
 

 
 

 
 

 

 

GLOBAL EQUITY PERSPECTIVES                                   25 NOVEMBER 2019 
 

“Man is affected not by events, but by the view he takes of them.” 
 

Seneca the Younger 

1. STAYING CONSTRUCTIVE 
 
Investors have been following the PMI data closely because of its recent weaker readings. The next 
official US Manufacturing data will be announced on 2 December. In the interim, the Markit flash 
data provides an indication of private sector perspectives:    
 

US – Manufacturing PMI – ISM vs Markit 

 
The Markit Manufacturing PMI readings this year have stayed marginally above the critical 50 level 
and are now in a rising trend. This is clearly a positive development and we won’t be surprised if the 
official data may follow suit. 

US – Philadelphia Fed Business Outlook Index vs S&P 500  

We indicate in the above chart the historic S&P 500 peaks preceding two recessions (the vertical 
dotted lines). These coincide with Philadelphia Fed business outlook index readings of 7.5. The 
current reading is marginally above this level. Should the PMI data follow through as we touch on 
above, we expect the above business outlook data to remain constructive.  
Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2019.  Past 
performance should not be used as a guide to future performance. 
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2. ECONOMIC CYCLE 
 
We have updated our chart of the level and duration of US economic recovery cycles. As a reminder, 
we consider data following the preceding cycle peak for the sake of fair comparisons (not to be 
subject to the level of the depth of the respective recessions). 
 

Level & Duration of US GDP Recovery after Preceding Cycle Peak (%) 

The current cycle is the longest since 1948 and is double the average length. Despite this extended 
length, the level of recovery has not yet reached the average level of preceding recovery cycles. In 
our view the latter point has more significance in considering the risk of the recovery cycle running 
out of steam. 
 

S&P 500 – Annualised Total Return Over Economic Recovery Cycles (%) 

 
The annualised return over the current cycle thus far is +8.0% p.a. compared to the +9.8% p.a. 
average over all other cycles - almost a fifth lower. The return since 1927 is +9.4% p.a. We do not 
perceive the current cycle’s data to be out of order.  
Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2019.  Past performance 
should not be used as a guide to future performance. 
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We are of the opinion that the length of the current economic cycle provides no indication of risk for 
an imminent recession – it is about whether the economy may be overheated and whether there 
may be particular economic stresses building up. The following chart reflects the main issues in this 
context: 
 

US – Private Sector Debt/GDP vs Household Debt/Income and Inflation (%) 

 
Both the private sector and household debt ratios in the chart are in downwards trends while they 
all were in rising trends running up to all preceding recessions. A similar constructive comment can 
be made around inflation. These charts do not currently reflect any material economic stresses in the 
US economy. 
 
 

3. COST IN THE ECONOMY 
 
Exploring further on the major costs that can cause economic stresses we consider energy costs, 
wage costs and interest payments: 
 

US - Oil Price vs Recessions 

Sharp rises in the oil price historically preceded the recessions, contributing to major cost increases 
in the economy for the same output. This was particularly the case in the preceding two recessions. 
The current situation is very different – the oil price collapsed in 2014 and has currently in essence 
been flat for two years. 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2019.  Past 
performance should not be used as a guide to future performance. 

 

 



4 
 

US – All Labour Costs / Total GDP (%) 

Labour costs historically rose to levels in excess of 56% of GDP (apart from the most recent recession). 
This ratio is currently rising, but is still lower than its levels preceding all previous recessions, well 
below historic average levels despite full employment levels.  
 

US – Household and Private Sector Interest Payments 

The above chart reflects our rough estimates of interest payments by households (relative to income) 
and the private sector (relative to GDP). Despite the recent increase in the prime rate, both groups’ 
interest payment ratios are currently closer to their respective low levels than their average levels.  
 
It does not seem that energy, wage or debt service costs are major threats in the US economy. 
 
 

4. HOUSEHOLD SAVINGS 
 
We show in the chart on the following page the US household savings rate along with the ratio of 
their net worth to disposable income. 
 
It is striking that historically there was quite an inverse correlation between the two series – as the 
net worth increased the savings rate dropped, respectively getting to cycle highs and lows in the run-
up to the respective recessions. The bottom chart of the spread between the two series illustrate this 
phenomenon clearly.  
 
The savings rate is currently in a rising trend, causing the spread to be the inverse of the case 
preceding previous recessions (see the yellow arrow). This reflects a healthy US household financial 
situation.   
Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2019.  Past 
performance should not be used as a guide to future performance. 
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US – Household Savings Rate (%) vs Net Worth 

 
5. NESTLE DIVIDEND 

 
We can understand why Nestlé is popular with Swiss equity investors: 
 

Nestlé Dividend Yield vs Swiss Ten Year Rate (%) 

The share is currently trading at a +2.4% dividend yield, compared to the Swiss ten year yield of                
-0.5%. The spread of +2.9% is +1 standard deviation away from its long-term average, and even 
marginally above its average during the current economic upswing (the broken white line). This 
spread seems relatively wide considering our expectations of +4.5% p.a. per share dividend growth 
over the medium term. 
 
 
 
Gerrit Smit      
Partner - Head of Equity Management 
Stonehage Fleming Investment Management Limited   
15 Suffolk Street 
London 
SW1Y 4HG 

 

 
 

 

 

 

 

Source: Bloomberg & Stonehage Fleming Investment Management Limited. November 2019.  Past 
performance should not be used as a guide to future performance. 
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RISK DISCLOSURE 
 
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.  
 
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.  
 
In general, underlying investments denominated in foreign currency are not hedged back into the 
reporting currency.  Among the factors that may influence currency values are trade balances, the 
levels of short-term interest rates, differences in relative values of similar assets in different 
currencies, long-term opportunities for investment and capital appreciation and political 
developments. 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. 
 
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.  Any reference to taxation 
relies upon information currently in force.  You should note that the bases and rates of taxation may 
change at any time.  Tax treatment depends upon the individual circumstances of each client and 
may be subject to change in the future. 
 
In addition to the information provided by Stonehage Fleming Investment Management Limited you 
may wish to consult an independent professional. 
 
It 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 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). 


