
 

 

 

 

 

 
9 July 2019 

 
Dear Equity Client  
 
GLOBAL EQUITIES – 2nd Quarter 2019 
 
World equity markets continued their positive trajectory during the second quarter. The MSCI World 
Index (including Emerging Markets and dividends) appreciated by a further +3.6% on top of the high 
base of +12.2% during the first quarter. This brought the first half performance to +16.2% (all data in 
US$ terms).  
 
This positive performance has occured despite further moderation of the US and the global economic 
outlook. Expectations that the Federal Reserve will cut their target rate at their next meeting at the 
end of this month grew throughout the quarter. This is expected to support the US economy and 
cushion the capital markets as the risk of rising inflation and interest rates abate. 
 
There are currently numerous comments in the financial media around the length of the current US 
economic recovery, with a view that this record implies an imminent recession. We do not believe any 
particular insights can be gained purely from the length of a recovery cycle in this context, and rather 
believe we should consider the quality of economic activity. There are currently no material real or 
financial imbalances in the US economy, while the low inflation and interest rates assist dampening 
cyclicality. Further to this, the level of economic expansion during the current cycle is still less than half 
the average of all the previous ten US economic cycles (since 1948), despite its long duration. 
 
We should also consider the level of equity performances over economic cycles. The average S&P 500 
performance over the preceding ten economic cycles was +7.5% p.a. (peak-to-peak). The current 
cycle’s performance is +5.4% p.a., well below the average. 
 
It seems that the US economy may be approaching a proverbial ‘soft landing’, but this time on a ‘longer 
landing strip’ because of an environment of moderation in most of the critical issues, as mentioned 
above. Such an environment lowers business risk and business performance, and is more conducive 
for equity investing than may immediately meet the eye. 
 
It is important for investor comfort that company earnings continue to grow. The outcome on this 
front in the later stages of the economic cycle is usually a challenge and a mixed bag, particularly with 
the high base following the cut of the US corporate tax rate last year. Growth expectations for S&P 500 
earnings have moderated meaningfully, but are still expected to be in mid single digits over the next 
year. Along with this S&P 500 absolute valuations are perceived to be fair on all of the P/E, Dividend 
Yield and Free Cash Flow Yield bases. 
 
Thank you again for all your support. 
 
With kind regards 
 

 
Gerrit Smit 
Partner – Head of Equity Management 
 



  

 
RISK DISCLOSURE 
 

1. 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.  
 

2. All investments risk the loss of capital.  No guarantee or representation is made that the funds 
will achieve their investment objective. 
 

3. The value of investments may go down as well as up and, for products designed to return 
income, the distributions can also go down or up and you may not receive back the full value 
of your initial investment. 
 

4. Past performance should not be used as a guide to future performance. 
 

5. The advice we provide will be based on and take into account a majority of product types and 
not every single equivalent product within a given product category.  As such, our advice is 
restricted (as opposed to independent) as defined by the Financial Conduct Authority (“FCA”). 
 

6. Changes in the rates of exchange between currencies may cause the value of investments to 
go up or down in the reporting currency. 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. 
 

7. 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. 
 

8. The material contained in this document is not to be regarded as an offer to buy or sell or the 
solicitation of any offer to buy or sell securities in any jurisdiction where such an offer or 
solicitation is against the law, or to anyone to whom it is unlawful to make such an offer or 
solicitation, or if the person making the offer or solicitation is not qualified to do so. The 
information on this document does not constitute legal, tax, or investment advice. You must 
not, therefore, rely on the content of this document when making any investment decisions. 

 
In addition to the information provided by Stonehage Fleming Investment Management Limited you 
may wish to consult an independent professional. 
 
This communication has been approved for distribution in South Africa and those countries of the EEA 
where distribution is permitted by: 
 
Stonehage Fleming Investment Management Limited  
15 Suffolk Street 
London SW1Y 4HG 
 
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”) FSP No: 46194. 


