investment Management Limited .August 2020.
Past performance should not be used as a guide to futuri performance. 5
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RISK DISCLOSURE

This communication has been prepared for information only and is not intended for onward
distribution. It is neither an offer to sell, nor a solicitation to buy, any investments or services. This
communication does not constitute a personal recommendation and does not take into account the
individual financial circumstances, needs or objectives of the recipients.

Any information which could be construed as investment research has not been prepared in
accordance with legal requirements designed to promote the independence of investment research.
Further it is not subject to any prohibition on dealing ahead of the dissemination of investment
research

All investments risk the loss of capital.

The value of investments may go down as well as up and, you may not receive back the full value of
your initial investment.

Past performance should not be used as a guide to future performance.

Changes in the rates of exchange between currencies may cause the value of investments to go up
or down in the reporting currency.

In general, underlying investments denominated in foreign currency are not hedged back into the
reporting currency. Among the factors that may influence currency values are trade balances, the
levels of short-term interest rates, differences in relative values of similar assets in different
currencies, long-term opportunities for investment and capital appreciation and political
developments. Returns may increase or decrease as a result of currency fluctuations. Values may also
be affected by developments relating to controls and restrictions on foreign currency remittance of
proceeds of investments in a non-sterling jurisdiction.

Whilst every effort is made to ensure that the information provided to clients is accurate and up to
date, some of the information may be rendered inaccurate by changes in applicable laws and
regulations. For example, the levels and bases of taxation may change. Any reference to taxation
relies upon information currently in force. You should note that the bases and rates of taxation may
change at any time. Tax treatment depends upon the individual circumstances of each client and
may be subject to change in the future.

In addition to the information provided by Stonehage Fleming Investment Management Limited you
may wish to consult an independent professional.

It has been approved for distribution in South Africa and those countries of the EEA where
distribution is permitted by:

Stonehage Fleming Investment Management Limited

15 Suffolk Street

London

SW1Y 4HG FP:ID0O000554

Stonehage Fleming Investment Management Limited is authorised and regulated by the Financial
Conduct Authority and registered with the Financial Sector Conduct Authority (South Africa) as a
Financial Services Provider (“FSP”) under the Financial Advisory and Intermediary Services Act, No 37
of 2002 (FSP No: 46194). Approved for distribution in Jersey by affiliates of Stonehage Fleming
Investment Management that are regulated for the provision of financial services by the JFSC.
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