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“Storms make the oak grow deeper roots.”

George Herbert
1. GLOBAL ECONOMY

The following charts consider the outlook for the world’s two largest economies:

US - Conference Board Leading Economic Index Growth (%) vs S&P 500
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The recovery of the US Conference Board Leading Economic Index seems to remain well on track. Its
current level is already at a level historically associated with the early stage of a new economic growth
phase (see the yellow line on the chart).

China — OECD Leading Economic Index vs GDP Growth (%)
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The growth in the OECD Leading Economic Index for China is already in positive territory (see the
yellow arrow in the chart). Their economic growth reflects a sharp V-shape recovery pattern. It is
already growing at almost 5%, approaching last year’s growth levels. This strong performance of the
world’s second largest economy offers solid support for global economic stability.

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



US YIELD CURVE

Changes in interest rates, and specifically trends in the yield curve, historically reflected the bond
market’s perceptions of changes in the economic outlook.

The ten-year Treasury yield has recovered from a low of 51 basis points in August to the current 87
basis points, reflecting an improving economic outlook. We have also updated our yield curve charts:

US — Long & Short Yield Curves (%)

Short Curve
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The yield curve did not invert this time before the recession as it has historically done, warning of an
upcoming recession (nobody could foresee the upcoming virus crisis). The curve has, though, started
steepening at the end of last year, and is continuing this trend. This is typical behaviour through a
recession and the early stage of a new economic upswing.

us —Short Curve vs GDP Growth ()
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We have advanced the yield curve by six quarters in the above chart and compared its trend with
GDP growth. There is clearly a direct positive correlation. The current trend of the yield curve, on this
basis, implies a structurally recovering US economy.

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



3. EARNINGS SEASON

The earnings season is in full swing. Almost two thirds of the S&P 500 and just over half of the
European Bloomberg European 500 (BE 500) constituents have already reported.

Bloomberg BE 500 3Q2020 Results (30 oct 2020,

Growth Surprise Factor|# +ve Surprises

S&P 500 3Q2020 Results (30 oct 2020)
Surprise Factor|# +ve Surprises
Sales -2.5% 2.0% 74.8% -11.8% -2.3% 28.8%

Earnings per Share -10.8% 11.0% 87.7% -21.6% 16.0% 49.7%

The US results are generally much better than expectations. Three quarters of the results exceeded
Sales expectations and almost ninety percent exceeded Earnings results. Further to this, the surprise
factors are close to the absolute result levels, implying in essence results being half as bad as
expected. The experiences in Europe are much worse than in the US, both on an absolute level and
in terms of expectations. Shareholders of US companies have good reason for celebrating.

S&P 500 — Number of Upwards Company Revisions vs Index
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Along with the positive US results season, the number of S&P 500 constituents that revised their
respective outlooks positively is currently at a record level. This is clearly supportive of investor
sentiment.

S&P 500 12 Month Forward Earnings Expectations vs South Korea Exports (%)
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Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2020. Past
performance should not be used as a guide to future peiormance. 3



As reflected in the preceding chart, consensus S&P 500 earnings expectations have turned for the
better. It has a strong correlation with South Korean exports, which have recovered well and are
growing at +8%. On this basis we can expect earnings to accelerate its recovery process.

TECHNICAL PICTURE

New virus lockdown risks and the imminent US election cause investor anxiety and volatility. We
consider a few technical indicators in this context:

Dow Index vs Smart Money Index

Smart Money
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The Smart Money daily operators are currently taking a negative short-term stance. The Smart
Money Index is close to a record low. Such levels have historically indicated buying opportunities.
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The S&P 500 Futures market has recently moved sharply from a strongly positive to a negative stance
to the tune of a net Short number of 18,000 contracts. This is quite a large number, and has
historically indicated better buying than selling opportunities.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2020. Past
performance should not be used as a guide to future performance. 4
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The Nasdaq index has dropped through its 50-day moving average and is still 9% away from its next
technical support level. Its RSI reading is well below a neutral level and is approaching attractive
buying levels.

VIX Volatility Index vs Net VIX Futures Contracts and S&P 500
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The VIX Index spiked last week, well above pre-recession peak levels. It indicated buying
opportunities at those times (see the white vertical lines). It is striking, though, that this time the VIX
Futures market currently is very short volatility (see the blue bars). This indicates the volatility is
expected to be relatively short-lived.
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Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2020. Past
performance should not be used as a guide to future perﬁrmance. 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 SF: 1D0000616

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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