
 

 
 

 
 

 

 

GLOBAL EQUITY PERSPECTIVES                                                3 APRIL 2023 
 

“If you don’t have time to do it right, when will you have time to do it over?” 
 

John Robert Wooden 

1. ECONOMIC OUTLOOK 
 
As we have written before, the possible upcoming US recession is by far the most anticipated one 
(should it materialize). 

Citi Economic Surprise Index – US vs Global 

 
The above chart reflects US and Global Economic Surprise Indices against general expectations. 
Whilst off a low base, both indices are currently well above average, indicating how low expectations 
are, and that economies are in a better state than expected.  
 

US – Philadelphia Semiconductor index vs Conference Board Leading Economic 
Index vs Philadelphia Semi-Conductor Index Growth (%)  
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The US Leading Economic Index in the preceding chart is currently in deep negative territory, having 
warned of an upcoming recession nine months ago. Historically, the Semiconductor Index in the chart 
led the Economic Index by a few months, and has recently turned for the better. On this basis, 
investors can expect the Economic Index to stabilize in the not-too-distant future. 
 

World Trade vs South Korea Export Growth (%) 

 
Because of the nature of South Korea’s exports, it often leads world trade data. Their exports have 
shrunk to very low levels, while world trade is holding up relatively well. With China’s economy 
reopening on their doorstep currently, we may not be overly surprised to see both indices stabilizing 
in the not too distant future. 
 
All-in-all, signs are that the world economy is in a not overly concerning state and that investors have 
reason to stay positively tuned. 
 
  

2. US EMPLOYMENT 
 
The Federal Reserve (Fed) dearly wants the US unemployment rate to be higher to contain wage 
growth and inflation. Whilst new employment numbers remain high, signs are that it may indeed 
start to rise: 

US – Ratio of Employment Quits / Separations vs Unemployment Rate (%)
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The ratio of employment quits against all separations (on an inverse scale in the preceding chart) is 
at a high level (two thirds), but the ratio has been dropping for a while. This is an indication that 
unemployment levels can turn higher off a historic low level. 
 

US – Ratio of Employment Quits / Separations vs All Wages Growth (%)

 
The above chart reflects the same Quits Ratio, but along with wage growth this time. Logically, the 
former has historically led the latter. This is again in process of turning currently. Along with this, with 
the large layoffs happening in Silicon Valley, chances are that wage growth has more downside than 
upside potential from here, supporting the Fed in their task to contain inflation.   
 
 

3. INTEREST RATES 
 
The current mini banking crisis had an important side-effect of lowering US interest rates (over one 
percent on the shorter end).  
 

US – 2- & 10-Year Treasury Yield and Yield Curve (%) 
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Whilst the banking issues tighten lending standards and may negatively affect economic activity, the 
lower yields can offset some of those effects. Furthermore, the yield curve (whilst still in inverted 
territory) steepened sharply from an extreme -1.08% level to -0.57% currently. This combination of 
lower rates and a steepening curve, along with lower inflation, supports investor sentiment and 
equity valuations.  
 
 

4. FED TASK 
 
Investors are sensitive to further Fed actions during their current tightening task. 
 

US – Fed Target Rate vs 2-Year Treasury Yield (%) 

 
The preceding chart depicts their target rate along with the Treasury Yield, with the spread between 
the two (the bottom section of the chart). Historically, the Fed stopped tightening when the spread 
dropped into negative territory. It is currently already in quite deep negative territory.  
 

Number of Months Fed Kept Peak Target Rate on Hold 
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The target rate, currently at 5.0%, is close to its peak 2004 level of 5.25%. At that time the Fed held 
it at that level for 14 months with the economy growing between two and three percent, and inflation 
hovering between three and four percent. We currently have materially reverse situations on both 
sides (much weaker economic circumstances and double inflation), which complicates the Fed’s 
options materially. 
 

US – Fed Funds Target Rate vs December 2023 Futures Rate (%) 

 
The above chart reflects market expectations of the target rate at the end of this year, clearly 
expecting the Fed to cut rates in the course of the year. We are of the opinion that the Fed will rather 
bide their time (with a possibility of actually raising another 0.25%). There may therefore be some 
negative market surprises on their way in this context. 
 
All said, the Fed has been in the process of building a solid target rate level and can be in a good 
position to stimulate the US economy through rate cuts when necessary. The debate has solidly 
moved on to when the stimulation may start rather than damage the Fed may further cause.  
 
 

5. BANK SIGNALS 
 
We do not invest in banks. We believe they do not always manage or even understand their 
‘inventory’ well - specifically bonds and derivative products - and have material risks of substantial 
losses. This has been our view for a long time. We feel we have been vindicated again in this context. 
 

S&P Bank Index in Absolute and Relative Terms 
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The S&P Bank Index took 15 years to recover from its pre–Credit Crisis peak level. It has since lost -
36% in absolute terms (the blue line in the above chart). It is currently at a record low on a relative 
level (the yellow line) - even lower than during the Credit Crisis. This is clearly not fertile ground for 
a quality equity mandate. 

US – Banking TED Spread (%) 

 
 
Clearly the banking sector, nevertheless, provides a wealth of information that can be utilized in 
investment decision making. The Interbank Lending Rate is a good indication of potential risks in the 
sector. The TED Spread (the difference between the Interbank Lending Rate and the associated 
maturity Treasury Yield) refines that risk even more precisely. 
 
The Spread has recently (with the SVB disintegration) risen sharply, but not beyond its post-Credit 
Crisis levels and not remotely to the 2007/08 levels. It has since dropped from 0.63% to 0.54% - a 
welcome sign that the current banking crisis is not worsening. 
 

US – Banking TED Spread (%) vs S&P 500 

 
The above chart reflects the TED Spread (on an inverse scale) along with the S&P 500 Index. There is 
a clear (negative) correlation between the two series, and the S&P 500 has followed the recent drop 
in the Spread Index. We will keep following the TED Spread closely. 
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6. TECHNICAL PICTURE 
 

S&P 500 – Price Index vs Moving Averages 

 
 
The S&P 500 is currently in a healthy technical position – it remains above its Fibonacci level, it is 
above both its 50- and 200-day moving averages (the former is in a rising trend, the latter stable), 
and the recent Golden Cross remains intact.  
 

S&P 500 – McClennan Advance – Decline Summation Spread 

 
 
The above Summation Spread had an excellent Buy call in October last year (the arrow). It is currently 
at a -1 standard deviation level. It, therefore, remains more in Buying than in Selling territory.  
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RISK DISCLOSURE 
 
Unless otherwise stated, the charts and data used in this document are sourced from Bloomberg, 
April 2023.  
 

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.  
 

Any information which could be construed as investment research has not been prepared in 
accordance with legal requirements designed to promote the independence of investment research. 
Further it is not subject to any prohibition on dealing ahead of the dissemination of investment 
research 
 

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. 
 
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 
6 St James’s Square 
London 
SW1Y 4JU 
 
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). Approved for distribution in Jersey by affiliates of Stonehage Fleming 
Investment Management that are regulated for the provision of financial services by the JFSC. 
 
 


