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DISCLAIMER

This material has been written on behalf of Cambridge Investments Ltd and is for
information purposes only and must not be considered as financial advice.

We always recommend that you seek financial advice before making any financial
decisions. The value of your investments can go down as well as up and you may
get back less than you originally invested.

Please note: All calls to and from our landlines and mobiles are recorded to meet
regulatory requirements.
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Balancing acts

Last week was a flat week for global stock values, but with a fair amount of dispersion. US returns were
once again weighed down by tech, but the UK and Europe were up over % on Friday. The overall sluggish
picture seems a strange reaction to supportive comments from US Federal Reserve chair Powell and a

healthier than expected US economy, but markets are chewing on a few things.

UK investors suspect a hike in Capital Gains Tax (CGT), possibly among other measures, in the
government’s autumn budget. Anecdotal evidence suggests this is keeping advisers very busy — and some

have predicted UK market consternation.

There was certainly no sign of that in UK stock values. We have argued before that readily available CGT
investment wrappers mitigate CGT changes. Underlying fundamentals are more important, and those
probably will not be greatly affected by the budget. We will of course keep an eye on this, but return for

now to some more globally impactful news.

Markets seem to be more like their pre-pandemic selves, after many ups and downs. It’s difficult to
distinguish the permanent changes from the reactionary ones, but many strongly impacted areas are now
more than fully recovered — evidenced by the travel industry’s new high in air miles. Interest rates and bond
yields, however, are more like where they were before the Global Financial Crisis (GFC). We think a return
to pre-pandemic levels, rather than pre-GFC, is more likely. Yields are likely to go down, even though they
were up last week.

A doubling of profits isn’t enough to bring in new Nvidia investors

Ahead of Al market leader Nvidia’s earnings, commentators heralded that the chipmaker’s results are as
important to markets as major economic data. In the event, Nvidia announced $30 billion in revenue in the
three months to August — up 122% from a year earlier — and expects $32.5bn for the third quarter. Shares
in the company then dropped 6% last Thursday, despite beating analyst expectations.

Disappointment may have stemmed from the fact it was Nvidia’s smallest revenue surprise in six quarters.
Investors are so accustomed to its freakishly good results that very good is not enough. This is less about
the company itself and more a realisation that Al-related investments may have run a little too hot.

We note that last Wednesday’s news regarding Super Micro Computer (SMC) had already set the scene.
SMC has been central in the Al stock theme: it went from a market capitalisation of $4bn in January 2023
to $66bn in mid-March this year. As of last Thursday night’s close, it was back to $26.2bn.

For Nvidia, SMC has been a major buyer of the HI100, the current flagship GPU chip. According to
Bloomberg analysis, SMC was Nvidia’s third largest customer over the past year, forming 8.6% of revenue.

SMC’s shares dropped 19%, after being targeted by infamous short-seller Hindenburg Research. Hindenburg
alleges that SMC manipulated its accounts. These allegations seriously damage the optimism needed to invest
in long-term themes. The timing was awful for Nvidia, meaning good results weren’t enough and new buyers

want a cheaper stock price.
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Thankfully, the S&P 500 did not follow Nyvidia’s lead. It ended last Thursday slightly down but started brightly,
thanks to some positive economic data. This is a decent sign — suggesting faith in the broad economy even
if mega-cap valuations are a little stretched.

After the central bankers’ Jackson Hole conference recently, markets are more focused on what central
banks do. The key question right now is...

Are interest rates currently restrictive?

In his speech recently, Fed chair Jay Powell reemphasised a focus on employment, more than inflation.
Subsequently, bets on a 0.5% rate cut in September — rather than the 0.25% currently priced in — went up.
Bond markets currently suggest around a third chance of 0.5% next month, but we think it is more of a
50/50.

There are suggestions that this is unnecessary and could either stoke market fears about the economy or
increase inflation. We have said all along that the US economy is in a decent position: consumption is solid,
while there are no signs of systemic credit stress. Does the world’s largest economy really need sharply
lower rates?

“Need” is too strong, but cuts are certainly appropriate. The point is not that the economy is in distress,
but that risks have risen markedly. Unemployment has increased slowly but is now at a point where it could
quickly spiral if left unchecked and smaller businesses have clearly not been doing well for some time.

Firms have been reluctant to lay off employees — probably because they remember how hard it was to hire
post-covid. That could change. Swedish fintech firm Klarna made headlines last week by announcing it would
replace workers with Al — which feels like an ominous sign. If that becomes a trend, unemployment could
get nasty quick.

In the UK and Europe, growth seems to be a little steadier, possibly because it was not so stellar before.
Labour markets are easing at a gentler pace. ECB and Bank of England rate-setters have suggested that rates
can come down, but it is not definite. We are pretty sure that rates will be cut again this year and into next,
judging by currency strength.

Markets are right to ignore the election

Curiously, markets recently seem completely unmoved by US election drama. Some will tell you that US or
global asset values are relatively unaffected by who is in the White House. However this election clearly
matters for stocks: Donald Trump and Kamala Harris have vastly different plans for corporate tax, and we

have argued that Trump carries a bigger threat to bond markets too.

Markets recognised how impactful the election result could be at the start of July, when the odds of a Trump
victory peaked, and investors got excited about tax cuts for small and mid-cap companies. But now, markets

are acting as though it makes no difference.
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This is because the outcomes are so uncertain and ripe for biased estimation, that it makes sense to treat
them as irrelevant — which they clearly are not. The election is on a knife edge in terms of forecasts and
betting markets (polls give Harris the lead, but the popular vote doesn’t guarantee the presidency).

The big picture implications of either candidate’s policies are unclear. Trump will cut taxes and boost short-
term US profit growth, at the expense of global trade and possibly long-term fiscal stability. Harris might
eat into corporate profit margins but will probably continue the status quo, and might boost long-term
growth through government sponsored investment. Markets think neither of these scenarios are ideal, but
it is hard to work out which is better.

Markets are also notoriously bad at reacting to elections. They tend to react when big surprises happen,
but overestimate both the policy impacts of certain candidates and the economic or financial impacts of
those. Election-inspired sell-offs usually make good buying opportunities for that reason — with Trump’s
2016 win being a classic example.

With less than seven weeks to go, commentators have pointed out that a significant proportion of US voters
will have probably decided which candidate they want, and news is not likely to change their preference.
What matters is whether they actually vote, which we won’t know until the day itself. Given all that, it is

reasonable to ignore the US election campaign and wait for bonfire night.

Why investors look so much to the US

We sometimes get asked why we write so much about US stocks and the US economy. We are a UK-
based investment manager, with significant investments in UK capital markets — and yet we talk much more
about the US S&P 500 than the UK Large-Cap index. This might be a little confusing, and so we feel it is
time we briefly explained why the US is so important for global investors — both in terms of economy and
its capital markets.

Bigger than ever before

The short answer is that US capital markets are really big. US stocks account for 61% of the entire world’s
stock market capitalisation. By contrast, Britain’s stock market makes up just over 3% of the global market.
All globally diversified investors will have a significant chunk invested in US markets for that reason. And,
even if you avoided American stocks in your portfolio, the interconnectedness of the global financial system
means that swings in US assets will have large knock-on effects on most investments — more so than any
other region.

That shifts rather than answers the question, however. The US accounts for so much of global assets
because global investors are so heavily invested in US assets. But why? It is the world’s largest economy in
nominal terms, and so has an outsized effect on global growth. But its share of global GDP is 26% — well
below its share of global market cap — and it trades less with the rest of the world than China.
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In fact, the US’s share of global GDP has been gradually, albeit unevenly, declining since a post-WWI| peak.
Its share of the global stock values has fluctuated greatly in that time, but the trend has been up, in reverse
of the economy. In the last decade and a half, its economic share has stayed virtually still — while its market
cap share has soared. Trying to justify investors’ American focus purely by the size of the US economy does
not really work.
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The economy matters more to global markets

The US originally gained its economic power because it became established as the world’s premier seller,
but it has long since become a net buyer, in terms of exports minus imports. That means, in pure trade
terms, money flows out of the US. Another complicating factor is that the US is not even the world’s largest
economy in purchasing power parity (PPP) terms (China overtook the US in PPP terms nearly a decade
ago). That matters in terms of the value of country’s economic activity. In other words, the US economy is
pretty expensive.

One of the reason’s it is so expensive, however, is that US economic activity matters more — certainly in
market terms — than economic activity from elsewhere. The biggest companies in the world are American,
for many reasons. As the dollar is the world’s reserve currency, so much of global trade is priced in dollars,
meaning capital naturally flows to the US. This gets called the US’s “exorbitant privilege” in political analysis,
and it helps explain why the US can keep consistently running trade and borrowing deficits without the
usual penalties.
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Current US market dominance is heavily tied to its tech sector. Some have argued that US corporate
structures are more suited to technological innovations being quickly monetised and marketed (rather than
just discovered, which many countries achieve at least as well). Companies can also quickly scale because
there is a fairly homogenous (relative to other large nations or blocs) market of wealthy consumers.

The biggest American companies are global but, strangely enough, tend to derive a disproportionate amount
of their revenue from US markets. Amazon, for example, gets more than two thirds of its revenue from
the US. What happens in the US is therefore massively important to those companies — and those
companies are disproportionately important to the global economy.

Can it carry on?

There is a limit to how US-centric global markets can become. At a certain point, investors will realise that
other regions are undervalued — particularly if those regions are getting an ever larger share of global GDP,
like China or India. But the massive US concentration over the last decade and a half has been prompted
by the fact that US tech companies have shown the greatest and most consistent profit growth, and US
authorities have left them alone — in contrast to regions like China. If that profit leadership can continue —
through Al-innovation, for example — there is no reason why the party should end anytime soon.

That scenario requires a continual capital flow into the US, however. And, as we have argued before, the
conditions that underly those flows are being challenged. Donald Trump wants political and economic
isolation for the US, for example, while Joe Biden’s administration wants to break up the tech monopolies
that pull in so much money from around the world. There may be good reasons for these policies, but they
would likely constrain international investors’ American enthusiasm.

There is also the long-term deterioration of US fiscal policy, which we have argued before could be more
of a risk to bond markets than investors seem to appreciate. The larger US government debt becomes, the
more capital needed to fund it. And, if international capital is not flowing as freely to the US, it will have to
come from US domestic savers — which takes money away from stock markets and corporate investment.

In capital market terms, America is as great as it has ever been. That is why we talk so much about it, and
that will not change anytime soon. But nothing is forever, and perpetual US dominance is not inevitable.
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Global Equity Markets 30-Aug Technical Valuations
Market eve 1Wesk lEBP'::;LI MSEZ':;:m i LTMPE | NTMPE |10V PE AVG
UK FTSE 100 8391 +H09 +H0.9 > & 58 124 120 126
UK FTSE 250 21156 +0.1 +0.1 > 34 138 123 139
UK FTSE All-Share 4586 +0.8 +0.8 > & 58 125 120 13.1
FTSE Small x Inv_Tsts 6016 +0.1 +0.1 a A 45 51 46 104
France CAC 40 Teb0 +1.4 +H0.9 ¥ o 5.3 141 134 140
Germany DAY 40 18961 +20 +14 > 2> 29 138 127 13.0
US Dow 41415 CELE +19 a2 18 o7 191 17.2
US 5&P 500 5619 +0.3 +0.B a & 13 230 211 181
U5 NASDAQ comp 17655 -0.6 -01 a & 0.8 523 270 24.8
lapan Nikkei 225 38484 +0.3 -0.1 > 2> 17 215 200 182
World Bloomberg 1950 +H.5 +11 = = 22 15.1 146 147
China mainland 3344 +H.6 +16 a & 18 0.1 187 169
Emerging Bloomberg 1212 -0.1 +0.5 > 3.0 118 109 123
FTSE100 Top 6 S&F Global Top 6 Global Sectors
Company % Company (GBP terms) % E Sector
Bunzl PLC +53 Delivery Hero SE +309 Tech -12 Staples +1.5
easylet FLC +9.7 WizeTech Global Ltd +26.9 Financizals +1.0 Energy +0.2
1D Sports Fashion PLC +E3 Seven & i Holdings Co Ltd +189 Health +0.6 Materials +0.3
International Consolidated Air +75 Grifols SA +175 Discretionary -14 Utilities +0.3
Croda International PLC +6.1 Brambles Ltd +16.2 Industrials +0.7 Real_Estate +0.2
Howden loinery Group PLC +5.1 Rakuten Group Inc +15.6 Communication: -0.7
FTSE 100 Bottom 6 S&P Global Bottom 6 Fixed Income
Company Company (GBP terms) Govt bond HYield 1wk chg
Barratt Developments PLC 5.7 Super Micro Computer Inc -33.3 UK Gowt 10yr Gilt +2.01 +0.10
BT Group FLC -44 Dollar General Corp -30.5 UK Gowt 15yr Gilt +4.27 +0.12
Shell PLC -4.0 Walgreens Boots Alliance Inc -16.9 US Govt 10yr Treasury +3.87 +0.07
Berkeley Group Holdings PLC -39 GN Store Nord AS -16.4 France Govt 10yr OAT +3.00 +0.07
Melrose Industries PLC -3.6 Dollar Tree Inc -16.0 Germany Gowvt 10yr Bund +2.28 +0.05
Hikma Pharmaceuticals FLC -3.3 5K Hynix Inc -13.3 Japan Govt 10yr IGB +0.B9 -0.00
Currencies Commoaodities UK Mortgage Rate Estimates

Rates LTV ¢ 75%, no fee) AL 31-lul
USD per GBP 1314 +0.2 0il Brent 5:bl 79.0 +H.7 UK BoE base rate 5.00 5.25
GBP per EUR 0.842 -06 Gold S0z 25164 +H.7 2yr fixed 470 4499
USD per EUR 1.106 -0.4 Silver 5:0z 83 -0.0 Syr fixed 452 481
IPY per USD 14560 -0.5 Copper 5:1b 4164 -0g9 Syr fixed 428 451
CNY per USD 7.084 -0.8 Alumnm 5:mt 245249 -4.1 10yr fixed 467 4.88
USD per Bitcoin 558,544 -25 5&P soft crops 2342 -06 Standard variable 758 748

Prices taken at 2:30pm today and 2:30pm last Friday (where possible).
LTM PE is the index price as a ratio of last 12 months earnings. NTM PE is next 12 months earnings.
Mortgage estimates are derived from sterling swaps markets and moneyfacts.co.uk
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Please note: Data used within the Personal Finance Compass is sourced from Bloomberg/FactSet
and is only valid for the publication date of this document.

The value of your investments can go down as well as up and you may get back less than
you originally invested.
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