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Dear Investor,

Our last Market Insight piece was published on 6 August 2020. Since then, risk assets, and especially equity
markets, have continued their decisive grind higher with returns for the month of August ending up to be
the best August in the last 25 years. As you know, we have been a strong advocate of higher valuation
multiples in equity markets, and especially the S&P 500 since April, on the back of our confidence that FED
would expand its balance sheet as the lender of last resort, while keeping its commitment to leave rates at
zero well beyond the corona crisis. In the mean-time, Q1 and Q2 2020 earnings have come in better than
expectations, especially in the Technology sector, further cementing our original thesis that S&P 500 EPS in
2021 would already normalize back to the 2019 level. Our original S&P 500 target of 3,300 – 3,600 by mid2021 was based on an implied P/E 2021 of 22.0x, a clear- re-rating from the 2015 – 2019 P/E average of
18.2x.

As you see from the graph on the next page, this is exactly what has happened since the corona-crisis
crash in February and March 2020, with the S&P 500 experiencing an unparalleled P/E valuation
expansion. On a next twelve month (NTM) basis, S&P 500 is now at 22.7x, which is now the highest level it
has been since the 1999 dotcom bubble. In the mean-time, S&P 500 closed last night (close of 2
September) at a level of 3,580, already at the high-end of our mid-2021 target range but 9 months ahead
of time. On our estimates, S&P 500 is now trading at a P/E 2021e of 21.6x, and we believe the air is getting
thinner now for further multiple expansion at these levels. .Our target P/E 2021 of 22.0x is based on a
nominal 10-year Treasury yield of 0.75% and an equity risk premium of 3.8%, which is on par with the last
10-year average.

In the perennial fear / greed cycles that are so prevalent in markets and investor psychology, we can now
see clear signs of the pendulum swinging into greed territory. Moreover, we continue to think that the
period between Labour Day (7 September) to US Presidential elections (3 November) will be much more
treacherous and volatile period for markets, compared to the calm waters of May to August. As such, we
have tactically decided to take equity risk out of our portfolios this week and lock in some profits ahead of
this period. Our clear Technology bias has helped our returns significantly in 2020 so far, but in that regard
we also think it is time to move to the sidelines in the key Software segment, which has seen its valuation
multiples double over the last 5 months. This valuation problem in Software is even more critical in the
second-tier names, and thus the most fertile place to look for names to take profits in. Software has been a
clear beneficiary of the corona crisis and the resulting impetus to accelerate digital transformation with
enterprises, but in most places, this is more than priced into stocks at this stage, in our view.
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S&P 500 Next Twelve Months P/E multiple

Source: Nahmani Grunder

S&P 500 EPS and current-year P/E multiple progression, 2015a – 2021e

S&P 500 EPS per calen dar year with P/E ban ds
Operating EPS

2015a

2016a

2017a

2018a

2019a

2020e

118.20

119.08

132.95

162.91

164.58

130.3

164.5

0.7%

11.6%

22.5%

1.0%

-20.8%

26.3%

2237.4

Growth (YoY)
Price low

1867.6

1829.1

2257.8

2351.0

2447.9

Price high

2130.8

2271.7

2690.2

2930.8

3240.0

3580.8

Price close

2043.9

2238.8

2673.6

2506.9

3230.8

3580.8

P/E low

15.8

15.4

17.0

14.4

14.9

17.2

P/E high

18.0

19.1

20.2

18.0

19.7

27.5

P/E close

17.3

18.8

20.1

15.4

19.6

27.5

P /E ra n g e

15.8 - 18.0

15.4 - 19.1

17.0 - 20.2

14.4 - 18.0

14.9 - 19.6

Source: Nahmani Grunder.
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2021e

21.8

All the best,

The Nahmani Grunder Investment Team

IMPORTANT INFORMATION – FACTUAL INFORMATION WITH NO RECOMMENDATIONS This document is issued by Nahmani Grunder & Cie AG (“Nahmani Grunder”). It is not intended for distribution,
publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document.
This document is provided to you upon your request and is for information purposes only. It does not constitute a solicitation, offer or a recommendation to subscribe to, purchase, sell or hold any
security or other financial instruments or to enter into a financial/investment transaction. The information herein contained does not take into account the financial objectives, situation or needs of
any persons, which are necessary considerations before making any investment decision. No representation is made that any investment or strategy is suitable or appropriate to individual
circumstances or that any investment or strategy constitutes a personal recommendation to any investor. The levels and basis of taxation are dependent on individual circumstances and are subject
to change. Nahmani Grunder does not provide tax advice. Therefore, you must verify the above and all other information provided in the document and review it with your external tax advisors.
Investments are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, obtain independent professional advice
in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and analysis contained herein are based on sources considered to be reliable. However,
Nahmani Grunder does not guarantee the timeliness, accuracy, or completeness of the information contained in this document, nor does it accept any liability for any loss or damage resulting from
its use. All information and opinions as well as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future
returns, and the investor may incur losses on his investment. The investments mentioned in this document may carry risks that are difficult to quantify and integrate into an investment assessment.
In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are higher in the case of derivative, structured, and private equity products;
these are aimed solely at investors who are able to understand their nature and characteristics and to bear their associated risks. On request, Nahmani Grunder will provide investors with more
detailed information concerning risks associated with given instruments.The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates.
These rates may fluctuate and adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject to supply
and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and making it difficult to obtain a
price to dispose of the asset.If opinions from financial analysts are contained herein, such opinions expressed reflect their personal views about any given instruments. Nahmani Grunder may or may
not hold positions in securities as referred to in this document for and on behalf of its clients.Switzerland: This document has been issued in Switzerland by Nahmani Grunder & Cie AG, an asset
management company that is monitored by a supervisory authority (self-regulatory organisation, Swiss Federal Financial Market Authority FINMA, or other competent authority) and whose
management activities are conducted in accordance with the relevant legal and regulatory requirements of the supervisory authority.This document may not be reproduced (in whole or in part),
transmitted, modified, or used for any public or commercial purpose without the prior written permission of Nahmani Grunder.
© 2020 Nahmani Grunder & Cie AG – all rights reserved.
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