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Key highlights
· This month we continue to recommend a balance between cyclical and 

defensive names

· The sector rotation that begun in August is continuing to gather pace

· 2019 has been a stellar year for equity market returns, 2020 is likely to be more 
challenging

· With the UK election now behind us, we recommend adding to UK equities

· We present our sector preferences on page 5.

· Our emerging markets views outlined on pages 6 and 7.
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Welcome to the 17th, and Christmas edition 
of the Equity Monthly. 
It is the time when one should pause to 
reflect on the year that is about to draw to a 
close. 2019 also brings to a close the second 
decade of the 21st century. The year has been 
a tumultuous one, with seismic rifts and 
shifts in the world order. It has been a year 
which has been dominated with political 
uncertainty, trade acrimony, and as it draws 
to a close, the world feels like it has shifted to 
a somewhat less comfortable place. Despite 
this, in terms of equity market performance, 
it has been stunning. As at the time of 
writing, most developed market equity 
indices are up 20% or more over the year. 
The notable leader has been the RTS Index 
in Russia up 40% and the notable laggards, 
the FTSE 100 Index up 11% and the Hang 
Seng Index managing to gain only 6%. 
Nevertheless, few would have predicted such 
stunning gains as we rolled the calendar over 
to 2019. Memories of those dark days of 
December 2018, when the S&P 500 Index 
fell 16% in three short weeks in the run up to 
Christmas, are long forgotten and long may 
they remain buried in the past. Since then, 
we have seen markets reach new all-time 
highs in the US and things are even 
beginning to show tentative signs of 
improvement in Europe. British voters went 
to the polls once again in December and 
overwhelmingly supported Boris Johnson’s 
pledge to ‘get Brexit done’. The 
Conservatives’ resounding victory in 
winning 365 of the 650 seats in parliament 
is their biggest victory since Margaret 
Thatcher swept to power in 1987. It breaks a 
three-and-a-half year deadlock as the 
country has gone through paroxysms post the 
shocking referendum result of 2016 about 
how to go about leaving the European Union. 
It is frightening to think that it has taken this 
long to get to the starting line, as in reality, 

Foreword 

“Despite very high 
valuation, the software 
group is in our view the 

best place to hide as their 
business models have 

become more resilient.

Marco Baresi,  
 information technology 
analyst, Lombard Odier

“Leading insurance 
companies advocate a 

gradual and orderly 
energy transition to avoid 

a deep recession in the 
medium term.”

Mauro Carli,  
insurance analyst,  
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“We expect resilience 
from companies with 

more defensive business 
models i.e. hotels and 

restaurants as well as big 
brands in luxury and 

sportswear, which deliver 
higher rates of sales 

growth.”

Gosia Eggimann,  
luxury consumer 

discretionary analyst, 
Lombard Odier

this is where they are. Negotiations with the 
European Union have not even begun yet. 
The Hang Seng’s dismal performance can be 
explained by the ongoing unrest in the 
region, triggered by proposed changes to the 
Extradition Laws back in February. The 
protests sparked by this have refused to die 
down and have damaged the region’s 
reputation as a stable destination for 
investment. Developed market investors 
have kept their capital close to home, and 
with domestic returns in the 20s it is not hard 
to see why. Since Chris Patten handed 
control of Hong Kong back to the Chinese in 
1996, Hong Kong’s relationship with China 
has always been a tense one. The British 
acquired Hong Kong from China in the 
Treaty of Nanking after the Chinese lost the 
first opium war in 1842. Hong Kong 
maintains relative independence from 
mainland China under the system of “one 
country, two systems”, but this independence 
is being severely tested by the current unrest. 
With the price of pork spiking on the 
mainland because of African Swine Flu there 
is the risk that urban unrest from Hong Kong 
could easily spread and could provoke a 
heavy-handed response from the Xi 
government.  The backdrop to the 
Tiananmen Square uprising is not dissimilar 
to today. Add to this the tense standoff 
between the US and China over trade and is 
easier to imagine the Chinese regime more 
as a caged tiger than a benevolent panda, the 
latter being an image they would far rather 
portray to the Western World.
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House view

As we look to 2020, we do not expect the same level of returns 
as we enjoyed in 2019. What really drove equity market 
returns this year was a benign monetary policy environment, 
solid, if unspectacular earnings growth and light investor 
positioning. Two of those three factors should persist next 
year, with the third, investor positioning, where we are likely to 
see some change. Given the losses experienced in December 
2018, highlighted above, many investors were cautious to 
reengage and as a result spent much of 2019 watching the 
equity market rally from the sidelines. That has changed over 
the course of the last two months of the year. Markets which 
continue to make new highs tend to suck money in and from 
the data that we monitor, it seems that wary institutional 
investors have become more bullish over the last quarter and 
are increasingly buying into the rally. In addition, many of the 
risk arbitrage and quant-based hedge funds will use the period 
of lower volatility to go long of the market, and this buying is 
likely to push markets higher. However, as more and more 
market participants buy into the asset class, one of the market 
support mechanisms will fade. If there are lots of people 
waiting on the side-lines to buy, any sell-off will be viewed as 
an opportunity to go long and sell-offs will be shallow. The 
more players go long of the market and the fewer there are on 
the sidelines, the higher the risk of a larger sell-off, or so the 
logic goes. With interest rates where they are, and no visible 
signs of inflation, it is hard to see an end to this rotation out of 
interest-bearing asset classes and into equities any time soon. 
Indeed, it could just be the beginning. 2019 saw large net 
institutional sales of equity funds and this has only just turned. 
2020 is an election year in the US, which has historically been 
a good time to invest in global equity markets. Looking at data 
going back to 1928, there have been 23 election years in the 
US and only four of them have yielded negative returns for US 
equities. The negative years were 1932, 1940, 2000 and 
2008. The mean return over all 23 years running up to an 
election was 11.3%, which is well in excess of the mean return 
over all years of 6.7%. One should remember that there are 
always exceptions that prove the rule, but the odds are food for 
thought. 
2020 is likely to be characterised by more bouts of volatility 
than 2019, but these should bring opportunities. We started 
off 2019 with the CBOE Volatility Index, the “VIX” at 25, a 
level that it never revisited during the year. We had peaks at 23 
in May, 24 in August and 21 in October, but the indicator 
remained relatively contained during the year. So 2019 could 
best be described as a benign backdrop for volatility. Unlike 
equity market returns, using a smaller data set (the CBOE has 
only been calculating the index since 1986) there is no 
observable pattern in volatility being higher or lower than 
average in the year running up to a presidential election. 

One could say that President Trump is a rather unconventional 
candidate and given that there is a live impeachment process 
currently underway in the House of Representatives, this 
year’s run up to the election could yield some surprises. The 
outcome of the election will depend heavily on whom he is 
running against. We will not know who the Democratic 
nominee will be until July and this gives plenty of time for 
investors to fret about the prospects of either Elizabeth Warren 
or Bernie Saunders running against Donald Trump. A Warren 
or Saunders sitting in the White House could have significant 
repercussions for sector positioning and markets are likely to 
begin handicapping these odds well ahead of the November 
result. A more left-leaning candidate could spell regulatory 
doom for the mega cap technology, healthcare, financials and 
basic materials sectors. Outside of technology, these other 
sectors are some of the most attractive in terms of relative 
valuations and the prospects of regulatory headwinds could 
account for some of this. However, even Elizabeth Warren has 
been walking back her rhetoric on healthcare reform, saying 
that a single-payer system would only be possible in her third 
year of office, after a two-year transition period. The 
healthcare sector breathed a collective sigh of relief and rallied 
strongly, to post the second-best performance of any sector in 
the S&P 500 over the month of November. We are of the 
strong opinion that Medicare for All is unlikely to become 
reality any time soon and that the relative discount of the 
healthcare sector was unwarranted. We are starting to see that 
the market is coming around to this way of thinking too. 
The recent announcement of the Phase 1 Trade Deal between 
the US and China, is encouraging, although we are still rather 
short on detail. We know the Chinese have agreed to import 
some agricultural commodities, play more fairly when it comes 
to intellectual property and be more transparent with their 
management of the yuan, but the real proof will be in how they 
act over the coming months. President Trump will notch this 
up as a significant victory for his administration, one that may 
be sorely needed coming 11 months before the election, but it 
is unlikely to be significantly impactful when it comes to real 
GDP growth. The rollback of tariffs should help trade flows 
which have plummeted, but we would caution against reading 
this as the end of the trade skirmish. There are likely to be 
many more twists and turns along the way.
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Sector positioning

North America
US

Media
Consumer Services
Commercial & Professional Services
Technology Hardware & Equipment
Pharmaceuticals & Biotechnology
Materials
Semiconductors & Semiconductor Equipement
Insurance
Energy
Capital Goods
Telecommunication Services
Banks
Software & Services
Automobiles & Components
Retailing
Health Care Equipment & Services
Diversified Financials
Utilities
Food Beverage & Tobacco
Food & Staples Retailing
Consumer Durables & Apparel
Household & Personal Products
Real Estate
Transportation
Small caps

Canada

Continental Europe incl. UK
Retailing
Media
Diversified Financials
Semiconductors & Semiconductor Equipement
Telecommunication Services
Food Beverage & Tobacco
Energy
Consumer Durables & Apparel
Insurance
Banks
Pharmaceuticals & Biotechnology
Capital Goods
Materials
Utilities
Automobiles & Components
Software & Services
Commercial & Professional Services
Consumer Services
Food & Staples Retailing
Health Care Equipment & Services
Household & Personal Products
Real Estate
Technology Hardware & Equipment
Transportation
Small caps

Japan
Small caps

Pacific ex-Japan

Emerging markets

Underweight Overweight
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Emerging markets corner

We had an explosive month in emerging markets with all major 
geographies posting returns above 2% with the exception of 
South Africa. The rally was largely on anticipation of a US-
China Phase 1 Trade Agreement. What came out was 
something perhaps less ambitious than the market had been 
hoping for, but it was nevertheless a significant de-escalation 
of the tensions that have prevailed throughout 2019. The 
Chinese have agreed to import USD 200 billion more of goods 
than they did in 2017 including manufactured goods, 
agricultural products and seafood products. In addition, they 
have agreed to respect US intellectual property and offer more 
transparency as to how they are managing their currency. In 
return, the US has agreed to remove the tariffs that were meant 
to go into place on an additional USD 160 billion of goods in 
December ( “List 4.B”), and to reduce the tariffs on the USD 
112 billion of goods on “List 4.A” by half, from 15% down to 
7.5%. China in return will cancel the retaliatory 25% tariff 
scheduled to go into place on 15 December, which included US 
autos. The upshot of this all is that we now have tariffs at an 
average level of 13.8% on USD 362 billion of goods imported 
into the US from China. The development is significant, in that 
the rollback of the List 4.A tariffs is the first rollback since the 
skirmish began.  Whilst the trade skirmish has dominated news 
flow for much of 2019, the situation as it currently stands is 
not as frightening as some would have us believe. It is by no 
means solved, and there is the very real risk that it will re-
escalate next year, but for now at least, the worst-case outcome 
has been avoided. Time will tell how serious the two parties are 
about abiding by the terms of the agreement, with the 
enforcement issue being the real fly in the ointment. 

The deal is expected to be signed in the first week of January. 
Assuming that this is the case, we think global trade flows will 
begin to recover in 2020 and this should be good for the 
emerging market complex as a whole. The other two critical 
elements to the outlook for EM, is the outlook for the US dollar 
and commodities. The dollar has been strong throughout 2019 
as there was a lot of crowding into the safe haven currency. The 
carry offered by the greenback is superior to most other 
developed market currencies, and with US equities on a tear it 
is easy to understand why investors were happy to hold onto 
US dollars. Now the cracks are beginning to show and 
stabilisation vs emerging market currencies should allow 
speculators to begin dipping their toes into EM currencies once 
again. As for commodities, the slowdown in global trade kept 
the entire complex under pressure in 2019. Looking to 2020, 
as trade recovers, so should demand for commodities, and we 
should see some signs of recovery in prices. Both of these 
factors should turn from a headwind to a tailwind in 2020. 
Given China’s gargantuan weighting in EM indices, at 34%, 
overall performance will be dominated by China’s.  With the 
government at the ready to pass stimulus measures, the set-up 
looks relatively positive. 
India has had a volatile 2019, and 2020 is likely to be more of 
the same. However, it may be set for a turnaround at the 
beginning of the year as credit becomes easier and investment 
returns. As always with India, hope springs eternal for 
regulatory reform and these hopes have often been dashed. 
Modi has failed to deliver thus far, so let us hope he wakes up in 
2020 with renewed courage and vigour.
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2. Chinese manifacturing and copper price index

1. Chinese credit impulse
 12-month change (in %)

*right hand scale
Sources: Bloomberg, Lombard Odier calculations 

Sources: Bloomberg, Lombard Odier calculations 
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3. S&P 500 – Valuation relative to history

Sources: Datastream, Lombard Odier calculations 

Earnings and valuation

6. Europe vs US relative valuation

4. Stoxx 600 Europe – Valuation relative to history

Sources: Datastream, Lombard Odier calculations 

5. MSCI emerging markets – Valuation relative to history

Sources: Datastream, Lombard Odier calculations Sources: Datastream, Lombard Odier calculations 

P/E multiples have continued to expand and are now at one 
standard deviation on the S&P500. The index continues to 
roar ahead, making new all-time highs against the backdrop of 
a US/China phase 1 trade agreement and a strong Q3 earnings 
season. Spain, the UK and Germany occupied three of the top 
four spots for performance over the past month in US Dollar 
terms, all driven by multiple re-rating and currency 
appreciation vs the USD. Rounding out the top four, was the 
US. The Japanese market occupied the 5th position.  However, 
these returns were dwarfed by emerging markets, which 
outperformed developed markets by 2.6% over the month. 
The UK market stands out in terms of relative valuations, 
trading at a discount to other European markets. The reasons 
for this are well known, but we think that post the general 
election result, this valuation discrepancy will narrow. 

The Japanese market is currently trading in line with its 10 
year median P/E. 
Europe continues to make up ground vs the US, and we think 
that this is likely to continue for some time yet, owing largely to 
it being perceived as a deep cyclical/value play. The Swiss 
market continues to trade expensively and has not traded well 
over the past month, owing to its heavy weighting in defensive 
sectors such as consumer staples and healthcare. The index 
appears to have decisively broken through the 10,000 level on 
the back of another strong earnings season. 
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7. S&P 500 – 12 months forward EPS* growth

Sources: Bloomberg, Lombard Odier calculations 

9. MSCI Europe  – 12 months forward EPS growth

Sources: Bloomberg, Lombard Odier calculations 

10. MSCI Europe  – Cyclicals vs defensives
 Earnings and performance momentum

12. 1 month change in earnings revision ratio

8. S&P 500 – Cyclicals vs defensives
 Earnings and performance momentum

11. Earnings revision ratio by region

Sources: Datastream, Lombard Odier calculations 

Sources: Bloomberg, Lombard Odier calculations

Sources: Datastream, Lombard Odier calculations

* Earnings per share 

Sources: Bloomberg, Lombard Odier calculations
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Research Focus List

The table below shows the strongest investment convictions coming from our Equity Research team.

Name Country Sector Market Cap 
EUR bn

Last Price  
(18/12/19)

Price target 
(18/12/19)

Upside to  
Price Target

ABB Switzerland Industrials 46 23.6 24.0 2%

Abbvie United States Health Care 119 89.3 107.0 20%

Airbus France Industrials 100 129.9 147.0 13%

Alphabet United States Communication Services 842 1351.9 1'400.0 4%

Amazon United States Consumer Discretionary 782 1784.0 2'300.0 29%

Ametek United States Industrials 20 99.0 95.0 -4%

Anheuser-Busch Belgium Consumer Staples 145 72.7 98.0 35%

Chubb United States Financials 63 153.9 175.0 14%

CSX United States Industrials 51 72.9 80.0 10%

Dassault Systemes SA France Information Technology 38 144.1 170.0 18%

Deutsche Boerse Germany Financials 27 138.3 160.0 16%

Eog Resources United States Energy 41 80.6 108.0 34%

Exelon Corporation United States Utilities 38 45.4 48.5 7%

Infineon Technologies Germany Information Technology 26 20.5 22.5 10%

Ingersoll-Rand United States Industrials 29 133.2 144.0 8%

JP Morgan Chase United States Financials 390 138.0 130.0 -6%

Live Nation Entertainment United States Communication Services 12 64.0 74.0 16%

Nestlé Switzerland Consumer Staples 284 103.9 113.0 9%

Novartis Switzerland Health Care 211 91.9 108.0 17%

Palo Alto Networks United States Information Technology 20 229.4 275.0 20%

Prudential Britain Financials 45 1442.0 1'760.0 22%

Roche Switzerland Health Care 239 305.1 330.0 8%

S&P Global United States Financials 60 269.5 310.0 15%

Spotify Sweden Communication Services 25 150.9 210.0 39%

Total France Energy 126 49.0 53.0 8%

Sources: Bloomberg, Lombard Odier calculations
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12 months index forecast
Next 12 months fair values

US Europe EMU Switzerland UK Japan GEM
S&P 500 Stoxx 600 Eurostoxx SMI FTSE 100 Topix MSCI GEM

EPS YoY YoY YoY YoY YoY YoY YoY

2018 total index EPS 160 25 24 544 560 123 83

2019 total index EPS  
(consensus estimate) 164 2% 26 4% 25 4% 586 8% 536 -4% 127 3% 76 -9%

2020 total index EPS  
(consensus estimate) 180 10% 28 8% 28 10% 646 10% 569 6% 126 0% 86 14%

Next 12 months total index 
EPS (consensus estimate) 179 28 28 641 566 126 85

Next 12 months total index 
EPS (Lombard Odier  
estimate)

171 27 26 643 575 133 81

PRICE TO EARNINGS (P/E)

P/E in 12 months 
(Lombard Odier estimate) 19.5 16.3 16.3 16.6 14.1 12.6 14.4

Current P/E 17.9 14.9 14.7 16.5 13.3 13.7 12.8

12 MONTHS TARGET FAIR VALUES

Fair value estimate 1 
(rounded) 3'320 430 420 10'670 8'090 1'670 1'160

Spot price 3'195 418 406 10'550 7'542 1'737 1'087

Upside vs spot 4% 3% 3% 1% 7% -4% 7%

Est. gross Dividend Yield 
next 12 months 2.0% 3.6% 3.3% 3.3% 4.5% 2.4% 3.0%

Est. Total return  
next 12 months 6% 6% 7% 4% 12% -1% 10%

1  = P/E in 12 months x next 12 months total index EPS (Lombard Odier estimates)
Data as of 4 December 2019 
Sources: Factset, Bloomberg
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