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“Life can only be understood backwards; but it must be lived forwards.”

Saren Kierkegaard
BIG PICTURE

We follow various US sentiment indices to better understand the outlook for economic
activity. These indices do not reflect real economic data, but are useful to consider ‘the
economic mood of the nation’.

US — Sentiment Indices
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All the above indices peaked at elevated levels towards the end of last year and now seem
to be in a downwards trend. Importantly, though, all of them are still at quite high levels in
historic context and (apart from the large company CEO index) have recently picked up again.
This implies a continuing healthy economy, but most probably with a moderating outlook.

US — Cass Freight Shipments Index vs S&P 500
S&P 500
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The Cass Freight Shipments index measures North American freight volumes. It currently
remains in a rising trend reflecting good economic activity. Our chart of truck tonnage
transported presents a similar scenario. The current US economic backdrop therefore still
seems to be constructive despite uncertainties around trade tariffs and manufacturing.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. May 2019. Past performance
should not be used as a guide to future performance.



US — Institute of Supply Management (ISM) Survey of Number of Industries
Reporting Growth vs S&P 500

S&P 500

Employment

A

: ‘ Average
_________ LAN - - LVVETERE] YA

00S d®BS

i

Export Orders

e
(=]
(=)

[0
(=]
(=]

o
yamoun Bujioday sa1I3sSnpul Jo Jaquunp

2001|2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018

The number of industries reporting growth (see the above chart) confirm our preceding
comments. Exports are the exception, suffering from the strong Dollar currency and trade
tariff uncertainties.

SOFT MANUFACTURING

Industrial production makes up around 15% of the US GDP. Despite this relatively small
contribution, it is quite a swing factor in capital market sentiment and should be seriously
considered:

US — ISM Manufacturig PMI vs Idustrial ProductionGrowth ()
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Both the Manufacturing PMI and Industrial Production indices have dropped materially over
recent months. The former is currently close to its long-term average, with the latter growing
only marginally. This still implies a constructive environment, but the negative trends
unsettles some stock market traders.

While the Manufacturing PMI is a better leading economic and stock market indicator than
the Services PMI index (with the latter currently being three points higher) we caution
against too much pessimism too early on the above chart. The following chart reflects both
the correct and the incorrect calls on an imminent recession the index historically provided:
Source: Bloomberg & Stonehage Fleming Investment Mgnagement Limited. May 2019. Past performance2
should not be used as a guide to future performance.‘ﬁ



US —ISM Manufacturing & Services PMI Indices vs Recessions
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The Manufacturing PMI made 15 calls of an imminent recession since 1960. Of those calls
ten (two-thirds) were false warnings and would have cost overly cautious investors lots of
lost returns. Further to this, the index is currently at its long-term average level.

Whilst manufacturing seems to be in process of moderating, it is also important to mention
that the overall S&P 500 constituent capital expenditure is currently growing at 12%
following the lowering of corporate tax rates. This is an important factor for continuing US
economic expansion.

All this information leads us to remain well engaged with our quality business equities.

US EMPLOYMENT

Trends in US employment data provide valuable information to investors.

US — Number of Unemployed vs Job Openings & S&P 500
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Both the number of unemployed and job openings are relatively stable, with more openings
than unemployed. The openings number is growing in excess of 8% (orange bars) and the

ratio between the two is at elevated levels (purple bars). Considering historic data in this
context, these numbers still reflect a constructive economic environment.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. May 2019. Past performcmce3
should not be used as a guide to future performance.



US — University of Michigan Index of Mean Probability of Losing a Job Within 5 Years
and of Finding a New Job Within 3 Months.
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Employees opinion index of losing their job within five years is still in a downward trend.
Against this, the probability of finding a new job within three months has started rolling over
from an elevated level. Considering the longer-term historic data in this context we do not
yet detect meaningful concerns regarding the US economy.

RELATIVE PERFORMANCE

We consider some relative performance trends against the backdrop of the preceding
information:

S&P 500 - Industrials Relative Performance vs Manufacturing PMI

Indstrial RellativeéPei‘formance
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The above chart reflects the S&P 500 Industrials index performance relative to the overall
S&P 500 index along with the Manufacturing PMI index. There is a clear correlation between
the two series. Industrial shares are currently underperforming and may well continue to do
so for a while seeing the weakening PMI data.

Interestingly, this sector is quite range bound on a relative basis and has historically found
new life’ in the late economic cycles. One must be careful not to throw the proverbial baby
out with the bathwater at the wrong time.

Source: Bloomberg & Stonehage Fleming Investment Mgnagement Limited. May 2019. Past performance 4
should not be used as a guide to future performance. I SIUZ I
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We constructed an S&P 500 beta index by dividing its Staples index into the overall S&P 500
index. It is striking how closely this beta index is correlated to the bond yield. Seeing that we
do not foresee an imminent material rise in interest rates, it seems investors can continue
to rather back low beta, lower volatility shares.

SELL IN MAY

The adage of sell in May is uppermost in many minds:

S&P 500 - Average Monthly Performance
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We are cautious not to rely too much on historic average data in the above context,
especially because the perceived reason for a slow summer season is not that relevant
anymore (it was based on agricultural seasons). The weak stock market performance over
the last quarter of last year also went against the above averages.

That having been, said and considering average monthly performance data since 1980, it
seems that the upcoming three months may offer some buying opportunities on the
condition that the US economy stays on its constructive course.

Source: Bloomberg & Stonehage Fleming Investment Mgnagement Limited. May 2019. Past performance g
should not be used as a guide to future performance. [ SIQZ I



TRADE WAR

Investors have been bracing themselves for an amicable solution to the US-Sino trade tariff
negotiations. Hopes are for the two heads of state to meet in person at the upcoming G20
summit in Osaka to resolve the issues. The chart below illustrates potential effects on the
global economy under different outcomes:

Counting the Cost
An all-out trade war could erase 0.6% from global GDP by mid-2021

# Impact on GDP from nnounced to date All-out trade war
All-out tra L L i

Source: Bloomberg Economics Bloomberg
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The world economy has been growing around its long-term average since 2013. Consensus
expectations for the coming three years are already somewhat lower. We show below the
potential effects of different tariff outcomes on those expectations:

Consensus World GDP Expectations

Calendar Year 2019 2020 2021

Current 3.3% 3.3% 3.1%

With Tariffs Already Announced 3.1% 3.0% 2.9%
All-out Trade War 3.0% 2.8% 2.6%

Trade War & 10% Drop in Share Prices 3.0% 2.7% 2.6%

Based on the above numbers the world economy may moderate to levels below its -0.5
standard deviation (GDP growth of +2.9%) from next year with negative tariff negotiation
outcomes but stay above its -1 standard deviation of +2.3% and continue expanding. The
effects may, of course, be more detrimental on the economies directly involved.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. May 2019. Past performance

should not be used as a guide to future performance &



POWER OF COMPOUNDING

All serious investors buy into the principle of the power of compounding. Many also know of
the rule of 72 whereby one can easily calculate how long it will take to double your
investment at any given rate by dividing that rate into the number of 72 (e.g. at an 8% rate
it will take 9 years to double your investment).

We are strategic investors looking to spend good time in the market — we are not tactical
investors attempting to time the market. In this context the following illustration also
confirms how important it is to start investing as early as possible:

Investment Proceeds
Investing $250 per month at 8% p.a.
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Source: Stonehage Fleming Investment Management Limited. May 2019.

The example is based on two young people each investing $250 per month. The one starts
at the age of 20, investing only for ten years, but leaving the investment untill retirement at
age 70. The other one starts at the age of 30, investing for forty years up to retirement age
70. Both earn a rate of 8% p.a.

The first one’s total investment of $30,000 accumulated to a final value of $1,125,032 while
the second one invested $120,000 which accumulated to a final value of $884,427. Even
though the total invested value ratio is only 1:4, the return ratio is more than 1%: 1.

Case made — start investing early, don’t stop, and don’t tamper with it.

Gerrit Smit

Partner - Head of Equity Management
Stonehage Fleming Investment Management Limited

15 Suffolk Street

London

SW1Y 4HG

T +44 20 7087 0000

Email gerrit.smit@stonehagefleming.com
www.stonehagefleminginvestments.com/gbi
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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.

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

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).
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