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US equity market remains resilient

The US equity market continues to

. k . ith Exhibit 1: US and rest of world equity market performance
surprise many market pundlts wit

its almost uninterrupted ascent.

Global equities have enjoyed a very L4
strong rebound over the last 12 t3
months, and the US market has, for te
the most part, led the way. 1'1
With vaccine driven recovery hopes buoying 09
equities over the last 6 months the more 0.8
cyclical/value markets in the “rest of world” have 0.7
enjoyed a degree of relative outperformance 06
versus the US. We see this as likely to be the
dominant trend of the coming year. However, 05
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the US has regained leadership recently as bond
yields have retreated from their March highs US Equities e Rest of World Equities (USS)
helping the long duration US tech sector catch a
fresh bid. This leadership switch is likely to be
temporary, but the resilience of the US market Source: Refinii, Wiisons.
and the US tech sector specifically is
encouraging for the sustainability of the global
equity rally. Exhibit 2: US outperformance peaked last October but has revived recently
Australia has underperformed the US 1.13
significantly over the last 12 months in local 111
currency terms (49% to 35% total returns
before currency adjustments). Still, when the 1.09
appreciation of the AS is considered (20% 1.07
appreciation over 12 months), Australia is ahead 1.05
of the US market in common currency 103
performance terms.

1.01
We still see at least some moderate upside to 0.99
the AS as global growth improves and expect 097
Australia can outperform the US in common 0.95
currency terms over the next 6 to 12 months. Mar-2020 Jun-2020 Sep-2020 Dec-2020 Mar-2021
However, we see Australia as likely to be a
market performer versus the rest of the world. e US v Rest of World Relative Performance

Source: Refinitiv, Wilsons.
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US equity valuations are — _ _ ___
- Exhibit 3: Valuation re-rate looks to have peaked but multiples proving resilient

peaking but holding

30

: : . 25
Despite ongoing concerns around over-valuation,
US market valuations have shown a high degree 20
of resilience even in the face of rising bond yields
and the Biden Administration’s stated intention to 15
raise the US corporate tax rate. 10
The PE multiple for the US market (and indeed all 5
markets) looks to have peaked, but at just over 0
22xthe valuation of the US market has barely Apr-1996 Apr-2001 Apr-2006 Apr-2011 Apr-2016 Apr-2021
budged from its highs.

S&P 500 COMPOSITE - 12MTH FWD P/E s MSCI EAFE - 12MTH FWD P/E

The US market’s ability to hold its premium
multiple is likely a function of the huge additional
fiscal stimulus being injected into the US economy Source: Refinitiv, Wilsons.

at present, alongside tangible re-opening

optimism as the US vaccine rollout gathers pace.

. Exhibit 4: US EPS revisions still stronger than R of W but Australia and UK
The recent moderate reversal in the ascent of the

US 10-year bond has also given the US market strongest
fresh impetus in recent weeks.

18.0
Ultimately, we believe PE multiples will trend 16.0
lower (as rates move higher). However, global 14.0
equity markets can still deliver solid returns given 12.0
the prospect of strong earnings growth over both 10.0
calendar 2021 and 2022. While earnings growth 8.0
estimates are already strong, we think the risk is 6.0
that estimates are actually upgraded further over 4.0
this year as the global economy gathers 2.0 I I
momentum. 0.0

S&P 500 MSCI EAFE  FTSE-100 MSCI MSCIEM  S&P/ASX 200
COMPOSITE EUROPE

While US earnings have upside risk, particularly in
the near term, we ultimately see more earnings ® 3mth % Cum. Revision m 6mth % Cum.Revision
growth and more upside risk to current earnings

estimates in the rest of the world versus the US,

over the next 12 to 18 months (alongside lower Source: Refinitiv, Wilsons.
starting valuation multiples). Equity markets in
UK/Europe and Asia tend to be more cyclical than Exhibit 5: Global IT sector performance relative to global equities (from

the US. This drives our 6 to 12-month preference outperformance to market performance)

for the rest of the world, notwithstanding the

superior structural growth credentials of the tech

laden US equity market. 1.4
1.35
Aligned with this view is the prospect of an 13
ongoing revival in the value style, which should
favour the “rest of world” versus the US. Growth 125
has been the dominant investment style of the last 12
decade. Yet, value has outperformed growth over 1.15
the previous 6 months as optimism over future 11
economic prospects build and higher bond yields
place some degree of pressure on “growth stock” 1.05
valuations. 1
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Source: Refinitiv, Wilsons.



The US is lending the
g]obn] earning recovery
but more upsidc for rest
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Consensus EPS upgrade momentum has
been broad-based, with all major countries
and regions seeing upgrades over the last 6
months. The US has shown the longest, most
consistent upgrade trend (8 consecutive
months of upgrades). We expect the current
US March quarter reporting season to be
supportive given the improving US GDP
growth backdrop, however, we believe
upgrade momentum will progressively shift in

favour of other regions as the world re-opens.

Interestingly, even Europe, which has been in
rolling lockdowns for some time, has delivered
consistent upgrades in recent months. The
ability to deliver upgrades against a backdrop
of a Covid constrained economy suggests
there is still significant upgrade potential in

UK/Europe as economies re-open.

Resources and banks
dnvmg strong earnings
upg -ade trends in

Australia

Australia has seen the strongest upgrade
momentum of any major market over the past
3 and 6 months, led by big upgrades to the
resources and banking sectors, and we
believe there is more upside. The risk to bank
sector estimates is still likely to the upside as
the economy continues to surprise (lowering
bad debt provisions), while the rebound in the
iron ore price suggests resource estimates will

once again prove too low.
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Exhibit 6: Growth style outperformance versus value style looks to have peaked for

now
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Emerging Markets (GEM) have had a strong
rebound over the past year, helped by China’s
superior economic performance due mainly to
superior virus control. However, GEM has
experienced some underperformance this

calendar year.

This is likely due to a combination of transient

factors:

1. therevivalin the USS (which seems to be
fading),

7. concerns around China policy tightening,

and

3. the skirmish between big tech in China and

local regulators.

We are still attracted to the medium-term
prospects for EM with strong earnings growth
potential and reasonable valuations. We don't
think China'’s tightening will be as aggressive in
this cycle as Chinas stimulus last year was

actually quite measured compared to the West.

Sep-2020 Dec-2020 Mar-2021

Source: MSC/

This contrasts to previous global downturns
where China employed massive levels of
stimulus followed by fairly aggressive
tightening to control speculative excesses.
China’s tech heavyweights are currently
being reigned in terms of their dominance,
but we believe China will still look to
encourage national champions, so we don't
think the operating landscape is set to

become too draconian.

More broadly, the Emerging Market complex
normally responds well to periods of
synchronised global growth (and a weaker
USS), so we still think the coming 12

months for EM should be constructive.



Returns to moderate but 12~

month outlook for global

equities remains positive

Overall, we remain constructive on global equities

due to the supportive backdrop of low interest

rates and a recovering economic/earnings cycle.

US resilience impressive but
rest of world offers more

upside over the Coming year

The impressive resilience of the US stock-market
is encouraging, though we continue to believe
there is more upside in the rest of the world (DM
and EM) on a 12-month view given less expensive
valuations and more earnings leverage to a re-

opening global economy.

The lack of any correction of note in global stock-
markets since March 2020 is perhaps cautionary
but not enough in itself to take a negative 12-
month view. We would be buyers of any dip in
global equities, assuming our view of a durable
global recovery balanced by a moderate inflation

and interest rate pick up remains intact.

Exhibit 7: Global equities - consensus valuation and earnings growth outlook
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Source: Refinitiv. UBS.
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Disclaimer

This document has been prepared by Wilsons Advisory and Stockbroking Limited (AFSL 238375, ABN 68 010 529 665) (“Wilsons”) and its
authors without consultation with any third parties, nor is Wilsons authorised to provide any information or make any representation or
warranty on behalf of such parties. Any opinions contained in this document are subject to change and do not necessarily reflect the views of
Wilsons. This document has not been prepared or reviewed by Wilsons' Research Department and does not constitute investment research.
Wilsons makes no representation or warranty, express or implied, as to the accuracy or completeness of the information and opinions contained
therein, and no reliance should be placed on this document in making any investment decision Any projections contained in this communication
are estimates only. Such projections are subject to market influences and contingent upon matters outside the control of Wilsons and therefore

may not be realised in the future. Past performance is not an indication of future performance.

In preparing the information in this document Wilsons did not take into consideration the investment objectives, financial situation or particular
needs of any particular investor. Any advice contained in this document is general advice only. Before making any investment decision, you
should consider your own investment needs and objectives and should seek financial advice. You should consider the Product Disclosure
Statement or prospectus in deciding whether to acquire a product. The Product Disclosure Statement or Prospectus is available through your

financial adviser.

Wilsons and Wilsons Corporate Finance Limited (ABN 65 057 547 323, AFSL 238 383) and their associates may have received and may
continue to receive fees from any company or companies referred to in this document (the “Companies”) in relation to corporate advisory,
underwriting or other professional investment services. Please see relevant Wilsons disclosures at www.wilsonsadvisory.com.au/disclosures. In
addition, the directors of Wilsons advise that at the date of this report they and their associates may have relevant interests in the securities of
the Companies. Wilsons Corporate Finance Limited ABN 65 057 547 323, AFSL 238 383 has not acted in an advisory capacity to any of the

stocks mentioned in this research.

All figures and data presented in this research are accurate at the date of the report, unless otherwise stated.
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