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“It is better to be an optimist who is sometimes wrong than a pessimist who is always right.”

Mark Twain

1. US ECONOMY

Indications are that the US economy remains resilient:
US — Goldman Sachs Current Economic Activity Indicator vs Industrial Production Growth (%)
Industrial Production
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The current Economic Activity Indicator (the blue line) is in a rising trend, and is currently at +3.0%. The trend
in Industrial Production (the orange line), which has been rising since the beginning of this year, is also
constructive, correlating closely with the Activity Indicator.

US — Consumption Growth vs Services PMI
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The Services PMI (the blue line), which reflects the vast portion of the US economy, continues its sharp
recovery and is currently above its long-term average level. Despite weak consumer confidence, consumption
growth at +5.3% (the yellow line) remains healthy, and on its long-term average. This overall picture is a
positive backdrop for US businesses to continue delivering solid profits.




MACRO EARNINGS BACKDROP

The recently completed 2025 US earnings season delivered a strong result with S&P 500 Revenue +7% and
Earnings +12%. Despite this high base, the outlook also seems constructive. The following charts reflect on
this outlook against the macro global trade backdrop:

S&P 500 Consensus 12-Month Forward Earnings vs South Korea Exports (Growth %)
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South Korea is one of the most export-driven economies, with China and the US its main trading partners
(20% and 19% respectively of its exports). Because of the nature of its exports (predominantly high-value
industrial goods), they are a good indicator of US economic activity and business earnings outlook. Those
exports (the yellow line) are currently growing at an elevated level, supporting the S&P earnings outlook of
a strong +21% (the blue line).

MSCI World AC Consensus 12-Month Forward Earnings vs World Trade (Growth %)
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Logically, world trade is a good indicator of global economic growth and therefore the economic health of
global businesses. These exports have been growing since 2024 (the green line) and are currently at a level
of +5%. This growth level compares favourably with historic norms and is supportive of earnings growth (the
orange line). The 12-month expected earnings growth of +21% is clearly a strong number, and is on an equal
footing with consensus expectations for the S&P 500 Index.



3. VALUATION MULTIPLES

We consider the earnings outlook for the main indices that global investors consider:

Consensus 12-Month Forward Earnings Expectations — Indexed to 100 a year ago
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Earnings expectations for all the major indices in the above chart keep rising. Strikingly, the Magnificent
Seven Index is expected to grow earnings at +35% (the orange line), with the Nasdag-100 Index at +36% (not
shown). Along with the point that expectations for the MSCI World Index earnings growth matching those of
the S&P 500 (+21%), it is also of value to see earnings expectations for the Non-Magnificent Seven portion of
the S&P 500 (the blue line) also expected to grow strongly at +17%. Saying this, expectations for Dow Jones
earnings growth remain muted (+8%, the green line).

Consensus 12-Month Forward P/E Ratios
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The above chart reflects the Forward P/E valuation multiples for these main indices over ten years. Strikingly,
the MSCI World’s multiple is currently below the S&P 500 ex the Magnificent Seven’s multiple, with the
former having material Technology exposure and a better earnings outlook. The main point to make here is
that the Magnificent Seven’s multiple is currently below its -1-standard deviation (the orange line). We
indicate on the chart the causes behind similarly low valuations historically. As is currently the case, they
predominantly had to do with inflation and therefore interest rate concerns. All of the indicated events
offered good buying opportunities at the time.

The consensus bottom-up valuation of the S&P 500 implies +30% upside and +44% for the Magnificent Seven.



4.

INFLATION RISK

Logically, current market circumstances are dominated by the oil price developments around the Iran war
and the blockage of the Strait of Hormuz with fears of severe inflation and the knock on effects on interest
rates.

QOil Price Indexed to 100 on Day of Invasion
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The current oil price is +49% higher than the day before the first bombing of Iran. Considering the earlier

wars with these types of risks, this reaction is worse than any of the Afghanistan, Iraq or the Ukraine invasions
with no clear solution in sight. It is, therefore, understandable that the market has reacted so negatively.

US — Implied Inflation Expectations (%)
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The above chart shows the implied US inflation expectations after 2, 5, 10 and 30 years, with the current level
at 2.4%. Logically, the shorter term expected effects are the worst, with very little change in expectations
over the longer term.

Spikes in short-term inflation expectations have historically often been associated with good equity investing
opportunities. That could only be the case because inflation remained under control subsequently. We have
a similar opinion on the current market circumstance.



VOLATILITY

The current market volatility prompts us to consider again its historic implications.

S&P Quallty Index Relative to S&P Index vs VIX VoIat|I|ty Index
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The circumstances for Quality to outperform the overall market have more to do with fundamental than
tactical factors. As a reminder, and as we have shown in a previous note, Quality outperforms materially over
time, and usually underperforms only in a single year (not in successive years). It did underperform last year.

As the above chart illustrates, Quality often also outperforms in periods of high stock market volatility (the
orange line in the above chart). This outperformance is happening again this year with the high volatility.

S&P 500 vs VIX Volatility Index and RSI Overbought / Oversold Index
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High volatility often goes in hand with lower stock prices and buying opportunities. As reflected in the above
chart, stock market bottoms (the red circles) have often been associated with the VIX Volatility Index crossing
its +2 standard deviation levels (the respective white circles at the top end of the chart). Those opportunities
have also been indicated by the RSI Overbought / Oversold Index below a 30-reading (the respective white
circles at the bottom end of the chart). Those conditions are currently being met.



TECHNICAL PICTURE
CNN Fear & Greed Index

The Fear & Greed Index (a compilation of NEUTRAL
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that each measure specific aspects of stock

market behaviour) has, since February, moved

from a 68 score (a Greed level) to the current

<
10 score (an Extreme Fear level). Six of the , %%
seven indicators indicate an Extreme Fear level - : S -
(the Put/Call indicator has a Fear reading). This ‘
overall current reading reflects a strong 10

technical buying opportunity.
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Technically, the S&P 500 Index is weak. It has crossed below its 50- and 200-day moving averages, and its 50-
day moving average is turning downwards (the white circle at the top right). It has not yet formed a Death
Cross (the 50-day crossing the 200-day moving average), and it is only 4% below its 200-day moving average
(the white circle at the bottom right). Seeing historical behaviours, there is some risk technically for further
weakness. Along with this, 12% of its constituents are below their respective Lower Bollinger Bands, 11% are
below their respective 30 RSI levels and 5% below their respective 52-week lows (not shown). These are not
yet excessive levels. Technically, there remains room for further weakness.

All said, economic fundamentals are favourable with strong stock market valuation upside, as inflation fears
cause sharp selloffs and good buying opportunities. Logically, the key to actively invest now lies simply in a
solution to the Strait of Hormuz crisis. We, though, perceive the further stock market downside in the case
of the war dragging on lower than the potential upside should a solution be found in the not-too-distant
future.
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RISK DISCLOSURE

Unless otherwise stated, the charts and data used in this document are sourced from Bloomberg, March
2026.

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).



