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“The Chinese side came with 
great sincerity, willing to 

cooperate with the US on the 
trade balance, market access 

and investor protection”
Liu He, Chinese Vice Premier

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

defensive names.

· Volatility in bond yields is causing ongoing sector rotation.

· Equity indices are once again testing highs of the year.

· We present our sector preferences on page 5.

· Our emerging markets model is outlined on pages 4 and 6.
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Welcome to the fifteenth edition of the 
Equity Monthly. 
Markets have seen some extreme rotations 
over the past 3 months. The first wave 
occurred back in August, as 10-year US 
government bond yields found a bottom at 
1.45% and backed-up to 1.90% in the space 
of 10 days. The move was breath-taking and 
caused a massive sector rotation as equity 
investors scrambled to gain exposure to 
long-forgotten cyclical sectors, like 
financials, industrials, energy and materials. 
These had been left for dead as investors 
increasingly crowded into growth and 
defensive names, as bonds yields seemed to 
be on a one-way track through the floor. We 
have flagged this excessive herding mentality 
for some time now, and September 
highlighted just how sharp these reversals 
can be. Since then, we have seen a further 
two reversals as yields went back down, but 
failed to retest prior lows, before rebounding 
back up to 1.76% where they stand today. 
Alongside this, we have seen yield curves 
begin to steepen, which may be a sign that 
we are to get some better news out of the 
economy in the near future. Lead indicators 
like Global Purchasing Manufacturers 
Indices have been deteriorating at an 
alarming rate, particularly on the 
manufacturing side of the economy. In 
Germany, this survey hit a low of 41.7 for 
September, a level which suggests the 
steepest contraction since June 2009. What 
is clear is that the slowdown in global trade is 
hitting parts of the global economy hard. 
Germany is a highly export-driven market 
with a large exposure to automotive 
manufacture, where supply chains are truly 
global. They are the poster child for the 
disruptive impact of the current trade 
tensions. The automotive industry has 
performed as one would expect, with these 
leading indicators plumbing the depths. 
However there is light at the end of the 
tunnel. The rate of decline cannot continue 

Foreword 

“Early budget discussions 
suggest that IT spend will 
likely decelerate modestly 

in the coming quarters”

Marco Barresi,  
information technology 

analyst, Lombard Odier

“Valuation both in the US 
and Europe remains low, 

especially on a relative 
basis, but earnings still 
need to stabilise before 
the sector can begin to 

perform”

Claudia Von Turk,  
banks analyst ,  
Lombard Odier

“Appetite for the sector 
remains elusive”

Bastien Dublanc,  
energy analyst,  
Lombard Odier

to be as steep as it has been and we expect 
these indicators to begin improving in Q1 
next year. With this improvement, should 
come a measure of relief to the car 
manufacturers’ share prices, some of which 
have been cut in half. The sector is currently 
facing multiple uncertainties in terms of 
trade, regulation and technology. 
Governments are trying to enforce 
decarbonisation and the autos are squarely in 
their cross hairs. Companies are tackling the 
new emission targets being set for them in a 
number of different ways, which will likely 
lead to greatly divergent fortunes for 
investors. For now it is highly painful.
The month of October saw a Chinese trade 
delegation led by Vice Premier Liu He 
travelling to Washington. As can be seen 
from the quotation on the cover, the Chinese 
were in a conciliatory mood. They were able 
to persuade the Americans to defer imposing 
the list 4 tariffs that were due to go into 
effect at the end of September, at 15% on 
USD 112 billion of US imports from China. 
This is significant, in that the goods on this 
list are consumer goods and would have a 
direct impact on the engine of the US 
economy, the US consumer. Whether it is a 
temporary ceasefire or something more 
permanent remains to be seen. What is clear 
is that the stakes are rising as the Chinese 
economy slows and as the US turns its 
attention to the presidential election at the 
end of 2020. Civil unrest in Hong Kong 
continues unabated, and Elizabeth Warren is 
gaining momentum for the Democrats. We 
believe that these aspects will be increasingly 
front of mind for the negotiators as they face 
off at successive rounds of talks. It is not our 
expectation that a substantive deal will be 
announced near term, as the two sides seem 
too far apart. However the level of tariffs is 
clearly putting the brakes on global growth, 
and the resolve of the world’s two biggest 
economies and their leaders will be tested 
over the coming months. 
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House view

As the market begins digesting another quarter of earnings, 
early indications are that things are not quite as bad as some 
anticipated. Analyst expectations coming into this quarter 
were already extremely low, and the early numbers that we 
have seen from the financials and industrials space have 
proved resilient. It does not appear that an earnings recession 
is upon us just yet. We do not see such a recession happening 
before the end of 2020, but many market commentators had 
begun fretting about one as soon as the yield curve inverted for 
the first time in 12 years, back in March. Some believed that 
the riders of the Apocalypse were beating down the door. For 
now things have turned the other way, with yield curves 
resteepening as recession fears fade. 
We have been advocating a policy of balance between cyclical 
and defensive sectors for some time now and we continue to 
believe that this is the best way to be positioned. As markets 
gyrate and rotate around prior highs, it is best not to be 
over-exposed to one factor or the other. When casting around 
for cheap cyclicality, we repeatedly come back to energy. The 
space is unloved by mutual fund investors and in fact has 
shrunk so much that it can be entirely overlooked. It is also 
highly shorted by the hedge fund industry. So the first 
precondition for a rebound is in place, being well and truly out 
of favour. Secondly, expectations for earnings are extremely 
low. Analysts expect earnings per share to fall 31% for the 
S&P500 energy sector in Q3 2019. Thirdly, we are beginning 
to see signs of insider buying and, finally, in terms of valuation, 
on a price/book basis energy is trading at a multi-decade low. 
As such, we think that the market is primed to be surprised and 
if earnings come in even slightly less bad than feared, we could 
see a rebound in performance. 
It would be remiss of us not to comment on the latest Brexit 
developments. We think that the recent progress made by the 
Johnson government has laid the grounds for some optimism 
that this time round, we might actually be getting somewhere 
in the negotiations. It has been death by 1,000 cuts so far, now 
well over 3 years into the process and still with no clear end in 
sight. However recent developments show that there is a way 
through and that compromises can be made with Northern 
Ireland and the border issue. We would begin adding to the 
UK, as it is a market that has clearly lagged its European 
counterparts this year because of the uncertainty. It may be 
early days, but we are starting to see a flicker of light at the end 
of the long dark tunnel. 

1. Emerging markets country preferences 

Source: Lombard Odier

Current Change from last month

Brazil 2.0% 1.1%
Russia 1.4% 0.2%

South Africa 0.7% -0.7%

Taiwan 0.4% 0.1%

Indonesia 0.3% 0.3%

Uae 0.2% 0.0%

Malaysia 0.2% 0.1%

Qatar 0.1% 0.0%

Thailand 0.1% 0.0%

Mexico 0.1% 0.1%

Turkey 0.1% 0.0%

Poland 0.1% 0.0%

Philippines 0.1% 0.0%

Peru 0.0% 0.1%

Colombia 0.0% 0.0%

Ksa 0.0% -0.1%

Chile -0.3% -0.3%

China -0.4% 1.1%

South Korea -1.9% 0.3%
India -3.3% -2.6%
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Sector positioning

North America
US

Media
Materials
Commercial & Professional Services
Consumer Services
Retailing
Pharmaceuticals & Biotechnology
Food Beverage & Tobacco
Semiconductors & Semiconductor Equipement
Insurance
Energy
Technology Hardware & Equipment
Utilities
Capital Goods
Telecommunication Services
Banks
Automobiles & Components
Software & Services
Health Care Equipment & 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
Media
Telecommunication Services
Food Beverage & Tobacco
Energy
Semiconductors & Semiconductor Equipement
Insurance
Automobiles & Components
Consumer Durables & Apparel
Banks
Pharmaceuticals & Biotechnology
Utilities
Capital Goods
Materials
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

Another choppy month for the MSCI EM index, with a strong 
recovery closer to mid-October, after news broke that the US 
and China agreed on “phase one” of a trade deal. Under this 
accord, the US suspended tariff hikes, which have been 
previously scheduled for 15 October, while China committed 
to large purchases of US agricultural products (USD 40-50 bn), 
as well as further work on a framework for intellectual property 
protection and currency management. However, as details of 
“phase one” started to appear, investors have been left with 
several questions, such as potential further tariff rollbacks 
(next scheduled for December) and possible escalation around 
issues not included in the agreement – technology transfer and 
capital flow restrictions. 
Meanwhile, one of the main underweight (UW) positions of 
our EM Equity Model (Chart 2) - the MSCI China index - 
continued to underperform the broad MSCI EM benchmark 
during the last rebalancing period. On the macro front, things 
have firmed up modestly, suggesting a soft landing. Domestic 
demand and fixed asset investments continued to weaken, 
with the former weighed down by auto sales (Chart 3), while 
infrastructure spending and PMI’s improved, helped by policy 
support (RRR cuts and special bonds enhancements). From a 
sector perspective, the real estate segment outperformed after 
several provinces eased Home Purchase Restrictions (HPR), 
followed by the healthcare sector, where the updated central 
procurement programme sparked talk of another consolidation 
wave. While the current news flow is rather supportive for 
Chinese equities, we remain cautious, as further escalation 
around unresolved trade deal issues is still on the cards, while 
the overhang created on the economy will most likely supress 
activity further in Q4. 
The Middle East continued to be the main region for 
geopolitical risk during the last rebalancing period. Now it was 
Turkey’s turn (OW) to escalate tensions in the region. 

Following an abrupt withdrawal of US troops from Kurdish 
territories in Northern Syria, Turkey started an “anti-terror” 
operation against the Kurds, stretching across the northeastern 
part of the border. President Trump responded first with 
threats to “decimate” the Turkish economy if US troops were 
injured, but later also issued an executive order to impose 
penalties on three Turkish officials (ministers of defence, 
energy and interior), and two ministries (defence and treasury), 
as well as 50% steel tariffs and a complete halt on trade talks. 
This, obviously, didn’t help the Turkish equity market, which 
has dipped by over 10% since the beginning of the operation. 
Given that the Turkish government doesn’t look like backing 
down, and further sanctions risks from the US and EU appear 
realistic, it would be prudent to maintain an UW position on 
Turkey. 
Finally yet importantly, India (UW) outperformed strongly 
during the last rebalancing period, after the government 
announced significant cuts in corporate taxes for domestic 
companies. The peak tax rate was reduced from 35% to 25%. 
Sectors which benefit the most from the reform, energy, 
industrials, consumer staples and discretionary, as well as 
materials, all outperformed strongly. It is also widely expected 
that companies in these sectors will become divestment targets 
for the government. However, the macro situation in India 
remains challenging: with several downward adjustments to 
GDP growth, muted industrial activity (Chart 4) and very low 
pass-through from recent RBI easing, it remains to be seen if 
recent gains on the equity market can be sustained.
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3. Industrial Production in India Contracting (YoY)

2. Auto Sales In China Still In Negative Territory (YoY)
 

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

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 moved back up once again and are now 
close to one standard deviation rich on the S&P500. One 
needs to see this against a backdrop of an extremely loose 
monetary policy and robust private consumption, which 
accounts for 68% of US nominal GDP. This is in sharp contrast 
to the manufacturing side of the economy, which is undergoing 
a recession caused by the slowdown in global trade. Japan 
currently stands at close to one standard deviation cheap, 
although it has started to perform much more strongly on a 
relative basis over the past month. The additional monetary 
policy easing seems to be offsetting the global trade slowdown 
in terms of its effect on sentiment, however in terms of the 
effect on the real economy; one should always remember that 
this stimulus takes at least 6 months to have an impact.
Earnings for the 4th quarter have started to come in and 
appear to be not as bad as feared. Moving into this quarter, 

expectations had been dramatically cut owing to the worsening 
situation in global trade. Consensus earnings expectations for 
2020 have also started to come down. 
European market performance has significantly caught up with 
that of the US, in spite of the ongoing Brexit uncertainties, with 
some value buyers stepping in. The British pound has staged a 
strong rally on the hope of a resolution. Europe continues to be 
seen as a deeply cyclical/value play, and the recent spike in 
bond yields has seen some of the underperformance reversing. 
The Swiss market continues to trade expensively owing to its 
heavy weighting in defensive sectors such as consumer staples 
and healthcare, which have performed well. The SMI 
continues to bump up against the psychologically significant 
10,000 level, which is proving difficult to break for any 
sustained period. However, the more times it gets tested, the 
bigger the final break is likely to be.
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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  
(22/10/19)

Price target 
(22/10/19)

Upside to  
Price Target

Abbvie United States Health Care 102 77.8 107.0 38%

Airbus France Industrials 95 120.2 147.0 22%

Alphabet United States Communication Services 783 1257.6 1'400.0 11%

Amazon United States Consumer Discretionary 788 1762.2 2'300.0 31%

Ametek United States Industrials 18 89.0 95.0 7%

Anheuser-Busch Belgium Consumer Staples 167 82.2 100.0 22%

Chubb United States Financials 62 150.2 175.0 17%

CSX United States Industrials 50 72.3 80.0 11%

Deutsche Boerse Germany Financials 27 139.6 160.0 15%

Eog Resources United States Energy 38 71.9 108.0 50%

Exelon Corporation United States Utilities 40 45.7 48.5 6%

Infineon Technologies Germany Information Technology 21 16.6 21.5 30%

Ingersoll-Rand United States Industrials 26 118.7 135.0 14%

JP Morgan Chase United States Financials 357 125.1 130.0 4%

Legrand France Industrials 19 69.3 70.0 1%

Live Nation Entertainment United States Communication Services 13 67.2 68.0 1%

Nestlé Switzerland Consumer Staples 281 102.5 113.0 10%

Novartis Switzerland Health Care 197 85.5 108.0 26%

Palo Alto Networks United States Information Technology 19 217.2 275.0 27%

Prudential Britain Financials 44 1437.0 1'760.0 22%

Roche Switzerland Health Care 228 289.0 330.0 14%

Spotify Sweden Communication Services 19 118.2 210.0 78%

Total France Energy 127 47.3 53.0 12%

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 3% 26 5% 26 6% 590 9% 546 -2% 127 3% 77 -7%

2020 total index EPS  
(consensus estimate) 182 11% 28 9% 28 10% 648 9% 586 7% 128 0% 88 13%

Next 12 months total index 
EPS (consensus estimate) 177 28 28 633 576 127 85

Next 12 months total index 
EPS (Lombard Odier  
estimate)

170 26 26 635 611 132 84

PRICE TO EARNINGS (P/E)

P/E in 12 months 
(Lombard Odier estimate) 17.8 14.9 14.7 16.5 13.2 12.6 11.7

Current P/E 16.9 14.1 14.0 15.8 12.5 12.9 12.2

12 MONTHS TARGET FAIR VALUES

Fair value estimate 1 
(rounded) 3 030 390 380 10'470 8'060 1'660 970

Spot price 2 996 394 386 10'017 7'231 1'638 1'034

Upside vs spot 1% -1% -2% 5% 11% 1% -6%

Est. gross Dividend Yield 
next 12 months 2.5% 3.8% 3.4% 3.3% 6.3% 2.5% 3.1%

Est. Total return  
next 12 months 4% 3% 2% 8% 18% 4% -3%

1  = P/E in 12 months x next 12 months total index EPS (Lombard Odier estimates)
Data as of 23 October 2019 
Sources: Factset, Bloomberg
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