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Hot topic: Will we have GDP growth next year? 

 Summary: As we wrote in the July version of the Equity Strategy Outlook we did 

expect a strong earnings season (3 out of 4 has surprised to the upside in EPS in 

S&P500) leading equity markets higher (S&P500 was up by 7.23% in July). But for 

August we expect markets to turn south again. The major theme running in 

markets ς namely the fear of very little, if any growth has put downwards 

pressure on equities and on risk in general. We expect this trend to continue as 

the stream of poor data will continue and this will lead equity prices lower as the 

market adjusts its earnings expectations under this new economic outlook. 

 Short run view: BEARISH. In the next 1-3 months we have bearish stance on 

equities. The continuation of the weak GDP growth theme globally should bring 

around negative earnings revisions. Furthermore will the cut-back-on-public-

spending throughout Europe this and next year fuel concern as to how this will 

affect growth ς no only long term, but also in the medium term. Earnings growth 

cannot structurally be significantly above GDP growth for an extended period 

and on the back of our GDP growth expectations we are arriving at the 

conclusion that earnings expectations should be revised lower. This should 

trigger a process of leading equities lower. 

 Long run view: Neutral.  In the next 3-12 months we have a neutral stance on 

equities. Fundamentally we still do not believe that we have entered into a 

multi-year cyclical bull market for developed-market equities; they will remain 

hampered by structural headwinds. But we expect a significant price 

retracement this year bringing us down in terms of earnings expectations and 

valuation. And most likely when markets start to anticipate the earnings growth 

development in 2012 we will see upward earnings revisions leading equity 

markets higher.  
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Comments: Risk is retracing ς bond spreads are tightening again, VIX is heading lower and the CDS-index follows suit. 

CAPE has retraced to 19.78, but still above the 16x long term average ς stocks are clearly not attractive long term. Our US 

weekly indicator is heading south again after having corrected. Our new technical indicator, percentage of stocks in S&P 

500 trading above their 50 day moving average (DMA), points towards that equities have potential for travelling higher 

short term (only around 50% of the stocks is trading above its 50 day moving average). 
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Equity Market Drivers 

 The recovery is clearly wearing off especially in the US and in Europe where GDP growth estimates are 
being revised lower for 2011. The recovery has so far shown remarkable signs of strength especially in 
Asia, but China is now beginning to show signs of weakness in terms of lowering growth expectations. As 
we have been saying for the past months this recovery is not sustainable long term simply because much 
of the growth has been driven by low interest rates and massively stimuli from governments. The Saxo 
Business Cycle Indicator reflects this to some extent, but we expect the indicator to turn south again. 

 

 

 The data out of US has lately been in focus at markets and the reading has been poor. Downwards 
revisions in combination with very dovish FED statements have clearly made some risk sell-off including 
equities. The last FED statement said it will engage in quantitative easing light and we expect it to 
reenter full blown quantitative easing later this year as we do not see any improvements in the economic 
outlook for the US. Similar to the US numbers Chinese and UK numbers are not exactly cheerful and this 
should bring some downside pressure on risk including equities. 

 Possibly within the month of August we will see the sluggish macroeconomic outlook for the major 
economies (US, UK and China) running as the main theme and this should outright bring equities lower. 
In equity markets this ought to bring negative earnings revisions supporting lower prices.  

 For the medium term ς mostly the remains of 2010 we expect to see earnings revisions lowered for 2011 
driven by macroeconomic outlooks that sluggish. However we expect the FED to engage into quantitative 
easing and this will bring back risk appetite as we should be facing lower longer term interest rates. This 
will for sure give a short term boost to risky assets including equities, but we expect gradual negative 
earnings revisions throughout the remains of 2010 which should offset any short term renewed 
enthusiasm for equities in the market. But once the readjustments for the earnings outlook in 2011 are 
done we believe equities will begin to travel higher. 

 The last 30 years of double dips and earnings development show that most companies are lean when 
entering into the second wave of recession. Earnings usually do not enter into a double dip, but levels 
out. In terms of valuation much of this has already been priced in, but there is still room for further 
downside adjustments in equity prices. However when we approach year end we expect equities to 
travel higher on the back of markets starting to price in earnings expectations for 2012. We expect 
earnings to rise by 10-12% in 2012. 
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Sector Weightings and Themes. 

 We successfully added risk to our portfolio for the month of July. However we believe it is time to show 
caution again. As we wrote in the previous section, Equity Market Drivers, we expect markets to retrace 
during august and to a lesser extent the remains of the year. In a environment like this we would like 
exposure to classic defensives like health care, consumer staples and to a lesser extent utilities.  

 

Sector Exposure 

Resources 

Energy Neutral. Despite the reintroduction of Middle-East oil lately we find it difficult to 
operate with a scenario of economic growth retracement and increasing energy prices.  

Materials Underweight. This sector is a beta-Ǉƭŀȅ ŀƴŘ ŘŜǎǇƛǘŜ {ϧtрлл ŎƻƳǇŀƴƛŜǎΩ ŜȄǇƻǎǳǊŜ ǘƻ ǘƘŜ 
growing agribusiness and the lowering of prices in metals and mining we are reluctant 
to expose ourselves towards this sector. 

Exporters 

Industrials Neutral. This was a part of a pro-cyclical play benefitting from global growth, strong 
commodity prices and US exports and stimulus spending. However with macroeconomic 
headwinds ahead we are reducing our exposure to this sector, but still recognizing that 
the sector is fair valued compared to other sectors. 

Technology Neutral. S&P500 tech companies are amongst the world leaders. We expect the 
corporate investment cycle to enter into replacement mode and this should support 
technology companies. Despite recent negative revisions in sales forecasts the sector 
still looks fairly attractive in terms of valuation. 

Defensives 

Consumer 
Staples 

Overweight. This sector offers attractive earnings yields and above average dividend 
yields with the ability to raise payout ratios. 

Healthcare Overweight. Earnings at some of the largest pharma companies are at risk; partly due to 
the US healthcare policy and reform and partly due to expirations of patents mostly in 
2012 and beyond. But the margins in the sector are still very attractive and companies 
with less dependency of the US profits will most likely prosper.  

Telecom Underweight. Seems like being fully valued relative to other sectors. We do not expect 
cyclical upside to this sector and are concerned on the pricing power and growth 
potential of the sector. 

Utilities Overweight. Is still a very solid play in terms of dividend yield and if interest rates stay 
low the equity will clearly substitute the bond. This is a classic defensive play and should 
benefit from increasing interest in equity markets when prices retrace. 

Other 

Consumer 
Discretionary 

Underweight. Given the exposure to the US consumer of most S&P500 retailers we are 
concerned in the medium to long term of the EPS recovery for this sector. The latest 
macroeconomic reports out of the US shows that the consumer has not yet picked up. 

Financials Neutral. Financials earnings will most likely rebound strongly as banks stop adding to 
loan loss reserves in 2010 and net margin interest rates still benefits from the very low 
interest rate. Only our suspicion of less good solvency in the sector stops us from having 
an overweight position here. 
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Earnings Outlook. 

 Generally we are fare more negative on earnings expectations than consensus as we expect forceful 
macroeconomic headwinds during the second half of this year spiced up with significant government 
cutbacks in spending especially in Europe. This will obviously hit economic growth going forward and this 
will in our view lead to a double dip in major economies, but as we mentioned we stick to a modest 
scenario when making assumptions of the impact on earnings. However, in our view, consensus earnings 
expectations are not remotely connected with the macro economic reality that surrounds the corporate 
world despite that consensus has now started to move downwards and we expect this trend to continue 
throughout most of Q3.  

 

 A special note should be made on financials, especially banks. In our view banks earnings are heavily 
supported by the current shape of the yield curve and more generally with the unusual low level of 
interest rates. However it is our conviction that banks, especially European banks, has not remotely 
written off the losses that they have had from the subprime investments and now lately the losses 
coming from the European sovereign debt crisis. But given the latest revision of the Basel III proposal in 
where the easing of the global regulatory framework was evident we expect a return to prior times in 
terms of EPS for banks. Consequently we have revised our EPS growth estimates higher for this sector. 

 
Table: EPS estimates for S&P500. 

 EPS Growth YoY (%)ς IBES EPS Growth YoY (%) ς Saxo Bank 

Sector 2009/2010 2010/2011 2011/2012 2009/2010 2010/2011 2011/2012 

S&P500 31% 15% 14% 14% 4% 10% 

Resources       

Energy 43% 18% 20% 15% 2% 15% 

Materials 67% 24% 15% 27% 2% 8% 

Exporters          

Industrials 21% 18% 17% 7% 2% 13% 

Technology 45% 11% 11% 16% 1% 9% 

Defensives          

Staples 8% 8% 10% 3% 4% 8% 

Healthcare 7% 9% 7% 3% 3% 6% 

Telecom Services 1% 15% 15% 2% -1% 11% 

Utilities 2% 3% 1% 0% 1% 2% 

Other          

Discretionary 43% 17% 17% 15% -2% 13% 

Financials 136% 28% 20% 100% 8% 17% 

      Source: Thomson-Reuters DataStream, Saxo Bank Research 
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Index Level Forecast 

Currently the prospect of a double dip has clearly made equities sell off. Our main argument as put forward 
earlier in the Equity Strategy Outlook is that most of the earnings retracement is already priced in which is 
also why that we do not expect equities to engage in long term violent sell offs from current levels, but 
slowly retracing towards year end. That is unless markets should be hit by outright panic. 

Our main scenario is that in terms of S&P500 we will close the year around 1008. The general path that we 
expected equities to follow in 2010 is still the same as we wrote in the Yearly Outlook: In the first half of 
2010 equities will travel higher led by the overall optimism regarding the global recovery, while in second 
half of the year we expected retracement on the back of macro economic headwinds which will be fuelled by 
seriously cut backs in government spending especially in Europe. The first wave of retracement has evolved a 
bit before we expected, but the major themes leading to the retracement was the ones we expected and 
they should set in for another correction in equity markets during the early fall. 

Table: Index levels forecast 

Index Current* Sep 10E Dec 10E Mar 11E Jun 11E 

S&P500 1089 1048 1008 1048 1138 

Nasdaq100 1845 1809 1751 1809 1939 

DAX 6154 5883 5646 5883 6332 

FTSE100 5245 4793 4550 4793 5348 

Nikkei225 9292 9324 9007 9324 9837 

MSCI EM 982 873 819 873 992 

*) Close as of 11thof August 2010. Source: Saxo Bank Research. 
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Index Technicals 
The pivot support and resistance levels and the trend indications displayed below are provided for trading purposes. 

 

 

Germany ς HDAX 

Gainers Losers 

Name  1D MTD YTD  Name 1D MTD YTD 

TELE ATLAS NV #VALUE! #VALUE! #VALUE! VOLKSWAGEN AG -7,53% 32,66% 136,07% 

E.ON AG #VALUE! #VALUE! #VALUE! PFLEIDERER AG-REGISTERED 

SHS 

-6,49% -15,89% -49,44% 

DAIMLER AG-REGISTERED SHARES 8,94% -27,53% -61,42% LEONI AG -6,02% -48,10% -67,02% 

DEUTSCHE POSTBANK AG 8,12% -16,09% -63,18% PRAKTIKER BAU-UND 

HEIMWERK A 

-5,91% -31,28% -78,14% 

HYPO REAL ESTATE HOLDING 7,97% 50,12% -82,74% AUSTRIA TECHNOLOGIE & 

SYSTEM 

-5,88% -31,82% -69,98% 

 

Austria ς ATX 

Gainers Losers 

Name  1D MTD YTD  Name 1D MTD YTD 

BOEHLER-UDDEHOLM #VALUE! 0,00% 6,66% ERSTE GROUP BANK AG -8,21% -36,08% -54,60% 

INTERCELL AG 3,17% -8,44% -20,19% MAYR-MELNHOF KARTON AG -6,76% -10,61% -35,03% 

VOESTALPINE AG 1,29% -20,28% -64,93% OEST ELEKTRIZITATSWIRTS-A -6,11% -17,01% -25,21% 

ZUMTOBEL AG 1,15% -12,01% -64,47% A-TEC INDUSTRIES AG -5,60% -27,30% -51,32% 

BWIN INTERACTIVE 

ENTERTAINME 

1,12% -27,38% -49,27% FLUGHAFEN WIEN AG -4,57% -29,04% -60,06% 

 

Switzerland ς SMI 

Gainers Losers 

Name  1D MTD YTD  Name 1D MTD YTD 

NOVARTIS AG-REG 7,90% -2,05% -7,65% SYNGENTA AG-REG -2,68% -31,07% -43,33% 

CREDIT SUISSE GROUP AG-REG 6,37% -3,01% -28,93% UBS AG-REG -1,89% 1,46% -59,81% 

SWISSCOM AG-REG 6,12% 0,68% -24,07% ZURICH FINANCIAL SERVICE-

REG 

-1,14% -31,83% -37,26% 

ROCHE HOLDING AG-

GENUSSCHEIN 

5,85% -3,55% -13,96% HOLCIM LTD-REG -1,01% -21,17% -47,36% 

NESTLE SA-REG 5,43% -10,50% -17,04% BALOISE HOLDING-REG -0,28% -29,99% -52,78% 

 

General 

These pages contŀƛƴ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ ǎŜǊǾƛŎŜǎ ŀƴŘ ǇǊƻŘǳŎǘǎ ƻŦ {ŀȄƻ .ŀƴƪ !κ{ όƘŜǊŜƛƴŀŦǘŜǊ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ά{ŀȄƻ .ŀƴƪέύΦ ¢ƘŜ ƳŀǘŜǊƛŀƭ ƛǎ 
provided for informational purposes only without regard to any particular user's investment objectives, financial situation, or means. Hence, no 
information contained herein is to be construed as a analysis; or an offer to buy or sell; or the solicitation of an offer to buy or sell any security, 
financial product, or instrument; or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or 
trading strategy would be illegal. Saxo Bank does not guarantee the accuracy or completeness of any information or analysis supplied. Saxo Bank 
shall not be liable to any customer or third person for the accuracy of the information or any market quotations supplied through this service to a 
customer, nor for any delays, inaccuracies, errors, interruptions or omissions in the furnishing thereof, for any direct or consequential damages 
arising from or occasioned by said delays, inaccuracies, errors, interruptions or omissions, or for any discontinuance of the service. Saxo Bank 
accepts no responsibility or liability for the contents of any other site, whether linked to this site or not, or any consequences from your acting 
upon the contents of another site. Opening this website shall not render the user a customer of Saxo Bank nor shall Saxo Bank owe such users any 
duties or responsibilities as a result thereof. 

 

Analysis Disclosure & Disclaimer 

Risk warning 

Saxo Bank A/S shall not be responsible for any loss arising from any investment based on any analysis, forecast or other information herein 
contained. The contents of this publication should not be construed as an express or implied promise, guarantee or implication by Saxo Bank that 
clients will profit from the strategies herein or that losses in connection therewith can or will be limited. Trades in accordance with the analysiss in 
an analysis, especially leveraged investments such as foreign exchange trading and investment in derivatives, can be very speculative and may 
result in losses as well as profits, in particular if the conditions mentioned in the analysis do not occur as anticipated. 

 


