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“Doing the best at this moment puts you in the best place for the next moment.”

Oprah Winfrey
1. ECONOMIC RECOVERY

US leading economic indices continue to be on a clear recovery track:

US — Conference Board (CB) Leading Economic Index vs Philadelphia Semiconductor
Index Growth YoY (%)
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The Conference Board Leading Economic index is recovering off a low base and comparable to its
trend in late 2009. The above semiconductor index has remained strong through the Virus Crisis and
is already growing at a handsome rate. Whilst the new normal economic environment favours this
sector, its trend correlates well with the Leading Index signaling that equity investors can look
forward to a more favourable economic environment.

US — High Yield Credit Spread vs CB Leading Economic Index Growth YoY (%)
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The High Yield Credit Spread correlates well with the Leading Economic Index and has already
recovered to its long-term average level. This bodes well for a further recovery in the latter — which
is already tracking its own recovery in late 2009.

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



OECD Regional Leading Economic Indices

Euro Area
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Source: Organization for Economic Cooperation and Development
All the major OECD regional Leading Economic Indices are recovering well. Germany seems to be the
furthest on this recovery track, with the overall World and China indices following closely. All these
indices seem to be closely tracking the late 2009 trend well. On this basis 2021 should experience
similar constructive economic trends as in 2010.

US MANUFACTURING

The Institute of Supply Management indices of US Manufacturing data provide valuable information:

US — ISM Manufacturing PMI Index vs S&P 500 12m Expected Earnings Growth (%)
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The PMI index has already recovered well — its most recent reading is well above its long-term
average level. This is a positive sign for US economic recovery. It correlates well with S&P 500
earnings growth, which is currently still in the doldrums. On this, basis we can expect earnings to
recover well into next year.

The following chart reflects the ratio of ISM Order data against Inventory data, along with S&P 500
earnings growth. This ratio is currently close to historic high levels, way above the earnings growth
(see the yellow arrows), which then indicated strong earnings growth to follow. This also confirms

our statement above of a constructive earnings outlook for the coming quarters.
Source: Bloomberg & Stonehage Fleming Investment IE;anagement Limited. September 2020. Past 2

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



US — ISM Manufacturing/Orders Index vs S&P 500 Expected Earnings Growth (%)
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It is striking that the current recovery trends compare well with the late 2009 experiences. That was
a good time for higher equity exposure.

CHINA ECONOMY

China — Federation Manufacturing & Non-Manufacturing PMI Indices
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Both China’s Manufacturing and Non-Manufacturing indices have already recovered to levels close
to their respective long-term averages, with the ratio between the two series on its long-term
average levels. This indicates the Chinese economy getting closer to normalization. Interestingly, the
current independent Markit Manufacturing Index is well above the Federation’s reading in the above
chart.

We also follow Taiwan’s economic data closely. Their economy is quite dependent on exports to
China —almost a quarter of their trade is with the mainland, the largest of any country. The following
chart reflects their PMI and export data.

Both their Manufacturing and New Orders PMI indices are above their respective long-term average
levels, with the latter close to historic record levels.

Source: US Department of Commerce & Stonehage Flemjng Investment Management Limited. September 3
2020. Past performance should not be used as a guiﬁt‘ure performance.



Taiwan — ISM Manufacturing and New Orders PMI Indices, Exports Growth (YoY, %)
and Stock Market Index

New Orders
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Taiwan’s exports, strikingly, have been stable through the virus crisis. It has recently started growing
again. Their stock market has recovered to record levels.

It seems Taiwan’s economy is getting in a good shape and may reflect a growing Chinese economy

on its doorstep.

WORLD TRADE

A weaker Dollar ‘oils the wheels’ of the global economy. We already see a positive result in world
trade in this context:

World Trade — Indexed to 100 at The Credit Crisis and Virus Crisis Outbreaks
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The trade volumes are indexed to 100 at the time of the Financial Crisis and Virus Crisis events. In the
case of the former, it took three quarters to start recovering and two years to recover to those levels
at the beginning of the crisis. In the current case, it has already started recovering after one quarter,
and is already at the same level of recovery after a year in the case of the financial crisis. It seems

that world trade currently recovers much more swiftly than during the Financial Crisis.
Source: US Department of Commerce & Stonehage Fleming Investment Management Limited. September

2020. Past performance should not be used as a guim”e performance. 4



5. SEASONAL PERFORMANCE

We are at the tail end of the traditional weak summer season.

S&P 500 — Average Monthly Performance
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Both July and August delivered strong S&P 500 performances this year (+5.5% and +7.0%
respectively), the latter contrary to tradition. Historically, September has been the weakest month,
with all the months in the last quarter delivering strong performances.

The obvious question is whether US election years deliver similar results.

S&P 500 — Average Monthly Performance During Election Years (1950 — 2016)
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The monthly performance during election years up till August deliver quite similar results, with
September also a negative month (but more mildly so). The major difference with other years is that
October has delivered by far the weakest results during election years, clearly because of the
uncertainties politicians cause in their election campaigns. Nevertheless, following that, November
and December then continue being of the strongest months in the year. On this basis, investors can
look forward to good buying opportunities in the current two months.

US elections happen on the first Tuesday in November. The following chart reflects the S&P 500
performance in the run-up to all elections since 1980, and then the performances in the following

calendar year.
Source: US Department of Commerce & Stonehage Fleaing Investment Management Limited. September5

2020. Past performance should not be used as a gui ture performance.



S&P 500 — Price Indexed to 100 on Election Date

Election Date
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We draw the following conclusions from the chart:

e All election years delivered positive results in the run-up to the election (barring the Financial
Crisis year).

e Allyears following the election year delivered positive results (barring the Tech bubble year;
a 5.4% dividend yield can be added to the 1980 election year outcome).

Whilst election years often cause electorate and investor uncertainties and anxieties, the capital
market outcomes have predominantly been favourable.

Gerrit Smit

Partner - Head of Equity Management
Stonehage Fleming Investment Management Limited

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

Source: US Department of Commerce & Stonehage Fleming Investment Management Limited. September
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 FP:1DO000567
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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