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Variability in GDP growth across countries is at its lowest in 50+ years 

Source: BAML 

Note: Standard deviation in annual GDP growth across 45 major countries. 
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Synchronized Global Recovery 



Global Growth Upswing 
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GDP growth is rebounding impressively 

in both G7 and EM countries 

Global Manufacturing and Service PMIs  

are solidly into expansionary territory 

Source: Bloomberg 

Source: JP Morgan 
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Upside to G4 Growth is Limited Unless Productivity Rebounds 
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Productivity growth has decelerated in developed markets during the last five decades 

Source: OECD, Epoch Investment Partners 

0

1

2

3

4

5

6

7

8

9

US (% yoy, 4YMA) EUR JPN U.K.



Inflation Remains Very Low Across Both DM And EM Countries 
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A majority of OECD countries have  

inflation below the 2% threshold 

Source: Bloomberg, OECD, Epoch Investment Partners 

Inflation remains sub-2% overall in the G7 

and continues to decline in EMs 

Source: Bloomberg 



Global Macro Backdrop is Constructive for the Earnings Outlook 
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 OECD G7 Leading Indicator vs. MSCI World Index Earnings Growth 

OECD G7 leading Indicator, 9 month lead MSCI World Earnings

Leading Indicators suggest solid earnings growth 

Source: OECD, MSCI, Bloomberg, Epoch Investment Partners 



Is Japan Investable Through a Cash-Flow Prism? 
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Japan's labor market is improving – 

unemployment at a 23-year low 

Source: Bloomberg 

Dividends per share keeps improving, with  

dividend yield close to 2.0% 

Source: Bloomberg 
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Japanese Corporations Have the Capacity to Dramatically Increase 

Payouts to Shareholders 
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The overall Topix has very little net debt 

56% of Topix companies are net cash 

Source: Bloomberg 

Source: Bloomberg, CLSA 
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From QE to QT 
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QE: Gently rolling over 

Source: Bloomberg, Epoch Investment Partners 
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With QT, Expect Correlations to Decline and Volatility to Rise 
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SPX correlation at 10-year low:  

good news for active managers 

Source: Epoch Investment Partners 
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The Volatility Paradox: close to post-1995 low 

Source: Epoch Investment Partners 
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Technology Continues to Drive Profitability Higher 
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Return on Equity Components 

Technology will improve all three components 

𝑃𝑟𝑜𝑓𝑖𝑡𝑠
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Outlook for Equity Income Stream Well Above that of Bonds 
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The combined dividend + buyback yield is almost 200bp above the 10-year yield 

Source: Standard and Poor's, Bloomberg, Epoch Investment Partners 
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• How is GESY likely to perform in a rising interest rate environment? 

• Some investors have seen GESY as a "bond proxy" 

• The "proxy" characteristics have to do with the ability to generate a steady  

income stream 

• But because GESY's underlying holdings are stocks, and not actual bonds, they 

have the ability to generate a growing income stream. 

• And because the conditions that lead to rising interest rates also tend to lead to 

faster growth in that income stream, GESY reacts to rising interest rates differently 

than bonds do. 

Global Equity Shareholder Yield 
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• Bonds do worse when interest rates rise. 

• However, GESY has actually enjoyed better returns in absolute terms when interest rates 

have risen 

Global Equity Shareholder Yield In A Rising Rate World 
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Trailing 12-month change in 10-year yield 

GESY 12-month absolute performance versus 
12-month change in 10-year U.S. yield 
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Trailing 12-month change in 10-year yield 

Barclays Aggregate 12-month performance 
versus 12-month change in 10-year U.S. yield 

Source: Bloomberg Source: Bloomberg 



U.S. Labor Market: Tight and Getting Tighter 
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Wage growth: Rising ever so gradually 

JOLTS: Openings rate highest  

since inception (12/2000) 

Source: Bloomberg 

Source: Bloomberg 

Average of four series: Atlanta Fed, NY Fed Median, AHE, ECI 
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Although the Participation Rate Suggests Some Slack Remains 
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Participation has potential to increase significantly 

Source: Bloomberg, Epoch Investment Partners 
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Housing Market: Gradual Recovery 
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Housing starts and building permits on a gradual upswing, supported by the solid 

labor market and low mortgage rates 

Source: Bloomberg 
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Small Business: Sentiment and Hiring Have Improved 
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Small business: Hiring up, but comp still subdued 

Source: Bloomberg, Epoch Investment Partners 
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Production, Capex and Exports Have All Improved 
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Capex-related orders 

Source: Bloomberg, Epoch Investment Partners 
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Core Inflation Still Well Below Target 
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Core goods price inflation is at a 13-year low 

Source: Bloomberg 
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Household, Corporate and Government Debt Levels are Elevated 
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U.S. household debt service (% of Personal Disposable Income): If yields rise 100bps, debt 

service will hit historical high 

Source: Bloomberg 
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Summary 

1. Equity multiples unlikely to increase further: Multiples expanded on QE, but the period of looser monetary 
policy is now well behind us. Consequently, equity return drivers are likely to shift from broad multiple 
expansion to earnings growth. 

2. Tech is the new macro: Technology is positive for all three return on equity (ROE) components — profit 
margins, asset utilization, and leverage. Among other things, this implies corporate margins can remain 
high for a prolonged period and don't necessarily need to revert. 

3. Muted wage and price inflation: Much weaker than in a typical cycle, likely due to technology. Still, given the 
global cyclical recovery, we expect moderate reflation and slightly higher bond yields. 

4. Robust U.S. outlook: Regardless of policy (which doesn't appear to be moving the needle, one way or 
another), domestic demand is solid and the production side of the economy is picking up. This provides a 
robust backdrop for earnings growth in the coming quarters. Risks include excessive household debt and 
Fed tightening. Tax cuts in 1Q2018 could provide a short-term boost to growth (and add 6% to EPS). 

5. European growth continues to improve, but political risks loom: Corporate fundamentals appear solid, 
earnings growth is picking up and valuations are "fair." Further, election outcomes have been supportive to 
mixed, but Italy remains a wildcard. Overall, we are focused on bottom-up opportunities within Europe. 

6. The Gathering Storm: Risks are rising and, as QE is withdrawn, we expect equity market volatility to rise. 
This is worrisome given historically high debt levels and stretched valuations for many assets. Further, 
several market developments since 2008 have made severe liquidity disruptions more likely. These 
developments include the shift from active to passive managers and the increased AUM of systematic 
strategies that sell on auto pilot. As Richard Bookstaber has argued in The End of Theory, although the last 
crisis was caused by excessive leverage, liquidity disruptions will play a large role in the next one. 

7. Investment approach: As a result of the above points, it is ever more important to favor companies with a 
demonstrated ability to produce free cash flow and allocate that cash flow wisely between return of capital 
options and reinvestment/acquisition opportunities. 
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A replay of our quarterly webinar is available on our website 

www.eipny.com 

Conclusion 

RECENT PUBLICATIONS & WHITE PAPERS 

Winning at Active 

Management 
"The Impact of Passive 

Investing on Market Efficiency" 

"Part I - Tech is the New Macro: 

Impacting All Three Components 

of Return on Equity" 

"Part II - Tech is the New Macro: 

Implications for Labor Markets 

and Productivity" 

http://www.eipny.com/assets/pdfs/Secular_Stagnation_FINAL_2Q16.pdf
http://www.eipny.com/assets/pdfs/Secular_Stagnation_FINAL_2Q16.pdf

