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“Knowing what you don’t know is more useful than being brilliant.”

Charlie Munger
1. USINDICATORS

We combine several important US economic indicators in the following charts:

US — Conference Board Leading Economic, Consumer Confidence and PMI Indices
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The Consumer Confidence Index (the blue line, one of the most important indicators) remains stable
and above its average, while the Leading Economic Index (the yellow line) remains in negative
territory, recovering from a low base. The Manufacturing PMI Index remains in negative territory (the
orange line), whilst the Services PMI Index (the purple line) is marginally in positive territory.
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US — Johnson Redbook Same Store S Sales Growth (%) vs S&P 500
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Overall consumption is currently growing at +5%, with the above Same Store Sales Index (the orange
line) growing at almost the same level, indicating a still relatively healthy retail market. The US
economy currently remains in constructive territory, but clearly is very dependent on their consumer
market staying its course.




US EMPLOYMENT

The market currently is focused intensely on employment data to assess the risk of an imminent
recession.

US — New Employment (‘000) vs Unemployment Rate (%)
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Current new employment numbers are dropping, but they are still close to the long-term average.
The Unemployment Rate’s trend is upwards. This combination has brought the Federal Reserve (Fed)
to the conclusion that they can start cutting their target rate.

The Jobless Claims chart mirrors the above Unemployment Rate chart, with an upwards trend, but
still at a relatively low level. Along with this, the New Employment / Total Labour Force Ratio is
dropping from record levels, but at 5.2% is still well above historic levels of 4.6% and 3.2% at its peaks
before the previous two recessions. The New Job Openings / Unemployed Ratio of 1.1 is slightly
above historic levels preceding recessions. It is also a topical point that high immigration is distorting
some of the employment data.

US — Services & Manufacturing New Employment Growth (%)
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New Employment growth of +1.6% in the Services sector is at a healthy level compared to its historic
norm. The more economically sensitive New Employment growth of +0.9% in Manufacturing is at a
healthier level than the negative levels before previous recessions.

In conclusion, we take cognisance of a weakening US employment backdrop off its exceptionally
strong recent past, but believe it remains relatively healthy. This is supported by the consumer’s

strong balance sheet.
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3. USINFLATION & YIELD CURVE

Whilst there are still some reservations in some quarters whether US inflation is under control, we
believe it is, as depicted by the following chart:

\

US — Unit Labour Cost (S) vs Headline Inflation (%)
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Unit Labour Cost (the blue line) leads Inflation (the orange line) by around twelve months (the latter
chart is pushed back for that period). Seeing the current low level of Labour cost growth (+0.3%), and
the fact that Inflation excluding the Cost of Rent is already at 1.8%, we believe the Fed can relax on
this front and start cutting their target rate as soon as at this month’s meeting. Such a move is
expected to support the bond market. Some of these perceptions are reflecting in parts of the bond
market, with general comments that the Yield Curve has reverted into positive territory, raising the
risk of an imminent recession.

US —Yield Curve (%) and S&P 500
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It is only the 10yr/2yr Yield Curve (the blue line) that has reverted (and just marginally so at +.06%).
The alternative 10yr/3m Curve (the red line) is inverting further (currently at -1.4%). Historically, both
reverted before previous recessions. Along with this, the High Yield Spread reflects a more favourable
economic outlook. Whilst we are prepared for a softer US economy, and with a Fed rate cut
imminent, we would be cautious to conclude this early that the Yield Curve is signaling an imminent

US recession.
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MARKET ROTATION

With a structural change in the bond market on its way, equity investors have new considerations in
terms of potential sector rotations.

US — Treasury Yield (%) vs ‘Beta’ Index
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We use the S&P 500 Index / Staples Index Ratio as a proxy for Beta stocks. There is a clear correlation
between this Beta Index (the yellow chart) and Interest Rates (the blue chart). Logically, we have a
similar correlation between Transport and Utilities. With a view of lower interest rates, lower Beta
stocks may continue to find interest, while longer duration stocks (e.g. Technology) will have to
deliver well on the earnings front to outperform.

S&P 500 — Equal vs Capitalisation Weighted Index (Indexed to Jan 1990 = 100)
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While the equal weighted S&P 500 Index (the orange line) outperformed the capitalization weighted
S&P 500 Index (the green line) over the long-term, it has structurally underperformed over the past
ten years (the blue line) with Technology doing particularly well. This trend reversed over the past
two months. Investors in the large capitalisation stocks will have to ensure their companies’ earnings
outlook and valuations will provide support for this trend to continue.
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5. MARKET VOLATILITY
Markets have been particularly volatile since early in August.

VIX Volatility Index — Spot vs Futures Value & S&P 500
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Logically, the VIX Spot Index (the orange line) is usually lower than the VIX Futures Index (the blue
line). The purple line reflects the ratio of the Spot/Futures Index. It inverts usually with high volatility,
as is currently the case. Such inversions have historically happened towards the end of the volatile
periods and have previously indicated buying opportunities.

S&P 500 — Average Monthly Performance (%)
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We have considered the average index performance for each month over the ultra-long and the
longer-term in the above chart. It has quite similar outcomes for both periods, with September being
by far the most negative month. Tying this in with the preceding comment above, astute investors
may find good buying opportunities in the coming weeks.
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6. TECHNICAL PICTURE

S&P 500 Technical Picture

Whilst the S&P 500 has recently tactically dropped through its 50-day moving average, it otherwise
technically appears healthy. Its breadth and overbought/oversold indicators (not in the chart) also
do not reflect any alarms, while it remains in a structural bull market. The latter is also true in the
context of its relationship with Gold.

S&P 500 vs Put/Call and Bull/Bear Ratio

AN
w1
S

N
D
S

ewiwg oley Jesg/nng

S&P 500

3
Q
=
070 < +1.00
0
(4]
=
LA

=)
~
(%1

o
=3
S
o
w1
S

2007 | 2008 | 2009 | 2010 2011 2012 | 2013 | 2014 | 2015 | 2016 2017 2018 | 2019 2020 | 2021 | 2022 | 2023 | 2024
Both the Put/Call (the orange line) and Bull/Bear (the blue line) Ratios reflect optimism on both the
Institutional and, especially, the Retail markets. This leaves little room for disappointing results, as
we have seen during the recent reporting season.

Gerrit Smit

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

6 St James’s Square T +44 20 7087 0000
éom';f;fzju Email gerrit.smit@stonehagefleming.com
www.stonehagefleming.com/qgbi

hUA 6



mailto:gerrit.smit@stonehagefleming.com

RISK DISCLOSURE

Unless otherwise stated, the charts and data used in this document are sourced from Bloomberg,
September 2024.

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.

Opinions expressed here are as of the date of publication and subject to change without notice.
Stonehage Fleming Investment Management shall not be responsible for any trading decisions,
damages, or other losses resulting from, or related to, the information, data, analyses or opinions
contained herein or their use, which do not constitute investment advice, are provided as of the date
written, are provided solely for informational purposes and therefore are not an offer to buy or sell
a security.

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.

Issued by Stonehage Fleming Investment Management Limited. Authorised and regulated in the UK
by the Financial Conduct Authority (FRN No.: 194382) 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).



