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STEERING BETWEEN CONFLICTING CROSSWINDS

Overview

The trade dispute between the United States
and China has escalated a number of times
in recent weeks and the two sides seem to
have now dug in their heels on positions that
are difficult to reconcile. On the face of it, the
road to an agreement will be rough indeed.
Yet equity markets have not taken a broadside
hit and last week’s best-performing stocks
were in defensive sectors that included phar-
ma, consumer goods and insurance, whereas
technology and semiconductors, in particular,
fell sharply. In view of the concern expressed
by users and companies, the US govern-
ment took a small step back from the brink
by granting the Chinese telecoms equipment
manufacturer Huawei a three-month reprieve
from sanctions.

Our basic scenario is that common sense will
prevail regarding the two sides’ reciprocal
interests, since neither China nor the US will
derive any benefit from a deep downturn in
their GDP. The New York Fed has calculated
that the new slew of tariffs slapped on Chi-
nese imports will cost American households
(which contribute most to domestic growth)
some USD 800 a year. The dispute is there-
fore bound to wind down eventually and, as
a consequence, we are leaving our asset allo-
cation unchanged. Presidents Xi Jinping and
Donald Trump are set to meet privately at the
next G20 summit in Japan.

Key data

Investors are currently steering between con-
flicting crosswinds, hoping for signs of stabili-
sation after the blow to their confidence dealt
by trade tensions. The economic background
nevertheless remains one of steadily rising
global expansion, despite the waning cycle.
This prospect could regain the upper hand in
investors’ minds and underpin stockmarkets.
Consumption indicators, in particular, are still
buoyant. The OECD has just published its new
global growth forecasts for 2019 and 2020
and has called upon governments to avoid a
trade war. The organisation lowered its projec-
tion for global GDP growth by 0.1% to +3.2%
for the current year while leaving the one for
2020 unchanged at 3.4%. Despite the circum-
stances, it raised its 2019 forecasts for both
the US and the Eurozone.

The Chinese yuan stopped falling after officials
warned that speculators who sell the currency
short will inevitably face heavy losses.
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Above 9,500 points we remain
bullish with an upside objective
of 9,750 points. Below 9,500,
however, the index could head
back down towards 9,250.

USDICHF  EURICHF sMmI SroRO.,  DAX30  CAC40  FTSE100 | S&P500  NASDAQ  NIKKEI EMNL'{%%?SG
Latest 1.00 1.12 9'666.89 3'350.70 12'011.04 5'316.51 7'277.73 | 2'826.06 7'637.01 21117.22 986.65
Trend » » » \ 4 \ 4 \ 4 » \ 4 \ 4 \ 4 \ 4
%YTD 2.05%  -026% | 14.68%  11.64%  13.75%  12.38%  8.17% | 1273%  1510%  551% 2.16%

(Daten vom Freitag vor der Publikation)



N°510
27 May
2019

Authors:

Jean-Paul Jeckelmann,
ClO, CFA

Julien Stahli,
MBF Boston University

Francoise Mensi,
Ph.D in Economics.

Pierre-Francois Donzé,
M. Sc. in Economics

Valentin Girard,
CFA

FLASH

BOURSIER

S&P 500 GROWTH INDEX / S&P 500 VALUE INDEX
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The phenomenal rise of growth stocks

For almost 12 years now, so-called “growth”
stocks have outperformed their rival “value”
peers, i.e. shares that trade at a relative dis-
count to their book value.

Although the definitions of growth and val-

ue stocks are not set in stone, the industry

agrees broadly on at least two parameters:

e A value stock has a low price-to-book
ratio.

e A growth stock is issued by a company
with fairly high expected earnings growth.

The global leader when it comes to classify-
ing stocks’ valuations is the S&P Dow Jones
group. Its indices use an average of three cri-
teria per category (including the two indicated
above) to assign a style to each stock. For ex-
ample, the S&P 500 universe is divided into
two sub-indices: S&P 500 Value and S&P 500
Growth.

The Growth Index to Value Index ratio present-
ed opposite shows that the prices of growth
stocks have risen tremendously over the past
12 years and are now at their highest levels
since the peak of the dotcom bubble in the
early 2000s.

There are two explanations for this surge:

1. The market likes to dream, like it did
during the dotcom bubble, so stocks
such as Amazon and Facebook tend
to make investors dream more than the
“less fun” dividend stocks (even those
that pay a high yield) issued by telecoms
providers and utilities.

2. When discounting future earnings against
interest rates, investors value stocks with
high expected earnings growth more in
periods when rates are low, as they clear-
ly are at present.
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