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RECORD PARTICIPATION: The US Federal Reserve measures household equity investments,
as percent of financial assets (equities, bonds, cash) and of all assets (total, including housing),
giving a broad view of retail investor participation. This is at an all-time-high 29% of total assets
and 40% of financial assets: near double the average and above the prior 2000 high, driven by
higher markets and more retail investor participation. We argue why this may be here-to-stay.

WHAT'S DIFFERENT: Previous household equity participation highs have all been followed by
poor equity returns: 1969 (inflationary 1970’s), 2000 (tech bubble), and 2007 (global financial
crisis). Current differences are significant however: 1) Structural change of online community,
free trading, fractional ownership, and more equity investment options (ETFs, Styles, Themes)
all support participation. 2) Low bond yields and policy rates make alternatives less attractive.
US 10-year yield was 6.6% in 2000, 4.4% in 2007 vs 1.3% now, and is not to rise dramatically.
TINA (There Is No Alternative) set to stay. 3) US household’s financial flexibility, with a buffer
of $3.3 trillion ‘excess’ savings, and household debt/GDP 20pp lower than the 2008 peak 80%.

VIEW: Equity valuations are high, but GDP and earnings growth remains under estimated. We
see this offsetting lower valuations, as the Fed tightens monetary policy. Heightened household
participation is also now being re-joined by corporate share buybacks which have traditionally
been the largest buyer of US equities. These fell 40% last year and are set to grow more than
that this year, to over $730 billion. Also, global equity home bias remains huge, and favours US
equities – as by far the world’s largest market – as international investors increasingly diversify.

TODAY: Look to flash July purchasing managers index (PMI) numbers from US, UK, Europe,
Australia for some reassurance the recent growth ‘scare’ overdone and markets well-supported.
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