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May 11th, 2020 

V versus U 
 

 The grind higher in US equities appears to back the V-shaped recovery view 
 A possible 25% unemployment rate would signal a U. 
 We should remain cognisant of the massive relief provided to households 
 Will households save or spend their ‘Trump’ cheques? … History suggests saving 
 Some US equities have seen startling P/E expansion 
 Keep an eye on emerging market debt… there’s some better news 

 

It is often said that the equity market is a window on the future. Hence the continued grind 

higher in the US equity market has us looking for the support for a view that the US economy 

will enjoy a V-shaped recovery. To be fair the scale of the support for the US economy is 

unprecedented but we still fear a U-shape recovery with a deep floor to the U. Meanwhile the 

valuation of some stocks looks to be well ahead of reality. 

If the US economy is to recover smartly from COV-19, it will need consumer spending to 

make a healthy comeback after the lockdown. The headlines don't read well, but some 

economists do point to some good news. 

Firstly, the bad news. Last week's employment report was eye-watering. A loss of 20.5 

million jobs in April lead to an unemployment rate of 14.7%, the highest since 1940. The true 

scale of unemployment is probably higher. For example, workers that left the workforce 
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increased by 6 million and are not included in the unemployment numbers. Indeed, the Bureau 

of Labour Statistics estimated that the unemployment rate hit 22.8% in April. Even Steve 

Mnuchin the US Treasury Secretary concedes that US unemployment could be closer to 25% 

before the economy has completed its down cycle. 

However, there are several supports for the US consumer: 

1. Blackrock estimates that US government policy will put $86 into each household's 

pocket for the next six months. This alone adds 30% to the average weekly household 

income. 

2. The average mortgage rate has fallen by about 20 basis points. 

3. Gasoline prices have fallen by nearly 30% since the start of the year. 

The critical question is whether households will just save any handouts they receive from 

the government. The current trend is that households prefer to use part of the handouts and 

daily expense savings to pay down some forms of credit. In March households paid off $34 

billion of credit card debt. Credit card debt could fall further in coming months. A recent 

survey showed that 1 in 4 credit card holders or 50 million Americans had seen their credit 

limits reduced or credit cards cancelled. 

This week sees the US retail sales report for April which is the first major data point from the 

consumer sector during the lockdown. Excluding auto sales, the consensus is expecting an 

8.4% month-on-month fall in retail sales, the largest drop in twenty years compounding the 

March fall of 4.5% which was also a record. Of course, lock downs seriously constrict 

discretionary spending. The acid test will be when the lockdowns are eased. Will the 

consumer come back…. The jury is out. 

How bizarre is the ongoing rise in equity markets in the face of weak economic 

activity? Year-to-date the S&P500 is down only 9.3%. Many people still hold that the equity 

market has a knack of accurately forecasting turning points. We would argue more that the 

equity market often gives a signal of better times because it picks up marginal improvements 

in the outlook. When the equity markets fell precipitously in March, this was because the 

world was facing a collapse in economic activity in the absence of any support from 

policymakers. As central banks cut interest rates and adopted quantitative easing along with 

governments the rapidly put programmes in place to support peoples' incomes, the equity 

markets rebounded. 

We, like many, worry that the scale of the equity market rebound has over-discounted the 

likely pace of the economic rebound. However, it is a narrow group of companies that have 

been responsible for the bounce in the index. Only 100 out of the 500 stocks are up year to 

date. The median performer in the S&P500 is the company 3M whose share price is down 

15.8% year-to-date against the index down 9.3%. Analysts have cuts have left the mean 

earning's estimate for 2020 down 28%. Of the analyst community covering the stock 

Bloomberg reports that there are three buy recommendations, 12 holds, and 4 sells. The 

dividend is a healthy 3.9%. The average target price is 5% above the current level. 

Even among the stocks that have done well, you have to question how far share prices 

have risen relative to their near-term growth prospects. Amazon is up 28% year-to-date, 

and yet the analysts have cut their 2020 earnings estimate from around $50 to $33. And their 
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2022 earnings estimate to $70 from $90. For sure the Amazon's business model benefits from 

the lockdowns and maybe accelerates online retailing over bricks-and-mortar. Still, analysts 

were already forecasting long-term earnings growth of 15%. To put it another way, 

Amazon's shares have seen an astonishing 60% expansion of the P/E multiple for 2020 

and a 66% P/E expansion for 2022. 

Not all S&P 500 stocks have seen a P/E multiple expansion, Warren Buffet's fund Berkshire 

Hathaway has seen analysts cut by 7%, but the fund has fallen by 23% year-to-date. Either 

Berkshire Hathaway's fund is breaking with the past and is much riskier than the market or the 

fund's performance is indicative of challenges ahead for the S&P500. 

While investor caution is still warranted in EM debt, it is equally important to start a 

vigil for solid opportunities.  

Emerging Market debt saw some respite last week. Almost across the board, some stability is 

starting to become apparent. There are still some severe headwinds facing EM sovereigns and 

corporates in the current environment. Still, a prolonged spell of stability will leave the market 

in a better position to assess the relative value of the issuers, as well as the severity of the 

factors impairing their credit outlook. 

The good news for EM last week started in the commodity markets, where double-digit 

increases in oil prices helped a recovery in oil exporters like Columbia, Qatar, Oman and 

Bahrain. The narrowing of EM spreads was at least partly due to the recovery in oil prices 

from their multi-year lows. We do not yet sense a material improvement for the outlook for 

EM. Oil prices at current levels present a significant threat to the funding ambitions of several 

sovereigns, and it is naive to expect a full recovery in the sector. However, the risk mood 

seems to have moved to a more balanced one, leaving scope a period of stability and 

consolidation in the market. 

The second snippet of recent good news for EM debt was the continued robust investor 

support in the new issuance market. Last week alone, $11.9bn of new issuance was absorbed 

in the market, for a very healthy total in April of $46.9bn. In a period where the underlying 

economics presents a very troubling outlook, many issuers will find that a robust new issuance 

market is something a bail-out. While they do not have the Fed behind them, there is still 

enough demand (with the odd exception) to support the immediate need for liquidity and 

refinancing.  
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Disclaimer & Important Notice 

 
FOR THE INTENDED RECIPIENT’S USE ONLY 

 
The Global CIO Office operates under Purple Asset Management. This document has been prepared by Purple Asset Management Limited (“PAM” or the “Company”). 

 
The document has been prepared on the basis of accounting and non-accounting grade information extracted from within the Company and its affiliates; and of publicly available economic 

and market data sources. This information has not been verified by an independent third party and should be treated accordingly. It is furnished to you solely for your information, should not 

be treated as giving investment advice and is to be kept confidential and may not be copied, reproduced, distributed, published, in whole or in part, or otherwise made available to any other 

person by any recipient. 

 

The facts and information contained herein are as up to date as is reasonably possible and are subject to revision in the future. Neither PAM nor any of its directors, officers, employees or 

advisors nor any other person makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this document or undertakes any 

obligation to provide recipients with any additional information. Neither PAM nor any of its directors, officers, employees and advisors nor any other person shall have any liability 
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whatsoever for losses howsoever arising, directly or indirectly, from any use of this document. 

 

Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the opinions contained herein are fair and reasonable, this document is selective in nature 

and is intended to provide an introduction to, and overview of, the business of PAM. Any opinions expressed in this document are subject to change without notice and neither PAM nor any 

other person is under any obligation to update or keep current the information contained herein. 

 

Such information contains “forward-looking statements” which are not historical facts and include expressions about management’s confidence and strategies and management’s 

expectations about future revenues, new and existing clients, business opportunities, economic and market conditions. These statements are made on the basis of current knowledge and 

assumptions. Various factors could cause actual future results, performance or events to differ materially from those described in these statements. These statements may not be regarded as a 

representation that anticipated events will occur or that expected objectives will be achieved. The forward-looking statements in this document are only valid until the date of this document 

and ISI does not undertake to update any forward-looking statement to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events. This document 

is not an offer to sell securities or the solicitation of an offer to buy securities, nor shall there be any offer or sale of securities in any jurisdiction in which such offer or sale would be unlawful 

prior to registration or qualification under the securities laws of such jurisdiction 


