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• The recent market rebound has been strongly 
skewed to companies whose earnings have 
been hardest hit by the COVID-19 crisis. 
 

• Our investment process charges us to avoid 
focusing on near-term rebounds, even if they 
may have some short-term momentum, in favor 
of a longer-term view. 
 

 

 

In the months since the March 2020, COVID-19-related drawdown, price action in many segments of the equities market 
has become almost completely disconnected from the earnings shock that companies are expected to experience in 
2020 and 2021. Between April 28 and June 10, a massive rally took shape among a very narrow subset of stocks that 
were suffering from substantial earnings challenges — the so-called “junk” rally1. In this commentary, we’ll explore this 
recent rally to uncover where some of the deepest disconnects between prices and earnings are appearing, and where 
we see better opportunities. 

 

Alignment in the extremes; disconnects in the middle 

At the extremes of earnings performance, prices and earnings have been reasonably well aligned. The Travel and Energy 
sectors, which have been the hardest hit from an earnings standpoint, have also experienced the most negative price 
movements. Meanwhile, the Technology and Health Care sectors, where earnings have been most resilient, have also 
had the strongest prices2. 

 

Between these extremes, however, there are some disconnects. If we compare some other sectors using year-to-date 
results through the end of June, the Materials and Energy sectors have each shown total returns of around -10%. 
Earnings forecasts for the Materials sector dropped by more than 25% over the period, while earnings forecasts for 
Utilities fell by only 6%. Meanwhile, year-to-date total returns for Consumer Staples have fallen by around 8%, in line 
with an 8% drop in earnings. But Consumer Discretionary stocks are down only 5% year-to-date — even though their 
earnings are expected to be down 45%3. 

 

 

 

 

 

 

 
1 As measured by earnings depreciation. 
2 As measured by positive total returns, year to date (to 30 June 2020) 
3 Refinitiv Datatream, as of 30 June 2020. 
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Figure 1: Prices and earnings are reasonably well aligned at the extremes of earnings 
performance – but there are disconnects in the middle 

Price and earnings per share (EPS) change, year to date (to 30 June 2020) 

 

 
Source: Refinitiv Datastream as of 30 June 2020 

When viewed alongside both earnings and valuation perspectives, stock prices in the Materials and Consumer 
Discretionary sectors seem much more at risk compared with Utilities and Consumer Staples, year-to-date: 

 
Price move (%) EPS change (%) 

Price to equity ratio 
versus 5-year average 

Materials -10 -25 4% more expensive 

Consumer Discretionary -5 -45 28% more expensive 

Utilities -10 -6 2% cheaper 

Consumer Staples -8 -8 16% more expensive 

Source: Refinitiv Datastream as of 30 June 2020 

 

If we look at the investment universe on a stock-by-stock basis by grouping companies according to their price 
moves over the past two months, and comparing that to the corresponding year-to-date earnings decline in 2020, 
it becomes clear that the recent market rebound is strongly skewed to companies whose earnings have been 
hardest hit by the COVID-19 crisis. 
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Figure 2: Prices have moved opposite to earnings recently 

Change in stock prices versus change in forecast earnings 

 

  
Source: Factset Research Systems as at 30 June 2020. Price change over two months, earnings forecast change over 12 months. 

So investors today are faced with a challenge: Are the stock prices wrong? Or are the fundamentals wrong? How 
do investors walk the tightrope between current sentiment trends (which may be enduring), and finding stocks that 
are not trading on nose-bleed price multiples?  

Our most preferred segments of the market, based on our multi-dimensional view, are Technology Hardware and 
Semiconductors, Health Care (Pharmaceuticals and Services/ Equipment), Insurance, Diversified Financials, and 
Telecom Services. Our least preferred segments are Software, Retailing, Household Products, Media, Real Estate, 
Capital Goods, Transportation and Autos. In Figure 3, we’ve laid out the dimensions of value and sentiment and 
color-coded various segments based on our overall preference. 

Figure 3: Value and sentiment relationship 

Ranks out of 100 

 

 

Source: State Street Global Advisors as at 30 June 2020 based on proprietary measures. Red dots indicate our most-favored segments. We are more 
neutral on segments indicated by green dots. Blue dots indicate our least favored segments. 
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The Bottom Line 

Our investment process charges us to avoid focusing on near-term rebounds, even if they may have some short-
term momentum, in favor of a longer-term view. Underlying company fundamentals are a critical anchor when 
selecting stocks. For that reason, our most-preferred names are in segments where earnings have been more 
stable, and we tend to favor companies that have suffered a much smaller earnings decline than average4. 

 

Portfolio Attribution and Performance5 

Continued easing of mobility restrictions saw global markets rally again in June. Most global developed market 
sectors rose, with Discretionary, Staples and Financials outperforming. On the other hand, Energy, Industrials and 
Gold underperformed (AUD terms). The AUD rose 2.5c to $0.689, partly due to high iron ore prices and improving 
risk sentiment. On the economic front, US data was mostly negative, but is beginning to show signs of improvement. 
European data remains weak but largely exceeded expectations. 

 

The State Street Global Equity Fund underperformed its benchmark during the month of June. Developed equity 
markets continue to be led by a small cohort of expensive growth stocks, many of which now trade at valuations 
that are well detached from fundamentals. From a sector perspective, good stock picking within Utilities and the 
lower than benchmark exposure to Energy were the key contributors towards relative performance. This was offset 
by our lower than benchmark exposure to IT, higher than benchmark exposure to Health Care and negative stock 
selection within Discretionary (namely not holding Amazon and Tesla). Currency hedging added +1.7% towards 
relative performance in June due to the stronger AUD. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
4 The average security in the MSCI World universe has experienced a drop in earnings forecasts of around 35% in the last 12 months (as of 30 June 2020), 
whereas the securities we prefer in the strategies we manage with a risk-adjusted return mandate have experienced an average earnings decline of only 
12.5%.  
 
5 Source: Factset, SSGA as at 30 June 2020. Past performance is not a reliable indicator of future performance. This information should not be considered a 
recommendation to buy or sell any security or sector shown. It is not known whether the securities or sectors shown will be profitable in the future. 
Characteristics are as of the date indicated, subject to change, and should not be relied upon as current thereafter. Index returns are unmanaged and do not 
reflect the deduction of any fees or expenses.  Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income.  



 

 
 
 

Important Disclosures 

 

ssga.com 

 
Issued by State Street Global Advisors, Australia Services Limited (AFSL Number 274900, ABN 16 108 671 441) (“SSGA, ASL”). Registered office: Level 14, 
420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: www.ssga.com. State Street Global Advisors, Australia, Limited (AFSL 
Number 238276, ABN 42 003 914 225) (“SSGA Australia”) is the Investment Manager. 

References to the State Street Global Equity Fund ("the Fund") in this communication are references to the managed investment schemes domiciled in 
Australia, promoted by SSGA Australia, in respect of which SSGA, ASL is the Responsible Entity. This general information has been prepared without taking 
into account your individual objectives, financial situation or needs and you should consider whether it is appropriate for you. You should seek professional 
advice and consider the product disclosure document, available at www.ssga.com, before deciding whether to acquire or continue to hold units in the Funds. 

This material should not be considered a solicitation to apply for interests in the Funds and investors should obtain independent financial and other professional 
advice before making investment decisions. There is no representation or warranty as to the current or accuracy of, nor liability for, decisions based on such 
information. 

The information provided does not constitute investment advice and it should not be relied on as such.  It should not be considered a solicitation to buy or an 
offer to sell a security.  It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon.  You should 
consult your tax and financial advisor. 

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed.  

The views expressed in this material are the views of the Active Quantitative Equity team through the period ended 30 June 2020 and are subject to change 
based on market and other conditions. This document contains certain statements that may be deemed forward-looking statements. Please note that any such 
statements are not guarantees of any future performance and actual results or developments may differ materially from those projected.  

Investing involves risk including the risk of loss of principal.  

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market and economic 
conditions. 

Quantitative investing assumes that future performance of a security relative to other securities may be predicted based on historical economic and financial 
factors, however, any errors in a model used might not be detected until the fund has sustained a loss or reduced performance related to such errors. 

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency values, withholding taxes, from differences in 
generally accepted accounting principles or from economic or political instability in other nations.  

Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may involve exposure to economic 
structures that are generally less diverse and mature and to political systems which have less stability than those of more developed countries.  

Actively managed funds do not seek to replicate the performance of a specified index. 

The Fund is actively managed and may underperform its benchmarks. An investment in the Fund is not appropriate for all investors and is not intended to be 
a complete investment program. Investing in the Fund involves risks, including the risk that investors may receive little or no return on the investment or that 
investors may lose part or even all of the investment. 

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability for damages of any kind relating to the use of 
such data.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGA Australia’s 
express written consent. 

www.ssga.com 
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