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“It is the mark of an educated mind to be able to entertain a thought without accepting it.”

Aristotle
1. US RECESSION OVER?

We recently hosted a webinar on the above topic and in this note update some of the charts from
the presentation for the benefit of those clients who may not have been able to attend.

US — GDP Growth vs Yield Curve (%) .
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The US bond market is of the most liquid markets in the world and is very effective in indicating
structural economic growth trends. We have advanced the Yield Curve by six quarters in the above
chart. It reflects high correlation with GDP growth, with the current trend indicating the potential for
good economic recovery.

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




The four different very reliable economic indicators in the preceding chart have tended to bottom in
previous recessions, and then recover strongly into the subsequent economic upswings. This is
currently happening to all four indicators. Focusing on the Conference Board Leading Economic Index
(the most important one, the yellow line), its current value (the yellow horizontal broken line) has
historically been associated with positive economic growth. The other indicators deserve a similar
comment.

RECOVERY EXPERIENCES

Continuing the above theme, we show a few charts of recovery trends compared to experiences with
the previous US recession. We index both the Financial and Virus Crisis data to 100 at the respective
dates.

US GDP Pattern — Global Virus Crisis (GVC) vs Global Financial Crisis (GFC)
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The current GDP recovery seems to follow a V-curve pattern. It has recovered marginally better than
with the GFC — which was at that stage close to the end of that recession.

US Retail Sales — GVC vs GFC
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Retail Sales have recovered particularly strongly this time. It also follows a V-curve pattern, and is
currently already at a level that took three years to reach following the GFC.

Share prices logically reflect investors’ views of the outlook at that time. The next chart compares
the GVC and GFC experiences in this context:

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



S&P 500 Index — GVC vs GFC
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The S&P 500 index has been indexed to 100 at the respective cycle lows. The GVC reading currently
is exactly where the GFC reading was at that time. All three of these charts (and others) indicate that
the US recession is in process of becoming history.

RETURNS FOLLOWING RECESSIONS
The following charts provide historic perspectives of returns following recessionary periods:

S&P 500 — Total Return Following Recessions
Since 1945. 12 Recessions. Annualised for periods >1 year
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The chart shows the average and median S&P 500 returns after all US recessions since 1945. The
outcome has been favourable over all the measurement periods in the chart.

The following chart provides further perspectives under each of a V-shaped, a U-shaped and a W-
shaped economic recovery pattern. The indices are indexed to 100 at the end of the recession.

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



S&P 500 — Performance Pre and Post Recessions
Indexed to 100 at end of Recession. Post WWII.
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Itis striking how similarly the respective performance indices trended for the four months leading up
to and following the end of the recessions. On this basis it implies continued recovery in share prices
for a while. With a V- or a U-shape economic recovery we may expect continuing share price recovery.
The outlook under economic circumstances of a W-shape recovery becomes cloudy for a while, but
still ends close to the previous scenarios after three years. With the recent good news on successful
vaccines, we put a lower probability to this shape of economic recovery.

ELECTION OUTCOME

Many investors have uncertainty about the investment outlook under a new US administration. The
following charts reflect historic experiences in this context:

S&P 500 Total Return in the First Year When Democrats Control Both the White
House and Congress
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Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2020. Past
performance should not be used as a guide to future performance.
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The S&P generally performed well in the first year of a ‘blue wave’ administration taking office — on
average +13.3%. Only on three occasions since 1951 negative returns materialised (under President
Kennedy, Johnson, and Carter).

S&P 500 Performance Considering Congress Makeup (% p.a., since 1950)
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The S&P 500 historically generally delivered better performance under a Democrat administration
than under a Republican president. A split Congress delivered better results. A Republican Senate
under a Democratic president has the best record in this context. Investors look forward to a final
outcome of the recent election.

STRUCTURAL INVESTMENT THEMES

Many investors are hopeful for a strong economic recovery, and wonder whether they should switch
to lower quality cyclical investments. We rather invest for sustainable structural growth. We have
some reservations about the sustainable level of economic growth the world economy will attain.
We believe we have less risk of losing capital in some of the following themes:

US E-Commerce Penetration (% of Retail Sales)
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Source: US Department of Commerce; McKinsey & Company.

e-Commerce penetration in the US continued to increase over the third quarter. It now has doubled
over the last two quarters from 16% to 33%. The structural benefits for the main operators are
expected to provide long-term benefits to shareholders.

Source: Bloomberg & Stonehage Fleming Investment ‘ganagement Limited. November 2020. Past

. 5
performance should not be used as a guide to future ance.



Global Level of Business Digitalisation
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28% of products/services were digitalized in the middle of 2018. That level grew by a quarter to 35%
at the end of last year, and has subsequently grown another +57% to 55% during the GVC. This
structural growth is expected to continue.

Organic Growth in Selected Pet Care Exposures (%)
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The average organic growth in the pet care divisions of Zoetis, Colgate Palmolive and Nestle
historically hovered around a healthy level of 6% (the green line). This has doubled and is expected
to continue benefitting from the humanisation of companion animals (an American term for pets).

Gerrit Smit

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