GLOBAL EQUITY PERSPECTIVES 19 MAY 2025

“Facts are stubborn things.”

Ronald Reagan

AFTERALL

The capital market volatility following the Liberation Day announcements on 2 April reached similar
levels to those experienced during the Credit Crisis and the Pandemic. Whilst the tariffs are expected
to impact world trade and economic growth, we formed the opinion that the impact would not be
as severe and therefore investors should be careful not to overreact. The following chart reflects
stock market performances this year thus far:

Regional Stock Market Performances — Indexed to End 2024 = 100 (S)[I\/ISCI Indices]

All the major regions have recovered their losses, with Europe, China and Emerging Markets doing
particularly well, at the cost of the US (S&P 500). The flight of capital from the US clearly reflects in
these performances.
World Sector Index Performances — 2025 Thus Far
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The best performing sectors, in sequence, have been Industrials, Utilities, Finance and Consumer
Staples, generally the more defensive sectors. Healthcare, Consumer Discretionary and Information
Technology did the worst. Technology suffered from the capital flight out of the US. This rotation
may offer opportunities worth exploring.




2. US ECONOMY

Investors currently face a major conundrum as, logically, tariffs are going to affect the economy, with
little certainty to what extent. Thus far, the economy remains resilient.
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The Hard Economic Data Index of real economic activity is in the process of recovering and is currently
in positive territory. Against this, the Soft Data Index (considering the outlook) is dropping and
currently in negative territory. This discrepancy may continue for a while still, leaving investors
uncertain.

US — Nominal and Real Consumption Growth (%)
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Critically, US consumption remains well on track, in both nominal and real terms, and both series
growing on their respective long-term average levels. The major uncertainty is whether tariffs are
going to materially affect these economic support factors. On the supportive side, new employment
and wage growth remain resilient at historic average levels, and above general expectations.

Economic backlogs are in the process of becoming less supportive. Tariffs are already causing
unnatural economic activity and may affect Hard Data. Investors have no choice but to closely follow
developments and be alert when Hard Data may have higher risk of reversing its current course.



INVESTOR SENTIMENT

It is striking how quickly stock markets recovered following President Trump’s announcement of the
90-day tariff negotiation period. We believe this recovery is also based on negotiation results being
constructive thus far. The following charts reflect this recovery in investor sentiment:

US — High Yield Corporate Bond Spread (%)
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Whilst remaining to be relatively low, the above Corporate Bond Spread has recently reversed its
short spike. This indicates a recovery in investor sentiment, expressing a view that there is no material
risk in continuing to get their corporate bond income from smaller, more risky type of corporates.

US — Nominal S&P 500 Equity Risk Premium — ERP (%)
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The above ERP Index reflects the difference between the Earnings Yield and the Treasury Yield and

indicates investors’ confidence that Equities will outperform Bonds. The lower the charts’ level, the
higher the confidence.

Investors took a positive stance before Liberation Day but quickly reversed course from 2 April with
the ERP spiking into positive value. This has recently reversed, with the ERP again in negative
territory. This reflects renewed strong investor sentiment.

Whilst these conclusions are constructive, it also highlights the valuation risks should the end tariff
results become disruptive and affect economic and earnings growth. We guard against complacency
on Equity valuations.



EUROPE

Europe has become an increasingly attractive investor destination for two main reasons, being the
flight of capital from the US and the material change in its leaders’ willingness to increase their
defense budgets. Investors must consider to what extent this may lead to more structural changes
on this front.

Consumer Confidence Index — US vs Europe
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The European Consumer Confidence Index struggled to recover after the Pandemic. It has not yet
reached its long-term average level and started to drop again at the beginning of this year. Against
this, the US’s Index remained well above average, but the most recent reading also dropped sharply.
In this context, it seems that the two regions are currently in the same proverbial boat.

_Forward P/E Ratios — US vs Europe
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US businesses generally benefit from a more business-friendly regulatory environment (and further
potential softening), better entrepreneurship, more investment opportunities and better returns on
investment, higher economic growth and deeper capital markets. Stock market valuations, therefore,
have been at a premium.

Index compositions and constituents differ materially between the two regions. All said, though, we
believe investors are now more conscious of the valuation discrepancies in the above chart, with
potential that European jewels may rerate quickly.
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5. CHINA

Following Liberation Day, and after a long period of disinvestment, investors are now taking more
notice of China as an investment destination. We consider to what extent Western comfort to invest
in China may have recovered. The discount at which a China closed-end fund trades can be some
indication:

Fidelity China Special Situations Fund — NAV vs Share Price (£p)
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The ratio of the Net Asset Value (NAV) over the share price is currently 1.10 times (+10% upside).
This is on the long-term average, and below the 2024 levels. With other Western market quality
closed-end funds also at this level, this indicates that investor comfort is neutral in this context.

Tencent — Target Valuation vs Share Price (HK)
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Tencent’s chart in this context reflects a similar picture. Its current Valuation Upside of +25% is on its
long-term average. This also reflects the market’s neutral perception.

China is very exposed to US tariffs. The way in which they deal with this can be a major determinant
as to whether foreign investors reconsider their withdrawal from the region.



6. MAGNIFICENT SEVEN

With the flight of capital from the US stock market, index selling has affected the Magnificent Seven
stocks directly:

Magnificent Seven Forward P/E Relative to S&P 500
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Their relative valuation currently is almost two Standard deviations below average. That is roughly at
the same level when the aggressive Federal Reserve tightening affected them severely in 2022.

Amazon vs Walmart — Relative Price and Relative Forward P/E
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Many investors prefer the staple nature of Walmart to the technology angle in Amazon, to the extent
that Amazon’s valuation is currently at a quarter discount to Walmart’s (the orange line) — even
though its growth outlook is double the latter’s. The stock has severely underperformed Walmart
(the yellow line), despite them having similar tariff implications and Amazon’s strong cloud exposure.
It seems this severe underperformance has recently turned the corner (highlighted).

Gerrit Smit

Partner - Head of Global Equity Management, Lead Portfolio Manager
Stonehage Fleming Investment Management Limited

6 St James’s Square T +44 20 7087 0000
éO\/\,;ld)(/)’ZUU Email gerrit.smit@stonehagefleming.com
www.stonehagefleming.com/qgbi

6



mailto:gerrit.smit@stonehagefleming.com

RISK DISCLOSURE

Unless otherwise stated, the charts and data used in this document are sourced from Bloomberg,
May 2025.

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).



