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Welcome to the sixteenth edition of the 
Equity Monthly. 
During our recent annual visit to the 
American Mid-West, we observed – in 
addition to the heavy traffic indicative of a 
healthy economy – an upbeat tone in our 
meetings with corporate America. 
As for the markets, the rotation that began 
three months ago with the bottoming-out of 
bond yields has continued into November. 
We reiterate our view that this rotation – 
which can be highly painful if one is not 
positioned for it – may persist for some time 
yet. As we have been advocating a balance 
between cyclical and defensive sectors, the 
situation should not be too difficult for our 
clients. We recommended adding some 
energy exposure, as energy seemed to us 
both unloved and cheap. Energy’s relative 
performance has been volatile, but we think 
it is still worth adding to a sector that is not 
only the S&P 500’s least expensive, but 
which provides a hedge against political 
uncertainty in the Middle East. The world is 
politically a fragile place, with highly 
unstable situations in Hong Kong, Syria, 
Yemen, Venezuela, and Turkey. Despite this, 
companies seem to be faring quite well, and 
the Q3 earnings season in the US, Europe, 
Japan, and emerging markets (EM) ridiculed 
fears that had some commentators calling 
for large negative revenues and a contraction 
in earnings. True, earnings did contract by 
2.3% over the quarter in the US, but revenue 
growth – the more pertinent indicator – was a 
robust 4%. Markets have been buoyed 
unquestionably by the reversal in monetary 
policy – from a stance of tightening last year 
to one of loosening today. The US Federal 
Reserve has also begun expanding its 
balance sheet again – giving risk-taking the 
green light. The jury is still out on the 
wisdom of the quantitative easing 
experiment, but what cannot be denied is its 
effectiveness in supporting asset prices.  

Foreword 

“Potential new ESG 
disclosure requirements 

could separate stock 
selection into the most 

and the least advanced in 
terms of responsible 

business models.”

Mauro Carli,  
insurance analyst, 

Lombard Odier

“In a world where flows 
matter more than 

valuation, and with 
signals generally positive, 
we expect risk-on trades 

to continue supporting the 
most cyclical segments of 

the industrials space.”

Michael Kaloghiros, 
industrials analyst,  

Lombard Odier

“Energy is once again the 
most contrarian sector 

call, owing to its 
depressed valuation.”

Bastien Dublanc,  
energy analyst,  
Lombard Odier

The trade war between the US and the rest of 
the world has kept ‘animal spirits’ in check 
and has created enough uncertainty for 
central banks to keep both feet firmly on the 
accelerator. The Chinese economy is slowing 
, whilst the ongoing unrest in Hong Kong has 
been putting pressure on the Xi regime. The 
Chinese, too, could do without the trade war. 
Turning to the US, President Trump is facing 
impeachment proceedings in the House of 
Representatives in yet another surprising 
turn of events. With his eyes on the 
November 2020 elections, he must be 
sensitive to the perceptions of the electoral 
college. Some form of a deal with the 
Chinese could boost his chances of re-
election. The question is how much he is 
willing to give up in order to obtain a deal, 
and what the optimal timing is for a related 
announcement. One school of thought is that 
the sooner the better, as it will take some 
time to percolate through to the real 
economy and to improve the lot of the 
average voter. We, however, have some 
issues with this line of reasoning; our travels 
suggest that US consumers are in good health 
and that the tariffs have not affected their 
spending habits much. So would the Chinese 
agreeing to import some more soya beans 
and a few more motor cars really sway the 
average person? Another school of thought is 
that the American electorate remembers 
only events occurring in the month leading 
up to an election, and not much before that, 
so any deal struck this far away from the 
event would be lost. We are unsure of Mr 
Trump’s opinion on the matter, but we would 
not be surprised to find him leaning more 
towards the second school. Either way, one 
major assumption here is that a deal is up Mr 
Trump’s sleeve. Perhaps the Chinese have 
other ideas.
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House view

We are now through the Q3 earnings season, and it has proven 
quite robust. Looking further out, it would appear that leading 
indicators such as the Purchasing Managers Indices imply that 
the manufacturing sector should start improving from Q4 and 
then show a marked upswing in the first half of 2020. Earnings 
should begin expanding from here, and this should underpin 
equity market valuations as we move into an election year in 
the US. Multiples have expanded, explaining much of the 
equity market advance over the past three months. We will 
have to keep an eye on equities: if they continue to rise, 
valuations may become an impediment to new investments. So 
far, it has not been a problem, as the spigots of easy money are 
wide open. Interest rates are still extremely low, and this 
liquidity is hard to bet against. In terms of geographical 
positioning, no part of the planet is outright cheap – other than 
the UK and Japan. And both these countries have very specific 
problems: the UK has Brexit, and Japan is highly exposed to the 
US-China trade war. As we look to add further cyclicality to 
portfolios, the “most for our money” comes from emerging 
markets, which have lagged this year and should start to pick 
up over the next twelve months. The US dollar and commodity 
prices will be key to the fate of EM, but they should outperform 
developed markets if things start to improve. 
As noted above, what we found encouraging this last quarter 
was companies’ ability to grow their top line. As we move into 
the latter stages of this economic cycle, we would encourage 
readers to focus more on companies able to keep this 
momentum going as the air becomes thin. The US market 
finally managed to break out of its range, with the S&P 500 
hitting a successive number of all-time highs. We read this as a 
very strong signal, and expect the market to move higher over 
the coming months. We have been puzzled by the extent of the 
defensive positioning according to the Bank of America Global 
Fund Manager Survey. November’s survey is showing, 
however, that this positioning has started to unwind, as 
managers put more money to work in equities. We think this 
trend will continue to provide support over the coming months 
as more money comes in. We also note that some hedge fund 
strategies, such as risk arbitrage, will be raising their net 
exposure to equities, as the fall in volatility will now allow for 
it. Finally, there is seasonality, which has been a reliable 
feature over the past few decades. Investors favour the final 
three moths of the year for investing, and so far this year seems 
no exception.

1. Emerging markets country preferences 

Source: Lombard Odier

Current Change from last month
China 1.9% 2.4%

South Korea -1.0% 0.9%

India -2.7% 0.6%

Russia 1.4% 0.0%

Colombia 0.0% 0.0%

Qatar 0.1% 0.0%

Turkey 0.1% 0.0%

Chile -0.3% -0.1%

Peru 0.0% -0.1%

UAE 0.2% -0.1%

Poland 0.0% -0.1%

Philippines 0.0% -0.1%

Indonesia 0.2% -0.1%

Taiwan 0.2% -0.2%

Mexico -0.1% -0.3%

Thailand -0.2% -0.3%

KSA -0.4% -0.4%

Malaysia -0.2% -0.4%

South Africa -0.1% -0.8%

Brazil 1.0% -1.0%
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Sector positioning

North America
US

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

Canada

Continental Europe incl. UK
Retailing
Diversified Financials
Telecommunication Services
Media
Energy
Semiconductors & Semiconductor Equipement
Food Beverage & Tobacco
Insurance
Consumer Durables & Apparel
Banks
Automobiles & Components
Pharmaceuticals & Biotechnology
Materials
Capital Goods
Utilities
Software & Services
Health Care Equipment & Services
Commercial & Professional Services
Consumer Services
Food & Staples Retailing
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

It was a relatively quiet October, with a sprinkling of good news 
on the US-China trade front inducing a relief rally in the broad 
MSCI EM index, and bringing it close to the yearly high of 
1100. The ‘phase one’ agreement between the two countries, 
although not finalised, was taken very positively by market 
participants, and boosted the performance of trade-dependent 
emerging markets – such as China itself, and South Korea and 
Taiwan as well. However, late last week the mood surrounding 
the trade agreement turned sour, as President Trump spread 
some uncertainty about the future of an expected tariff 
rollback, and the WSJ newspaper reported that negotiations on 
purchases of agricultural products had hit a snag because 
China felt the concessions were too one-sided.
Again on China, which has moved to the largest overweight 
(OW) in the model allocation (Chart 1) – the country 
disappointed, with a slew of macroeconomic data pointing to 
continuing economic slowdown (Chart 2). Industrial 
production growth declined to 4.7% in October, compared to 
5.8% year on year (YoY) a month ago; fixed asset investments 
were up only 5.2% YoY vs +5.4% in September; aggregate 
financing to the real economy inched down 0.1% to 10.7% 
YoY; and retail sales fell to a six-month low of 7.2% YoY. In 
terms of sectors, the consensus-overweighted health care 
sector was the best performer over the last rebalancing period, 
as sentiment improved after some unexpected regulatory 
changes and companies in the sector reported decent Q3 
results. The main laggards were energy and telecom, 
underperforming on price pressure and disappointing 
quarterly results. It remains to be seen if the central 
government will continue its policy of minimal help to keep the 
economy afloat, or will commit to additional support 
measures. 

One of the main contributors to performance during this 
rebalancing period was a large UW position in Chile. What 
started as a student protest against an additional public 
transport fare hike of 30 pesos turned into nationwide strikes 
against poverty and inequality – strikes that are continuing 
despite some concessions made by President Pinera’s 
government. From an economic perspective, the social unrest 
led to a sharp fall in the Chilean peso (-12%), which in turn 
started to push inflation higher (2.7% in October) (Chart 3).  
As the protests spread to the main sectors of the Chilean 
economy – copper producer Codelco as well as port operations 
– the central bank will most likely look through the rise in 
inflation and FX moves, and remain dovish. At the same time, 
requested changes to the constitution and greater state 
provisions to social welfare and education have the potential to 
disrupt economic growth even more, and to apply continuous 
pressure on equity markets. 
Russia was again one of the best performers during the last 
rebalancing period (MSCI Russia up 44% since the beginning 
of the year), and remains one of the OW positions in the Model 
allocation. Flash GDP numbers for Q3 surprised on the upside 
(1.7% YoY), driven mainly by a better-than-expected harvest 
and trade numbers. On the equity front, the telecom sector 
strongly outperformed, led by MTS, which rolled back on its 
plans for a change in listing structure, as did the energy sector, 
which was buoyed by stable oil prices and some progress in gas 
transit negotiations between the EU, Ukraine, and Russia. The 
Russian equity market is on course to be the best-performing in 
2019, provided no geopolitical turbulence appears before 
year-end.
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3. Fall in Chilean peso is driving inflation higher

2. Chinese macro data still weakening

*left hand scale; **right hand scale
Sources: Bloomberg, Lombard Odier calculations 

* year-over-year
Sources: Bloomberg, Lombard Odier calculations 
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4. S&P 500 – Valuation relative to history

Sources: Datastream, Lombard Odier calculations 

Earnings and valuation

7. Europe vs US relative valuation

5. Stoxx 600 Europe – Valuation relative to history

Sources: Datastream, Lombard Odier calculations 

6. 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 one 
standard deviation rich vs the S&P 500. The index continues 
to roar ahead, reaching its all-time high against the backdrop 
of hope for a US-China ‘phase one’ trade agreement as well as 
better-than-feared Q3 earnings, which had been revised down 
ahead of publication due to worsening global manufacturing 
and trade data. The Japanese market has outperformed its 
peers over the past month, and its past valuation gap vs the rest 
of the world has narrowed. The Japanese market is currently 
trading in line with its ten-year median P/E. 
Over the last three months, the European market has caught up 
with the US, in spite of ongoing Brexit uncertainties. Europe is 
still considered a deeply cyclical/value play, and the recent 
spike in the bond yields has seen some of the 
underperformance reversing.  

Nonetheless, the EU’s large trade exposure to China has 
caused some of the outperformance to reverse.
The Swiss market continues to trade expensively, but it has 
continued to perform well owing to its heavy weight in 
defensive sectors like consumer staples and health care. The 
index has roared past the 10,000 mark on the back of positive 
earnings upgrades at Q3 reporting.
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8. S&P 500 – 12 months forward EPS* growth

Sources: Bloomberg, Lombard Odier calculations 

10. MSCI Europe  – 12 months forward EPS growth

Sources: Bloomberg, Lombard Odier calculations 

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

13. 1 month change in earnings revision ratio

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

12. 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 
USD bn

Last Price  
(23/11/19)

Price target 
(23/11/19)

Upside to  
Price Target

ABB Switzerland Industrials 42 21.7 24 11%

Abbvie United States Health Care 116 87.2 107 23%

Airbus France Industrials 104 135.1 147 9%

Alphabet United States Communication Services 810 1301.9 1'400 8%

Amazon United States Consumer Discretionary 781 1745.5 2'300 32%

Ametek United States Industrials 20 98.5 95 -4%

Anheuser-Busch Belgium Consumer Staples 142 71.2 98 38%

Chubb United States Financials 62 152.5 175 15%

CSX United States Industrials 49 69.6 80 15%

Deutsche Boerse Germany Financials 26 137.6 160 16%

Eog Resources United States Energy 38 72.1 108 50%

Exelon Corporation United States Utilities 40 45.4 48.5 7%

Infineon Technologies Germany Information Technology 23 19.1 22.5 18%

Ingersoll-Rand United States Industrials 28 129.8 144 11%

JP Morgan Chase United States Financials 367 129.6 130 0%

Live Nation Entertainment United States Communication Services 13 67.7 74 9%

Nestlé Switzerland Consumer Staples 281 104.3 113 8%

Novartis Switzerland Health Care 205 89.9 108 20%

Palo Alto Networks United States Information Technology 22 247.9 275 11%

Prudential Britain Financials 39 1293.0 1'760 36%

Roche Switzerland Health Care 235 302.8 330 9%

S&P Global United States Financials 59 268.1 310 16%

Spotify Sweden Communication Services 22 138.0 210 52%

Total France Energy 129 48.8 53 9%

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% 591 9% 547 -2% 127 3% 77 -8%

2020 total index EPS  
(consensus estimate) 181 10% 28 9% 28 10% 651 10% 582 6% 127 0% 87 14%

Next 12 months total index 
EPS (consensus estimate) 178 28 27 641 576 127 85

Next 12 months total index 
EPS (Lombard Odier  
estimate)

170 26 26 639 583 132 80

PRICE TO EARNINGS (P/E)

P/E in 12 months 
(Lombard Odier estimate) 19.0 15.9 16.0 16.6 13.5 12.6 13.7

Current P/E 17.5 14.6 14.6 16.3 12.8 13.4 12.3

12 MONTHS TARGET FAIR VALUES

Fair value estimate 1 
(rounded) 3’220 420 410 10’600 7’870 1’660 1’100

Spot price 3’110 407 399 10’423 7’386 1’703 1’049

Upside vs spot 4% 3% 3% 2% 7% -3% 5%

Est. gross Dividend Yield 
next 12 months 2.1% 3.6% 3.4% 3.3% 4.7% 2.4% 3.2%

Est. Total return  
next 12 months 6% 7% 6% 5% 11% 0% 8%

1  = P/E in 12 months x next 12 months total index EPS (Lombard Odier estimates)
Data as of 23 November 2019 

Sources: Factset, Bloomberg
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