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“It’s what you learn after you know it all that counts.”

Earl Weaver

STRONG MARKET

Equity markets have continued to build on the support they got from third quarter US earnings
season, the surprisingly close US election outcome and then the excellent news of three successful
vaccines. Investors are looking well beyond the current economic lockdown conditions.

S&P 500 Index with Positive Technical Indicators
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The S&P remains in an uptrend with all six of the positive technical indicators in place (the yellow
arrows). It does not currently show signs of any technical downturn.

S&P 500 Put/Call Ratio and AAIl Bull/Bear Ratio
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The S&P 500 Put/Call ratio is currently at a two standard deviation extreme (the orange line),
reflecting strong institutional interest in equities. The American Institute of Institutional Investors’
Bull/Bear ratio is also at an elevated level (the blue line), but not at an extreme one. This clearly
indicates strong optimism about this year’s outlook.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2021. Past performance
is not a guide to future returns.



2. SNAPSHOT

S&P 500 vs Virus Fear Index

S&P 500

0
0
=3
o)
3
)
-
)
Q
=
-
3J
Q
0
X
~
n
@
T
m
0
o]
a
A
D)
L]
y
=
~
-
=
o
<
®
B,
Nt

Despite the strong market, we continue to be cognizant of the risks around the current frail economic
environment. Our Virus Fear index (S&P Food Retail Index / S&P Travel Index) is slowly rising again,
reflecting some risk for potential tactical weakness.

In this context, it is interesting how the current stock market recovery compares to the Financial
Crisis experience. We have indexed the S&P 500 to a value of 100 at the cycle low during both crises
in the chart below.

S&P 500 Indexed to 100 at Cycle Low — Virus vs Financial Crisis
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The current stock market recovery follows the recovery track after the Financial Crisis surprisingly
closely. This negates general comments that the current recovery is ignorant of the current negative
economic environment. Seeing the small correction at this time that the stock market experienced
following the Financial Crisis, we should not be overly surprised to see a pullback at some time in the
not-too-distant future — it may well be a normal tactical behaviour pattern.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2021. Past performance

is not a guide to future returns. )



3. STRATEGIC CONSIDERATIONS

The following chart is our well-trusted ‘desert island’ strategic investment tool:

US — Conference Board Leading Economic Indicator Growth (%) vs S&P 500
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The above Leading Economic Index follows its traditional recovery track following recessionary
conditions. Whilst the growth level is still in negative territory, its current level (-2.2%) in a rising
trend indicates early cycle stock market buying opportunities (the green line). As has historically
happened, tactical corrections can also be expected, but there may be more risk in losing out on the
following structural growth.

The preceding comment is in our view borne out by the next chart:

S —ISM Mnufacturin and Servies PMI’s
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Both the Services and Manufacturing PMI indices have recovered strongly and are at elevated levels
already — much higher than levels usually this early after previous recessions. This indicates the
possibility of stronger than usual economic recovery in the shorter term.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2021. Past performance

is not a guide to future returns. & 3



4. WORLD TRADE

South Korean exports are a good global economic growth indicator. The following chart reflects the
growth in both those exports and world trade:

South Korea Export Growth vs World Trade Growth (%)
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South Korean exports have recovered well, and are currently growing handsomely. The growth in
world trade seems to be recovering sharply in a narrow V-curve and is close to be back in positive
territory. This trade recovery is borne out by the Baltic Dry shipping index that is already well above
its end 2019 levels.

World Trade Volumes — Indexed to 100 at Time of the Crisis Event for the Virus and
Financial Crises
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World trade volumes are indexed to 100 at the date of the crisis event for both the Virus and Financial
crises. It is striking how much sooner the Virus Crisis induced trade volumes are recovering compared
to experiences during the Financial Crisis. The current trade volume index is already at a level it took
two year to reach following the Financial Crisis.

It seems that global operators’ earnings may already be in a strong recovery mode, much earlier than
the Financial Crisis experience. The fact that share prices follow a similar recovery track therefore
does not seem to reflect any exuberance on investors’ side.

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2021. Past performance

is not a guide to future returns. x 4



5. COMPANY EARNINGS

It is worth considering how company earnings expectations are evolving:

S&P 500 vs S&P 12m Forward Earnings Expectations
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Company earnings expectations continue to recover well and are in process of catching up to the
record expected levels before the virus crisis. Furthermore, the recent addition of Tesla to the S&P
500 index has had a logical detrimental effect to the earnings index at the time (shown in the chart).
If we add back that loss, the current earnings index is only 3% away from its peak a year ago. This is
a stronger recovery than what many may have thought and supports share prices well.

ISM Orders/Inventory PMI Index vs S&P 500 Forward Earnings Growth (%)
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The above Orders/Inventory index is currently at elevated levels, well above average. This reflects a
well-supported order book. The index has a logical strong correlation with company earnings growth,
and we can expect it to ‘pull’ earnings up well for some time to come.

Net Number of Companies’ Own Upwards Earnings Revisions vs S&P 500

Net Upwards Revisions
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Source: Bloomberg & Stonehage Fleming Investment Manggement Limited. January 2021. Past performance g
is not a guide to future returns. I Sal% I




Company earnings revisions have historically been more downwards than upwards. As reflected in
the preceding chart, a record number of US companies are revising their own earnings upwards this
time.

All these points on S&P 500 earnings are constructive and can support share prices structurally.

BULL MARKET

There are different ways to define equity bull and bear markets. Adjustments to nominal prices are
usually made to reflect it in real terms.

Another way to consider this is to express it in Gold price terms. This has merit in the sense that Gold
is both a good inflation and a currency hedge. When investors fear these two issues, they may rather
opt for Gold than for shares.

S&P 500 in Gold Price Terms
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Itis striking how regular the cycles in the above chart are and that it has broadly stayed in an upwards
channel. The S&P 500 bear markets historically dropped relatively equal percentages (between -85%
and -93%) and lasted quite similar periods (11-12 years). The bull markets lasted more than 20 years.

Should this chart continue to build on its historic trends, the current bull market seems to be around
halfway completed.

Gerrit Smit

Partner - Head of Equity Management
Stonehage Fleming Investment Management Limited

15 Suffolk Street T +44 20 7087 0000
_LSOV\,;g)?ZlHG Email gerrit.smit@stonehagefleming.com

www.stonehagefleming.com/gbi

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2021. Past performance

is not a guide to future returns. 6
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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

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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