GLOBAL EQUITY PERSPECTIVES 6 MARCH 2023

“Great minds do not think alike. They challenge each other to think again.”

Adam Grant

1. US RECESSION

The two main investor concerns currently are US inflation and a potential recession. We commented
on the former in our previous note. Investors face an interesting conundrum on the latter:

US —Yield Curve vs Manufacturing Employment Growth (%)
Yield Curve
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Leading economic indicators are implying an upcoming recession. As an example, the yield curve in
the above chart is currently at the most extreme inversion level in forty years. Against this,
manufacturing employment growth (with a strong record of early warnings of a recession) is
currently growing at an elevated level of +3.5%, rather indicating continued economic growth.

Conference Board Consumer Confidence Index — US & Europe

US Confidence
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US consumer confidence remains relative healthy, with retail sales currently growing at +6%.
European consumer confidence is in process of recovering off a recent record low level. On these
bases and China’s economic recovery, it does not seem that a US or a global recession is imminent.



2. US HOUSEHOLD FINANCES

The US economy, and by implication global investors, are very dependent on the ability of US
households to maintain their lifestyle. We consider some of the important risks in this context:
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Their savings rate is currently close to a record low, comparable to the pre-Financial Crisis era. Against

this, with strong employment, their net worth is currently over seven times their income, more than
previous peak levels. It therefore seems they have ample reserves in place.

US Households — Debt/Income and Debt Service Ratios

Debt Service Ratjo Debt/Income
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Their debt levels at 86% of their income is close to the long-term average level, despite the 7%
increase in their debt levels. Their debt service ratio has recently increased sharply from extremely
low levels at 10% required payments, close to pre-Pandemic levels, and well below the long-term
average. Their debt situation therefore seems well under control.

This conclusion is supported by their debt delinquency ratios in the chart on the following page. The
delinquencies against total loans at 4% is currently close to a record low level. Similar constructive
conclusions are made considering longer-term credit card and total credit card debt. The banking
counterparties currently have excellent experiences on their issued cards. Despite the low current
savings rate, all-in-all it seems we do not need to be overly concerned about US household finances.



US Households — Delinquency Ratios (%)
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RISK OF A US HOUSING CRISIS

US home sales have recently dropped at a potentially alarming rate:

US - Home Unit Sales (‘000)
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Unit home sales are currently -12.7% against a year ago. This compares with the though level with
the Financial Crisis.

US — Home Units Unsold (‘000)
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As per the immediate preceding chart on the previous page, the number of unsold units has increased
to levels well above the long-term average - above peak levels bar that experienced with the Financial
Crisis. This indicates risk for further drops in home prices.

US — Home Prices vs Affordability Index
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The above chart reflects the average home price (green line) and affordability index (orange line).
Prices have increased by 20% over 2021/22 to a peak level of over $300,000. The average price has
recently started to drop, with year-on-year growth currently close to being flat, increasing the risk of
further drops in prices.

Also on the above chart (in the orange line), the home affordability index has dropped to record low
levels. This is expected to further hold back transactions and put pressure on prices.

US Housing Market — Existing Home Supply (Months) & Sales Inventory (m) and
Vacancy Rate (%)
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A major difference in the US housing market this time, and especially compared to the Financial Crisis,
is that the vacancy rate is currently at a record low. Despite the drop in sales, the inventory of homes
for sale is also close to a record low. The supply of homes (in terms of months) has picked up
somewhat (also because of falling sales), but is still at record pre-Pandemic low levels.

From these perspectives the US housing market does not seem at the Financial Crisis level of risk.



US Home Builders Confidence Index vs Home Builders’ Share Price Index Relative to
S&P 500 Index
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The US Homebuilders Confidence Index (orange line) has a strong record of pre-empting US
recessions, and acts as a solid leading economic indicator. The index collapsed early in 2022 with the
onslaught of rising interest rates. It has recently turned the corner and has recovered by a third. Along
with this, the Homebuilders Share Price Index (expressed on a relative basis to the S&P 500 Index,
the blue line) remains stable despite the interest rate backdrop.

It seems the US homebuilders have learned major lessons from the Financial Crisis. All-in-all,
therefore, we believe the long duration nature of the US mortgage market offers some protection
and therefore that the US housing market may be weak for a while until inflation fears settle, but we
do not perceive it to have excessive risk of a major collapse.

CHINA

The unlocking of the Chinese economy has happened at an important time for the global economy
facing a potential recession.

China — Manufacturing and Non-Manufacturing Purchasing Manufacturers’ Indices
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Both the indices in the preceding chart have increased sharply to above average and two year record
levels. This bodes well for the recovery of the Chinese economy.



Retail Sales — US vs China (Sbn)
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At the beginning of this century, US retail sales exceeded China’s by a ratio of seven to one. The latter
caught up with the US by 2018. Their extended economic lockdown resulted in the gap widening
again, and is currently about a quarter. US retail sales are currently growing at +8% against China’s
at-5%. We believe the opening of the latter’s economy can lead to the gap narrowing again. We have
several global operators in our portfolio that can benefit directly from this.

World Trade — Imports vs China Exports Growth (%)
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World trade is currently growing at +6% despite China’s exports at -10% as a result of their economic
lockdown. The reversal of the latter may soon start to filter through, further supporting world trade
and its economies, including that of the US.
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TECHNICAL PICTURE
S&P 500 and Moving Averages

S&P 500

Golden Ratio




As per the preceding chart, the S&P 500 recently tested its 200-day moving average, but has bounced
back, staying constructive after forming a golden cross at the end of January.

Growth in S&P 500 (%) vs Copper/Gold Ratio
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The correlation between the S&P 500 Index and the Copper/Gold ratio has remained intact. On this
basis, there seems to be further recovery potential in the Index.

State Street Global Investor Confidence Index vs S&P 500
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The Global Investor Confidence Index in the above chart is currently at an extremely low level (-2
standard deviations). Such low levels have historically indicated upcoming opportunities to invest.

Gerrit Smit

Partner - Head of Global Equity Management
Stonehage Fleming Investment Management Limited

6 St James’s Square T +44 20 7087 0000
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www.stonehagefleming.com/gbi
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RISK DISCLOSURE

Unless otherwise stated, the charts and data used in this document are sourced from Bloomberg,
March 2023.

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.

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
6 St James’s Square

London

SW1Y 4JuU

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.



