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“Too often we enjoy the comfort of opinion without the discomfort of thought.”
John F. Kennedy
1. US ECONOMY

We intentionally start our note considering again the state of the US economy, and we continue to
rely on our ‘workhorse’ chart of the leading economic index:

US — Growth in Conference Board Leading Economic Index vs Goldman Sachs
Current Economic Activity Index (%)
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The leading index’s growth continues at the previous month’s constructive level of +2.5% (on its long-
term average). Against this, the growth in the current activity index in the chart continues its
moderating trend. Importantly, the spread between the two series (the bottom section in the above
chart) continues in positive territory. This spread has historically provided a very early warning
against recession risks, but currently seems far from doing so.

US — Spread Between Nominal GDP and Treasury Yield vs S&P 500
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Source: Bloomberg & Stonehage Fleming Investment Management Limited. June 2019. Past performance
should not be used as a guide to future performance.



The economy is currently well supported by low interest rates. The preceding chart shows that the
spread between the nominal GDP and interest rates is currently at a record level. Historically, this
spread indicated potential peaks in share prices when it shrank to zero (see the red circles). On this
basis, therefore, it seems that the constructive equity market is still intact.

TONNES OF IT

Despite the relatively small contribution of industrial production to overall GDP, we follow changes
in this context closely because it can serve as a swing factor in investor sentiment. Interestingly,
despite the strong Dollar and trade tariff uncertainties, the most recent growth level has picked up
to above +2% and does not currently provide a warning signal. Along with this, US employment
growth provides further valuable information:

US Employment Growth

— Manufacturing vs Services (%)
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Although the growth rate is moderating, manufacturing employment continues to grow above +2%.
Month-on-month absolute changes remain positive. These are constructive signals for the economy
and share prices considering historic trends in this context.

We consider the volume of goods transported in the US a handy economic activity indicator:

US — Tonnage of Goods Transported vs S&P 500
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Source: Bloomberg & Stonehage Fleming Investment nagement Limited. June 2019. Past performancey
should not be used as a guide to future performance



Historically, volumes have stagnated long before structural share price peaks and the upcoming
respective recessions. Tonnages are currently at record levels, growing at a healthy +5%. This
indicates continuing economic expansion.

US — Heavy Truck Sales & New Orders (‘m)
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Heavy truck sales are close to record levels, growing in double digits. Historically, growth stagnated
more than a year before the respective recessions. These are constructive indicators. We take notice
of new orders dropping sharply, but also realise that order data is volatile and less reliable.

us - Light Truck aIes VS SP 500
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Light truck sales reflect the mood amongst smaller and medium-sized businesses. Sales continue at
record levels, a quarter higher than pre-credit crisis levels (in contrast to heavy truck sales, which are
still at the same level). Sales are growing at +4%, while they have historically stagnated long before
the economy did so.

CYCLICAL SHARES

Some investors consider certain investment cycles, amongst others Value vs Growth or Cyclicals vs
Defensives. Although it is more about sustainable organic growth for us, we find the following charts
of value in considering investment opportunities.

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

should not be used as a guide to future performance: 3



S&P 500 Defensive vs Cyclical Forward P/E Premium/Discount (%)
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Defensive shares are currently trading at a high (22%) premium to Cyclical shares. We are cautious
to generalise, but on this basis some Utility, Staples and Telecommunication shares may considered
to be less attractive than some Industrial, Discretionary and Technology shares.
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As reflected in the above chart, there seems to be a correlation between the relative performance of
cyclical performance of cyclical shares and interest rates. The current low interest rates continue to
argue against cyclical shares, and we would caution against ‘betting the family farm’ on cyclical
businesses at this juncture.

EMERGING MARKETS

Many emerging market shares have been saddled with headwinds from low commodity prices and
the strong Dollar. There are not many indications yet of commodity prices turning for the better,
whilst fundamental issues supporting the Dollar do not yet show too many signs of weakness.
Emerging Market earnings valuations are at three quarters of the multiple for the Developed World,
but on the long-term average ratio. It therefore seems that we do not yet have a clear fundamental
reason to call the bottom in this context. As the following chart depicts, though, technically it is

starting to look interesting and good fundamental news may see a positive reaction:
Source: Bloomberg & Stonehage Fleming Investment Management Limited. June 2019. Past performance

should not be used as a guide to future performancm



MSCI Emerging Market Index vs Technical Buy/Sell Signals
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The levels of the current Buy and Sell signals are both of interest.

SIDE-LINES

As the following chart implies, we won’t be surprised if many individual investors have been on the
side-lines for quite some time and may be under-invested:

US — Index of Bullishness of Individual Investors vs S&P 500
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The level of bullishness is currently way below average, having been the case for most of the past
year. The index serves as a good contra-indicator and supports the view that there is not much
exuberance in equity markets.
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Partner - Head of Equity Management
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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.

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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