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Tracking recent changes in equity prices

1. Monthly overview

 The US Federal Reserve has signalled that they 

will likely pause their current action to shrink their 

balance sheet, which is withdrawing liquidity and 

tightening financial conditions. They noted this 

was in response to rising downside risks to the 

economy. The fading of last years fiscal stimulus, 

lagged impact of previous rate hikes, slowing 

global growth and heightened trade tensions have 

contributed to a slowdown in US growth. Bond 

markets are pricing-in a set of monetary 

conditions that are consistent with this – the short-

end of the Treasury yield curve is pricing-in that 

the Fed will not increase policy rates again in 

2019/20. 

 Chinese authorities have stated that they intend 

to liquidate nearly all zombie companies by 2020 

with a view to improving resource allocation and 

efficiency in the economy. The closing down of 

these unprofitable and overleveraged companies 

is expected to have a moderately negative impact 

on growth and labour markets, especially given 

the current slowdown. However, we expect 

targeted fiscal and monetary stimulus measures 

to support an economic recovery in China 

towards the end of this year. 

 On 14th February, the UK Parliament rejected a 

motion to support the government’s negotiating 

strategy, creating more obstacles for Prime 

Minister May to reach a conclusive Brexit deal 

with the EU. European Commission president 

Jean Claude Juncker has reiterated that the EU 

are not willing to renegotiate the draft withdrawal 

agreement. With around five weeks left until the 

UK officially departs from the EU, uncertainty 

around the final deal remains high. 

2. Our Five-Year Outlook 

In January, we published our Five-Year Outlook. A 

summary of this is provided below:

 First, we expect a material slowdown in growth in 

most of the major economies in 2019, with 

downside risks rising as we move into 2020.

 The main driver of weaker conditions is the 

gradual tightening of financial conditions, as the 

major central banks have raised interest rates 

and/or withdrawn money from the financial 

system.

 We believe that a recession in one or more of the 

major economic regions is likely over the next 

three years – a more cautious view than in 2018.

 Second, relative to our medium-term outlook, we 

think valuations for growth-related assets are still 

high and expect low returns on average over five 

years, …

 … putting pressure on savers’ wider financial 

positions.

 Third, achieving investment return targets – and 

hence meeting savers’ expectations – is going to 

be difficult in this environment in our view, even 

over longer time periods.

Five portfolio priorities for a surprise-free 
2019/2020 

 Diversify; 

 Reduce unrewarded risks;

 Account for the macro & use dynamism;

 Innovate through alpha; 

 Innovate to find diversity, e.g., China now offers a 
new and diversifying set of assets for investors.
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Equity prices rose in all major markets in 

January, either partially (Europe, Japan and 

China) or fully (the US) offsetting negative 

price returns in 2018.

While the valuation of most indices is now 

lower than a year ago, our analysis suggests 

investor expectations for future earnings 

growth are still moderate.

It is our opinion that consensus and market 

pricing requires a continuation of recent good 

corporate outcomes. We expect economic 

growth and earnings growth to be lower than 

market expectations and expect low equity 

returns on average over five years.

MSCI World: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”

MSCI World: what’s priced-in over the short-run

Analysts’ expectations for earnings/margins next yr.
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Changes to market pricing
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MSCI World: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa
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∆ 1 month ∆ 1 year ∆ 3 years, pa

Total ret EPS
Trailing 

P/E
Price Total ret EPS

Trailing 

P/E
Total ret EPS

Trailing 

P/E

Australia 1.0% -0.1% 1.1% -0.6% 4.0% 3.4% -3.8% 5.7% 11.3% 0.8%

Canada 3.8% 0.1% 3.6% 1.1% 4.2% -3.4% 4.6% 15.0% 10.0% -7.1%

Eurozone 2.9% 0.1% 3.0% -4.6% -1.2% -1.2% -11.2% 10.2% 7.9% -5.3%

Japan 2.3% 0.0% 2.3% -7.5% -5.3% 10.8% -16.5% 11.8% 8.8% -4.8%

UK 2.0% 0.1% 1.9% -3.1% 1.0% 2.1% -5.1% 19.3% 8.9% -12.4%

US 4.6% 0.0% 4.5% -0.2% 1.6% 19.1% -16.2% 10.2% 14.5% 1.9%

China 6.4% -0.1% 6.3% -16.4% -14.6% 15.7% -23.5% 7.6% 18.7% 8.6%

MSCI World 3.9% 0.0% 3.7% -1.8% 0.6% 10.4% -13.4% 10.6% 12.1% -0.9%

MSCI EM 3.8% 0.0% 4.3% -8.3% -5.7% 2.3% -14.8% 9.8% 13.8% 2.3%

Discounted earnings growth determines the long term earnings growth required to deliver the current price, after making neutral  assumptions for 

future interest rates and the equity risk premium
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MSCI EM: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa

US: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”

US: what’s priced-in over the short-run

Analysts’ expectations for earnings/margins next yr.
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MSCI EM: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”

MSCI EM: historic sales growth and margins

US: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa

Source: Factset, Willis Towers Watson
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Eurozone: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa

Japan: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”
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Eurozone: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”

Japan: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa

Source: Factset, Willis Towers Watson
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China: what’s priced-in over the long-run

L-t discounted nominal earnings growth, % pa

China: basic valuation

Z-score (std devs from average since Jan 2000). For 

all valuation multiples (excl. ROE) a negative score is 

“attractive” and a positive score is “unattractive”
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Disclaimer

Willis Towers Watson has prepared this material for 

general information purposes only and it should not 

be considered a substitute for specific professional 

advice. In particular, its contents are not intended by 

Willis Towers Watson to be construed as the 

provision of investment, legal, accounting, tax or 

other professional advice or recommendations of any 

kind, or to form the basis of any decision to do or to 

refrain from doing anything. As such, this material 

should not be relied upon for investment or other 

financial decisions and no such decisions should be 

taken on the basis of its contents without seeking 

specific advice.

This material is based on information available to 

Willis Towers Watson at the date of this document 

and takes no account of subsequent developments 

after that date. In preparing this material we have 

relied upon data supplied to us by third parties. 

Whilst reasonable care has been taken to gauge the 

reliability of this data, we provide no guarantee as to 

the accuracy or completeness of this data and Willis 

Towers Watson and its affiliates and their respective 

directors, officers and employees accept no 

responsibility and will not be liable for any errors or 

misrepresentations in the data made by any third 

party.

This material may not be reproduced or distributed to 

any other party, whether in whole or in part, without 

Willis Towers Watson’s prior written permission, 

except as may be required by law. In the absence of 

our express written agreement to the contrary, Willis 

Towers Watson and its affiliates and their respective 

directors, officers and employees accept no 

responsibility and will not be liable for any 

consequences howsoever arising from any use of or 

reliance on this material or the opinions we have 

expressed.

Towers Watson Limited (trading as Willis Towers 

Watson) is authorised and regulated by the Financial 

Conduct Authority in the UK.

Disclaimer

About Willis Towers Watson

Willis Towers Watson (NASDAQ: WLTW) is a leading global advisory, broking and 

solutions company that helps clients around the world turn risk into a path for growth. 

With roots dating to 1828, Willis Towers Watson has 40,000 employees in more than 

140 countries. We design and deliver solutions that manage risk, optimise benefits, 

cultivate talent, and expand the power of capital to protect and strengthen institutions 

and individuals. Our unique perspective allows us to see the critical intersections 

between talent, assets and ideas — the dynamic formula that drives business 

performance. Together, we unlock potential. Learn more at willistowerswatson.com.
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