
 

 
 

 
 

 

 

GLOBAL EQUITY PERSPECTIVES                                               12 JULY 2020 
 

“The best qualification of a prophet is to have a good memory.” 
 

George Savile 

1. ECONOMIC FUNDAMENTALS 
 
Important leading economic data was released last week: 
 

US – Important Leading Economic Indices  

 
The Conference Board Leading Economic Index has dropped notably less than during the Credit Crisis, 
and seems to have stabilised. The same comment is true for Consumer Confidence – it has actually 
stabilised with the previous reading and turned upwards with the most recent reading. Both the 
Manufacturing and the Non-Manufacturing PMI indices have already recovered into constructive 
territory (readings above the 50-neutral level). 

 
JP Morgan Global Manufacturing PMI Index vs Copper Price ($)                  

   
The global Manufacturing PMI index has also recovered well, though not yet to economic 
expansionary levels yet. The copper price acts as a fair global economic indicator and reflects a similar 
constructive picture. 
 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. July 2020.  Past performance 
should not be used as a guide to future performance. 
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2. ECONOMIC SHAPE OF RECOVERY 
 
Economists and investors debate the potential shape of the new economic recovery cycle, be it a V, 
U or a W-shape (a low probability is generally assigned to an L-shape). We have studied the historic 
shape of the stock market recovery under each of those scenarios: 
 

S&P 500 – Indexed to 100 at end of Historic Recessions 
Indexed to 100 at end of Recession. Post WWII. 

 
 
A few clear trends are identified form the analysis: 
 

 Share prices behaved quite similarly under conditions of all of a V, a U and a W-shape 
economic recovery environment for about eight months (the shaded area in the chart. 
Investors had good time to form an impression what shape of economic recovery was 
heading their way. 

 Share prices continued their recovery trend for longer under a V-shape economic recovery 
environment. 

 A U-shape recovery delivered similar returns to the V-shape share price returns for nine 
months after the end of the recession. 

 The U-shape recovery delivered more volatile share price deliveries than the V-shape, but at 
times outperformed and ended the three-year period with quite a similar overall delivery. 

 Whilst the W-shape recovery delivered share price performances as good as the others for 
four months after the end of the recession, it subsequently underperformed for nine months. 
Share prices then resumed a strong recovery, ending the three-year period not that far from 
the V or U-shape economic recoveries. 

 
On the basis of this analysis, investors need not, for a while, be overly concerned about the shape of 
the economic recovery process coming their way. 
 
 

3. MARKET RECOVERY 
 
The market has completed an exceptional 3-month performance, of course off a very low base. After 
dropping close to 35% from its peak in February reacting on the GVC (Great Virus Crisis), the S&P 500 
and MSCI AC indices have already recovered by +42%. They are within 6% of their peak levels. 
 
 
 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. July 2020.  Past performance 
should not be used as a guide to future performance. 
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MSCI AC & S&P 500 Indices Indexed to 100 on 19 February 2020 

 
 
On a rolling 3-month performance basis the S&P 500 index has completed the third best performance 
since 1950. Investors therefore rightfully wonder whether such a high base is a warning sign for low 
potential returns going forward. 
 
We have studied the historic returns following the ten occasions with the best 3-month performances 
of the S&P 500 index since 1950. The results are reflected in the following chart: 
 

S&P 500 Total Returns Following Its 10 Best 3-Month Performances 
Data from January 1950 to June 2020 

 

 
 
The chart reflects both the average and the median performances following the best performance 
occasions. The results are pleasing after three months, in some instances well into double digits. The 
ratios of positive readings are also high in most cases. Based on this chart alone, it therefore seems 
that investors should not fear the good stock market recovery we’re currently experiencing. 
 
 

4. FEAR OF COMPLACENCY 
 
Many perceive the market to be complacent currently. The following charts provide some context: 

Source: Bloomberg & Stonehage Fleming Investment Management Limited. July 2020.  Past performance 
should not be used as a guide to future performance. 
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AAII Bullishness Index vs S&P 500 

 
 
The above chart reflects the level of bullishness in the US retail market, based on the surveys done 
by the American Institute of Individual Investors. Strikingly, their views have thus far served as good 
contra-indicators – they are often most bullish at market peaks (the reverse is also true). The Index 
is currently at -1 SD (Standard Deviation) levels, reflecting severe pessimism. We do not detect any 
complacency in this chart. 
 
The following chart is helpful in the context of the US institutional market: 
 

Survey Question : Where Will the S&P 500 Index be at Year End 
Compared to Current Value 

 
 
Participants in the above recent survey indicated the return bracket they expect by year end. We 
take the middle bracket (-5% to +5%) as a neutral level. Those readings to the left (the pessimists) 
add up to 37% of the participants, while those to the right (the optimists) add up to 41%, leaving only 
a small edge on the pessimists. Further to this, the extreme optimists (>+10%) exceed the extreme 
pessimists (<-10%) by only 1%. It therefore seems that that institutional market is quite balanced in 
their views and we do not detect complacency here either. 

Source: Bloomberg & Stonehage Fleming Investment Management Limited. July 2020.  Past performance 
should not be used as a guide to future performance. 
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5. EARNINGS CYCLE 
 
Share prices follow earnings expectations most of the time. As with the GFC (Great Financial Crisis), 
it seems that the earnings outlook with the GVC has bottomed less than two months after the S&P 
500 index bottomed, as reflected in the following chart:  
 

S&P 500 vs Consensus Expectations for 12-month Forward Earnings ($) 

 
 
It is striking that the earnings expectations keep rising, and are already 10% higher than at their 
bottom. The earnings trend therefore appears to be structurally supporting share prices. 
 
We have done a study in this context on earnings cycles after US recessions. The results are reflected 
in the following chart: 
 

S&P 500 – Total Return Following Bottoms in Earnings Cycles 
Data from January 1950 to June 2020 

 
Returns have been predominantly positive after bottoms in earnings cycles, in double digits 
compounded returns over longer periods. On this basis, it would be good for investors if the current 
earnings cycle proves to have already bottomed. We believe investors should therefore rather look 
for entry than exit points to reap the benefits of being in the market. 

Source: Bloomberg & Stonehage Fleming Investment Management Limited. July 2020.  Past performance 
should not be used as a guide to future performance. 
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6. E-COMMERCE 
 
The e-Commerce industry has very soon been a major beneficiary of GVC. Whilst this is general 
knowledge, we wonder whether everyone realises the extent of the structural change: 
 

US – e-Commerce Penetration (% of Sales) 
Acceleration of Strong Trend 

 
 
Before the GVC, the e-Commerce penetration was 16%. It took ten years to increase the penetration 
by 11%. Within two months of the GVC, the penetration increased by a similar percentage. 
Effectively, this industry has been propelled into the future, at little cost. The leaders now have an 
immense competitive edge being ready with their infrastructure, and can be much more profitable 
immediately. 
 
We cannot recall such a positive seismic shift in any business environment before. 
 
 
 
 
 
Gerrit Smit 
 
Partner - Head of Equity Management 
Stonehage Fleming Investment Management Limited   
 
15 Suffolk Street 
London 
SW1Y 4HG 

 
 
 
 
 
 
 
 
 
 

 
 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce & Stonehage Fleming Investment Management Limited. June 2020.  
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 
 
FP: ID0000530 
 
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). Approved for distribution in Jersey by affiliates of Stonehage Fleming 
Investment Management that are regulated for the provision of financial services by the JFSC. 


