AUA

STONEHAGE
FLEMING

5 July 2022
Dear Equity Client
GLOBAL EQUITIES — 2" Quarter 2022

Equity market volatility continued over the second quarter. The MSCI World Index (including Emerging
Markets and dividends) decreased by -15.7% (in USS terms, -9.0% in UKE terms), bringing the first half
of the year performance to -20.2% (in USS terms, -11.3% in UKE terms).

Investors have been confronted with a potent combination of negative factors. Fears for structurally
high inflation and aggressive Federal Reserve (Fed) tightening are further fueled by fears of an ongoing
Ukraine war. The renewed lockdown of the world’s second largest economy and trading partner,
China, has further damaged the global supply chain and world trade. Risk for a US recession is growing
while the inception of the Fed’s quantitative tightening process has brought uncertainty about overall
capital market liquidity and potential effects on interest rates. It is not surprising that many investors
are inclined to rather watch circumstances unfold from the proverbial sidelines.

The challenge investors are facing is to form a firm impression as to whether this combination of
negative factors is still in process of worsening, or not. It is no mean feat to reach a firm conclusion on
this, but we have some indicators to consider. Whilst headline US inflation keeps rising (from the rising
energy and food prices), core inflation has rolled over two months in a row. Important supply chain
indices (e.g. Supply Chain Pressure, Backlogs, Delivery Time) have been in downward trends for months
already. The World Container Freight Cost Index is down over 30% since its peak in September 2021,
and could soon drop below its level a year ago. Major mineral commodity prices are dropping, with
wheat and corn following suit. China is slowly releasing some of their cities out of their lockdowns.
The US yield curve has flattened, but has not yet inverted, while US economic conditions do not
indicate material risk of a deep recession. Analysis of the Fed’s balance sheet suggests that they will
not necessarily have to sell securities for some time. Unfortunately there is little indication of the
Ukraine war’s outcome, and therefore of how energy costs may change. Our impression, though, is
that the overall array of negative factors is currently in a slow process of stabilising.

Both the S&P 500 and the MSCI AC World indices are now in bear market territory in Dollar terms. We
should add that the currency itself has played a major role in the translation of the performance. That
said, the event of a bear market has historically, over the successive twelve months, delivered an
average return of well into double digits. The main exceptions were in 1973 (with the Oil Crisis and a
fourteen year period of high inflation) and 2008 (with the Financial Crisis). Also in this context, there
has historically been only five other occasions with a worse than -15% Dollar S&P 500 performance in
the first half of the year. The median performance over the successive half years was +15%.

Capital markets are digesting the environment of higher inflation and interest rates, offering attractive
opportunities. The high quality businesses we own are well positioned to keep delivering operationally.

Thank you for all your support.

With best wishes.
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RISK DISCLOSURE

1. 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.

2. 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.

3. Allinvestments risk the loss of capital. No guarantee or representation is made that the funds
will achieve their investment objective.

4. The value of investments may go down as well as up and, for products designed to return
income, the distributions can also go down or up and you may not receive back the full value
of your initial investment.

5. Past performance should not be used as a guide to future performance.

6. The advice we provide will be based on and take into account a majority of product types and
not every single equivalent product within a given product category. As such, our advice is
restricted (as opposed to independent) as defined by the Financial Conduct Authority (“FCA”).

7. Changes in the rates of exchange between currencies may cause the value of investments to
go up or down in the reporting currency. 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.

8. 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.

In addition to the information provided by Stonehage Fleming Investment Management Limited you
may wish to consult an independent professional.

This communication 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 (194382) and registered with the Financial Sector Conduct Authority (South Africa)
as a Financial Services Provider (“FSP”) FSP No: 2022-052
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