
 

 
 

 
 

 

 

GLOBAL EQUITY PERSPECTIVES                                       28 JANUARY 2019 
 

“The more I live, the more I regret how little I know." 
 

Claude Monet 

1. MARKET CONDITIONS 
 
We monitor several indices reflecting general capital market conditions. Each one considers 
the sponsor’s perceptions of the capital market environment, including stresses in the 
financial system. 

 
Bloomberg US Financial Conditions+ Index vs S&P 500 

The above index considers overall stresses in the overall money, bond and equity markets, 
along with indications of asset bubbles to assess financial market conditions. It also serves 
as a leading stock market indicator. We notice that it did not overreact with the recent stock 
market volatility, with the most recent readings turning upwards. 
 

Goldman Sachs US Financial Market Conditions vs S&P 500 

Goldman Sachs’s financial markets conditions index also serves as a leading indicator at its 
peaks and troughs and portrays a similar environment. It has recently moved beyond its 
average reading, but has since recovered. 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2019.  Past performance 
should not be used as a guide to future performance. 
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BofA Merrill Lynch Global Financial Stress Index vs MSCI World AC Index 

Merrill Lynch’s global financial stress index has been portraying a less constructive picture 
for most of last year. It has recovered well recently and is currently on a neutral level with 
no clear guidance. 
 
All-in-all, the US financial market conditions seem to remain constructive, and more so than 
the international markets. 
 
 

2. BUSINESS OUTLOOK 
 
We frequently update our clients with the most important leading economic indices. Their 
basic message continues to reflect a constructive picture, but with a moderating outlook.  
 
The following chart reflects the general US business outlook: 
 

Philadelphia Federal Reserve US Business Outlook Index vs S&P 500 

The Philadelphia Fed’s business outlook index is a valuable stock market leading indicator. It 
has historically provided a clear warning for an upcoming recession. Along with these, it has 
historically called for a stock market peak when its reading drops to a reading of 8 points 
(indicated with the dotted lines on the chart). 
 
The index has been moderating from elevated levels for most of last year but continues to 
stay above the 8 reading. The most recent reading rose to a level double this warning level. 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2019.  Past performance 
should not be used as a guide to future performance. 
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3. EMPLOYMENT 
 
Employment data is critical for most financial market considerations. US employment data 
remain resilient as reflected in the following chart: 
 

US – New Employment Numbers (‘000) vs S&P 500 

 
New employment numbers historically dropped long before the respective recessions kicked 
in. New employment in December was at a high level 312,000, especially for a December. 
The current 12-month running level (220,000) is 65% in excess of the long term average of 
133,000.   
 

US – New Job Openings vs Unemployed Numbers (‘000) 

The number of new job openings exceed the number of unemployed people by 14%, with a 
growth of +16% in the number of openings. Both the trend of openings growth and the ratio 
of openings to unemployed in the above chart remain constructive. 
 
Whilst the manufacturing component of the US economy is the smaller portion against 
services employment, it is more volatile and serves as a valuable indicator of changes to 
come in the overall economy. We show in the following chart the growth in manufacturing 
employment with the manufacturing PMI index, both strong leading economic indicators. 
PMI data is rolling over, but still indicates healthy expansion. The growth in employment is 
also rolling over, but from a record level of more than 3%.  This continues painting a positive 
economic outlook picture. 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2019.  Past performance 
should not be used as a guide to future performance. 
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US – ISM Manufacturing PMI Index vs Growth in manufacturing Employment (%) 

 
All-in-all, US employment seems healthy, supporting the US economy well. 
 

 
4. CONSUMER MARKET 

 
US Consumption has grown to over 70% of their GDP and the health of the consumer market 
remains critical for stock market performance. 
 

US – Nominal and Real Consumption Growth (%) vs S&P 500 

The rate of nominal and real US consumption growth is still accelerating (at +4.7% and +2.9% 
respectively). Historically these growth rates decelerated in the run-up to the respective 
upcoming recessions.  The current situation therefore seems constructive in this context. 
 
Retail sales clearly are a good barometer of consumption. We show the value and growth of 
retail sales in the US and in China in the chart following on the next page, both series in US$ 
terms.  
 
US growth remains steady at +5%, a very solid number reflecting a confident US consumer 
market. In nominal value terms, Chinese retail sales have caught up with the US retail sales. 
Strikingly, though, in growth terms their sales have decelerated quite materially (also in 
Renminbi terms), but at +6% is still exceeding the US growth figure.  

Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2019.  Past performance 
should not be used as a guide to future performance. 
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US and China Retail Sales ($ terms) 

 
Overall, the US consumer and consumption markets seem to remain strong. There are some 
reservations about the deceleration in China. 
 
 

5. RECESSION FEARS 
 
We often comment about our perceptions of the risks for an approaching US recession. The 
following two charts serve as short updates: 
 

US – Recession Probability vs S&P 500 

The above chart shows the NY Fed’s recession probability index along with the S&P 500 
index. The probability value has been rising materially over the recent months, currently 
reflecting a 21% probability. 
 
The chart shows the earlier events when the probability index had similar readings (see the 
yellow dotted lines). It also shows the timings of the stock market peaks following those 
events (the red dotted lines), and the time periods between the relevant events (the yellow 
arrows). On this basis, the stock market peaks on average 22 months after a 21% probability 
reading, and a recession starting even later than that. 
 
The following chart shows the growth in US corporate profits (before tax) along with the 
yield curve. The main premise is that both profit growth stagnates and that the yield curve 
inflates some time before recessions kick in. 
Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 2019.  Past performance 
should not be used as a guide to future performance. 
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US – Growth in Corporate Profits Before Tax (%) vs Yield Curve (%) 

Neither of the said conditions are in place yet. On this basis, we believe we cannot expect an 
imminent recession. 
 
 

6. EUPHORIA 
 
We measure the level of investor euphoria by adjusting the earnings valuation levels with 
the stock market volatility and categorising these readings between armageddon (extreme 
fear) and mania (extreme optimism) categories: 
 

Euphoria Index vs S&P 500 

Euphoria readings have recently dropped sharply, touching armageddon levels. They are 
currently between sceptical and disciplined levels. We perceive this as a healthy investment 
environment. 
 
 
Gerrit Smit                             
 
Partner - Head of Equity Management 
Stonehage Fleming Investment Management Limited   
15 Suffolk Street 
London 
SW1Y 4HG 
T +44 20 7087 0000     
Email gerrit.smit@stonehagefleming.com 
www.stonehagefleminginvestments.com/gbi            
Source: Bloomberg & Stonehage Fleming Investment Management Limited. January 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.  
 
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). 


