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Besides being severely overvalued, we also worry
that a recession may be around the corner.

Against this backdrop, we check in on the balance

sheet health of large, listed nonfinancial firms 120
around the world.

) . 105
We do so because while the recession can be
timed using macro frameworks, the region-wise
. . . 90
impact will be influenced by company-level
vulnerabilities.

75

Our analysis suggests that US corporates are
poised to play a central role in pulling the global
economy out of the next recession. This is thanks
to US corporates generally having strong balance %
sheets, with many holding large war chests of

70
cash.

60
Euro area corporates could end up playing a 50

supporting role when it comes to reviving global
growth. This is because European balance sheets 40
are far less geared today than they were a few 30
years ago and Europe’s short-term debt is modest
too.

20
10
The main risk that Europe must contend with is a
potential fall in the value of intangible assets —

arisk which is nontrivial given that these assets USBS
account for about a third of the region’s assets.

1000 |

Japan’s investment case looks strong because top
Japanese corporations’ balance sheets exhibitno ~ 800
major red flags while the underlying economy is

6
on the mend. o0
Lastly, we worry that China will underperform. 400
Access to capital will dry up once the recession

200

arrives — a factor that could adversely affect
certain Chinese corporates since bank lending is
already slowing, many Chinese corporations are
neck deep in debt, and a large part of this debt is
maturing soon.

US Corporates: Poised To Outperform
During The Next Recession

MEDIAN LONG-TERM DEBT-TO-EQUITY RATIO
l (2017=100)

E2017 H2023
Global growth has been trending lower since 2017
but the US managed to cut back on leverage

111

JAPAN CHINA

TOTAL CURRENT LIABILITIES-TO-TOTAL DEBT*

[ m2022 m2023
r Current liabilities account for
50% Mark less than half of US Inc’s debt

uUs JAPAN™ CHINA

CASH AND SHORT-TERM INVESTMENTS
mUS mEMU mJAPAN = CHINA

US’s pile of cash is almost
back to 2020 peak

© BCQL Rexe arch 2024
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" SUM OF CURRENT AND NON-CURRENT LIABILITIES

** JAPAN DATA IS BASED ON 2021 AND 2022.

SOURCE: REFINITIV.

NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
COUNTRY'S MSCI INDEX. DATA FOR 2023 IS ESTIMATED FOR COMPANIES
THAT HAVE NOT RELEASED THEIR 2023/24 BALANCE SHEETS.

Bottom Line: The health of corporate balance sheets will play an important role in determining
the magnitude of the next recession. From this perspective, large nonfinancial companies in the
US and Japan appear most resilient (in that order), Europe is less resilient, and China is the least

resilient of all.
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Dear Client,

Best regards,

Peter Berezin
Chief Global Strategist

This week we are sending you a Special Report from my colleague Ritika Mankar.
Ritika takes a deep dive into the balance sheets of top-listed firms around the world to
see how investors can protect themselves from the next recession.

A US recession was widely expected at the
beginning of last year, but never arrived.
Since then, global equities have rallied by
29% in US dollar terms, outperforming
global hedged 7-to-10-year government
bonds by 23%.

We worry, however, that equities may soon
begin to underperform bonds for two sets
of reasons. Firstly, our kinked Phillips curve
framework is predicting that a recession
may be around the corner. This framework
has been very helpful in the recent past —

it predicted both the inflationary surge of
2022 and the immaculate disinflation of
2023.

Secondly, equity market valuations today
rest on questionable foundations. Earnings
growth has accounted for a small fraction of
the stock market's gains since the beginning
of 2023, with a multiple re-rating being the
driving force behind this rally (Chart 1).

As a result, equity markets today are at the
most extreme level of overvaluation seen
since the early 2000s.

With global equity markets visibly skating
on thin ice, in this Special Report we
identify the strengths and weaknesses

of key regional equity markets using a
balance-sheet approach. We see merit in
this approach because while the recession
can be timed using macro frameworks, the
region-wise impact will be influenced by
company-level vulnerabilities.
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CHART 1
Global Equity Performance Of Late:

Powered Less By Earnings, More By Multiples

MSCI ACW
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75% of equity
market
performance
since 1Jan 2023
has been powered
by multiples
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* SOURCE: MSCI INC. (SEE COPYRIGHT DECLARATION).
** SOURCE: REFINITIV / IBES.
“** FORWARD EARNINGS IS CALCULATED AS
PRICE INDEX/FORWARD PRICE-EARNINGS.
NOTE: ALL SERIES ARE REBASED TO JANUARY 2023 = 100.

| How Thin Is The Ice?

We followed a three-step process to

examine corporate balance-sheet health.

Specifically:

» First, we employed a sample approach

that zeroed in on large nonfinancial

firms that together account for around

40% of the weight of the MSCI US,
euro area (EMU), Japan, and China
indices. This produced a sample of 8
listed nonfinancial firms that we use

1
das

indicators of global corporate health.
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* We examined the balance sheets for each
of these 81 firms over the last ten years.
We then extracted data on balance sheet
line items that have macro implications
such as the value of a company’s debt
relative to its equity. To gain even deeper
insight, we also extracted information
tucked in the footnotes of balance
sheets such as, say, what proportion of a
company’s long-term debt is maturing in
the short term.

 Finally, we aggregated firm-level data
into four regional buckets (the US,
EMU, Japan, and China), and carefully
compared signals generated by this
bottom-up dataset with that provided by
our macro frameworks.

The goal of these bottom-up checks is to
uncover insights that asset managers can
leverage to inform their regional equity
allocation calls.

Below, we present the key insights that
emerged from these checks.

Insight #1: The US Will Play

A Central Role In Pulling The
Global Economy Out Of The Next
Recession

We noted above that the US economy will
likely slip into recession by early 2025. But
what will the shape of this recession be?
Will this be a short and shallow recession or
a prolonged one?

BC(X/ ReSGaI'Ch Copyright ©2024 BCA Research Inc. All Rights Reserved. Refer to last page for an important disclaimer.
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CHART 2
The US Corporate Debt-To-GDP Ratio Appears
Stretched But Can Expand

%
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DEBT-TO-GDP
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100
US corporate

debt-to-GDP
ratio today is 9%
higher than it was
in 2007
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* DENOTES NONFINANCIAL CORPORATE DEBT.
SOURCE: BANK FOR INTERNATIONAL SETTLEMENTS.

As the largest economy in the world, the
extent of private-sector indebtedness in
the US serves as a good starting point for
answering this question. Today, US house-
holds have space to take on more leverage,
but the debt-to-GDP ratio of US corporates
appear to be overstretched (Chart 2). Given
that corporates can be canaries in the coal
mine, it is tempting to conclude that the
next recession will be a lengthy one based
on this macro data point. After all, Japan’s
corporate debt-to-GDP ratio peaked in
1993 and economic growth collapsed in the
subsequent decade (Chart 3).
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CHART 3
Corporate Indebtedness Was A Powerful Leading
Indicator In The 1990s

Ann%
Chg
JAPAN
—— CORPORATE DEBT-TO-GDP* (LS)
o ~—— REAL GDP GROWTH"* (RS)

Corporate leverage 44
peaked in 1993
y and growth
collapsed in the
subsequent years
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2000 10 20
* NONFINANCIAL CORPORATE DEBT.
SOURCE: BANK FOR INTERNATIONAL SETTLEMENTS.
** SHOWN AS 10-YEAR MOVING AVERAGE.
SOURCE: CABINET OFFICE, JAPAN.

While corporate sector debt-to-GDP
ratios have historically proved to be a
useful gauge, this metric is not as effective
as before because today, companies can
also use equity capital to fund growth.
The global market capitalization of listed
companies has risen from 56% of GDP in
2008 to 107% in 2022. Even if an economy’s
corporate debt-to-GDP ratio is high, listed
firms can still take on more debt as long as
there is enough equity on the table.

Another reason why corporate debt-to-GDP
is not a good measure of corporates’ ability
to take on more debt is because this metric

Copyright ©2024 BCA Research Inc. All Rights Reserved. Refer to last page for an important disclaimer.
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fails to take into account the maturity
profile of debt. If short-term debt accounts
for an unusually large share of a company’s
debt, then even if the headline corporate
debt-to-GDP ratio is low, the firm may
struggle to roll over its debt.

For these reasons, a singular focus on
top-down corporate indebtedness can lead
to inaccurate conclusions. To get an early
sense of whether corporates can take on
more debt and fire up economic growth,
macro data ought to be supplemented with
bottom-up inputs.

Throwing in balance sheet data into the
corporate indebtedness equation makes
it clear that the US will play an important
role in ensuring that the next recession is
a comparatively mild one. This is because
even though global growth peaked in
2017, top US corporates have been able to
lower their debt-to-equity ratio over the
last seven years (Chart 4). Furthermore,
the short-term debt component of top US
corporates' debt is modest (more about this
in Insight #2).

Looking back at the last few years, 2021
marked a break from the past as access to
long-term debt dried up and equity capital
became king (Chart 5). In this equity
dominated market, US firms managed to
account for the lion’s share of the increase
in the value of shareholders' equity. US
corporates managed to grow the book value
of their equity, despite heavy buybacks,
largely thanks to the steady flow of profits
which enriched equity through higher
retained earnings.
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CHART 4
Top US Corporates Have Cut Back On Gearing,
Short-Term Debt Is Manageable Too

MEDIAN LONG-TERM DEBT-TO-EQUITY RATIO
(2017=100)

E2017 H2023

Global growth has been trending lower since 2017
but the US managed to cut back on leverage

uUs EMU JAPAN CHINA

TOTAL CURRENT LIABILITIES-TO-TOTAL DEBT*
- H2022 W2023

- Current liabilities account
for less than half of US
50% Mark Inc’s debt

uUs EMU

JAPAN™ CHINA

RETAINED EARNINGS-TO-CURRENT LIABILITIES
H2022 N2023

Top US firms' current liabilities are a
fraction of their retained earnings
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uUs EMU JAPAN™" CHINA

* SUM OF CURRENT AND NON-CURRENT LIABILITIES.

**JAPAN DATA IS BASED ON 2021 AND 2022.

SOURCE: REFINITIV.

NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
COUNTRY'S MSCI INDEX. DATA FOR 2023 IS ESTIMATED FOR COMPANIES
THAT HAVE NOT RELEASED THEIR 2023/24 BALANCE SHEETS.
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CHART 5
Top US Corporates Have Healthy
Amounts Of Equity On Their Books

B GLOBAL CHANGE IN VALUE OF SHAREHOLDERS'
EQUITY
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Importance of debt
waned, prominence of
equity rose in 2021
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The US led on
L expansion in
shareholders'
equity...
150% Mark
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...thanks to the steady
accumulation of earnings
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* BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF EACH OF
THE US, EURO AREA, JAPAN AND CHINA MSCI INDICES.

SOURCE: REFINITIV.

NOTE: DATA FOR 2023 IS ESTIMATED FOR COMPANIES THAT HAVE NOT

RELEASED THEIR 2023/24 BALANCE SHEETS.
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CHART 6
US Corporates Have Adequate Dry Powder To
Weather A Funding Winter

CASH AND SHORT-TERM INVESTMENTS
mUS mEMU mJAPAN =CHINA

US’s pile of cash
is almost back to
2020 peak
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2017 2018

SOURCE: REFINITIV.

NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
COUNTRY'S MSCI INDEX. DATA FOR 2023 IS ESTIMATED FOR COMPANIES
THAT HAVE NOT RELEASED THEIR 2023/24 BALANCE SHEETS.

2019 2020 2021 2022 2023

Distinct from the above stated factors,
another factor that should ensure that US
firms can weather the coming recession
with relative ease is the fact that US
corporates today have a war chest of cash.
Top US firms’ cash levels peaked in 2020,
then declined slightly in the following two
years, and are now back to being in the pink
of health (Chart 6).

Given that the US recovery is likely to
be propelled by both the corporate and
household sector engines firing, the US
should be able to catalyze a turn in the
business cycle relatively swiftly.

Copyright ©2024 BCA Research Inc. All Rights Reserved. Refer to last page for an important disclaimer.
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CHART 7
Unlike China, The Euro Area’s Corporate Sector
Is Not Overextended

CORPORATE DEBT-TO-GDP
2007

2023

With the exception
of France, corporate
leverage in the euro area

is contained *

© BCQOL Research 202.

CHINA GERMANY FRANCE ITALY  SPAIN NETHERLANDS

SOURCE: BANK FOR INTERNATIONAL SETTLEMENTS.
NOTE: ANNUAL DATA IS DERIVED USING THE AVERAGE OF QUARTELY DATA.
DATA FOR 2023 SPANS Q1 2023 TO Q3 2023.

Across the Atlantic, top euro area firms
have been able to bring down their gearing,
albeit to a lesser extent than their American
counterparts. Furthermore, except for
France (where debt may be overstated due
to unique reporting norms), the corporate
debt-to-GDP ratios for most major euro
area economies are nowhere close to being
too stretched today (Chart 7). This should
mean that when the next recession arrives,
US Inc. will emerge as the protagonist
when it comes to reviving global demand,
with euro area corporates set to play a
supporting role.
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CHART 8
China Is More Indebted Today Than It Was In 2007
As Well As 2019
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Insight #2: Short-Term Debt
Build-Up In China Is A Risk

A year before the pandemic, China’s
corporate debt-to-GDP ratio stood at an
eye-watering 152%. This led many investors
to conclude that China’s corporate debt
was maxed out and was unlikely to be able
to support aggregate demand in a big way
from this point on. But the reality turned
out to be different. China’s corporate
sector proved to be an important source of
economic growth, with China’s corporate
debt-to-GDP ratio rising to 167% last year.
So, can China Inc yet again take on more
debt and save the day?

Copyright ©2024 BCA Research Inc. All Rights Reserved. Refer to last page for an important disclaimer.
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This appears unlikely for two sets of
reasons. Firstly, both China’s households
and corporates are more indebted today
than they were in 2007 and 2019 (Chart 8).
Moreover, among corporates, a notably
high proportion of debt is in the form of
‘current liabilities’ i.e., liabilities that are
due to be paid within one year (Chart

9). China’s current liabilities have been
growing and their quantum today exceeds
China’s non-current liabilities by a wide
margin. This is in sharp contrast to other
key markets where the value of current
liabilities on average is lesser than the value
of non-current liabilities.

CHART 9
Macro Data Conceals China Inc’s High Reliance
On Short-Term Debt

NON-CURRENT LIABILITIES AS A SHARE OF TOTAL
DEBT"

mUS mEMU mJAPAN mCHINA
Share of long term debt in

China Inc's total debt has
been low and declining
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Distinct from elevated levels of short-term
debt, we also found that the proportion of
debt maturing over the next two-to-three
years is on the higher side for several large
Chinese firms (Chart 10). While disclosure
on this variable is patchy, the data that exist
suggest that top Chinese corporates may be
at the higher end of this spectrum.

While Chinese corporates do have high
levels of equity on their balance sheets,
their leverage ratios have not seen an
improvement as is the case with the US
or euro area. Also, while China Inc has a
reasonable amount of cash on its balance

CHART 10
China Inc: Debt Due In The Medium Term Is On The
Higher Side

DEBT MATURING IN 2-3 YEARS
AS A SHARE OF TOTAL DEBT

——US ——CHINA
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2019
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SOURCE: REFINITIV.

NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
COUNTRY'S MSCI INDEX. DATA ON THIS VARIABLE IS VERY PATCHY HENCE
COUNTRY-LEVEL VALUES ARE CALCULATED BY USING THE MEDIAN OF

AVAILABLE VALUES IN A GIVEN YEAR.
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sheets, an unusually high share is parked in
short-term investments.

Secondly, back in 2019, long-term capital
was more accessible for China Inc. This was
thanks to both a buoyant stock market up
until 2021 and forthcoming policy support.

China’s corporate sector consists of

two types of firms: Large state-owned
enterprises (SOEs) that rely on cheap bank
financing from state-owned banks; and
more nimble private firms, some of the
largest of which are in the tech sector. The
latter benefited from a major increase in
the book value of their equity from 2019 to
2021. The cumulative shareholder equity
held by top Chinese firms expanded by
about 70% over 2019-2021 with Alibaba,

CHART 11
Chinese Banks Are Lending At A Slower Pace
Today

Ann?%

Chg| CHINA
TOTAL SOCIAL FINANCING®

BMEXCLUDING LOCAL GOVERNMENT BONDS
14 [ MINCLUDING LOCAL GOVERNMENT BONDS

12

10
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* EXCLUDING EQUITY FINANCING.
**2024 1S BASED ON 3-MONTH ANNUALIZED CHANGE OF SEASONALLY
ADJUSTED SERIES.
SOURCE: BCA CALCULATIONS.
NOTE: ANNUAL DATA BASED ON YEAR-END VALUES.
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Tencent, and JD.com being the prime
drivers of this change. SOEs on the other
hand benefited from state-owned banks
being supportive of debt rollovers. The
supportive policy environment meant that
growth in total social financing (excluding
local government bonds) in China picked up
from 10.6% year-on-year in 2019 to 11.9%
by 2020 (Chart 11).

Today, things are different. The Chinese
stock market is no longer booming,

and profits will come under pressure

when a recession arrives. The Chinese
authorities also have become increasingly
uncomfortable with state-owned banks
hastily rolling over debt. Instead, the
Chinese government is in favor of workouts

CHART 12
China's Return On Equity Post-GFC:
A Story Of Secular Decline

MSCI ROE
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SOURCE: MSCI INC. (SEE COPYRIGHT DECLARATION).
NOTE: SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.
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and restructuring of bad debt. This is
partially the reason why financing growth
(excluding local government bonds) has
dropped from 11.9% year-on-year in 2020
to 8.0% YTD in 2024.

Turning back to the macro view, economic
strain in China over the next 12-to-24
months is likely to be meaningful. This is
because not only are Chinese corporates
overstretched, China's households also have
been deleveraging for the last two years

— a dynamic that could pose a significant

challenge.

At the market level, return prospects for
equity investors look uninspiring as well.
China’s return on equity (ROE) has been
systematically trending lower since the
GFC and today is even lower than that of
EMU (Chart 12). And yet, there is limited
visibility around how China’s ROE can
improve.

The ROE of a market is the product of its
net proﬁt margins, asset turnover, and
financial leverage. Against the backdrop of
persistent deflation and slowing demand,
it is difficult to expect the former two
elements that constitute ROE to improve
dramatically. This means that higher
leverage is the only lever that can drive
China’s ROE higher. But as highlighted in
this section earlier, any further increase in
corporate leverage could portend liquidity
risks when the economy is slowing.

Another risk that equity investors in China
must contend with is the risk of dilution.
Historically, retained earnings and equity
capital issuance have been the two main
constituents of shareholder equity in China.
If economic growth in China slows, the role

April 25, 2024 10

of retained earnings in powering equity will
wane which, in turn, could necessitate the
issuance of more equity.

Historically, our Global Asset Allocation
service notes that even though China
experienced an economic miracle over the
last two-and-a-half decades, the country
has made for a poor investment due to
extreme rates of equity issuance.

Insight #3: Japan Inc:
Looking Resilient

Notwithstanding the issue of equity
crossholdings in Japan, Japan's top
corporates have managed to reduce their
debt-equity ratios from 2017 until now, i.e.,
a period over which global growth has been
trending lower. Furthermore, the share of
current liabilities in Japan’s debt mix is low.

Much like the US, Japan Inc is cash-rich
too. To be fair, Japan has always had

a reasonable stockpile of cash, but the
difference lies in the fact that today, this
cash no longer represents a deadweight.
This is thanks to the fact that growth in
this beleaguered economy is on the mend
which creates avenues for the productive
use of this cash. Also, corporate governance
reforms are afoot in Japan which could
boost dividends, thereby adding to total
returns (Chart 13).

With bottom-up checks indicating that
Japan Inc’s balance sheets are not too
geared, and with top-down data suggesting
that Japan's releveraging cycle has just
begun anew, certain Japanese corporations
could emerge as a port in the storm when
the next recession arrives (Chart 14).
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https://www.bcaresearch.com/reports/view_report/39397/cis
https://www.bcaresearch.com/reports/view_report/39397/cis
https://www.bcaresearch.com/reports/view_report/39834/cis
https://www.bcaresearch.com/reports/view_report/39086/gaa

Global Investment
Strategy

BCOL Research

30

22

20

18

16

14

12

10

Special Report
Macro Signals From Corporate Balance Sheets
Around The World

CHART 13
Cash In Japan Has More Value Today
JAPAN
L DIVIDEND-PER-SHARE 430
425
-1 20
415
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— — %
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AS A PERCENT OF CASH FLOWS
-1 22
-1 20
- 18
-1 16
14
-1 12
-1 10
-1 8
© BCOL Research 2024
| | | | | | | | |

80 85 90 95 2000 05 10 15 20 25
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Insight #4: An Unusually Large
Share Of Euro Area Assets Are
Intangible

The developed world’s transition from
manufacturing-centric economies to those
dominated by services has been accompa-
nied by a structural increase in intangible
assets (Chart 15). Cyclically speaking,

the surge in M&A activity following the
pandemic may have added to this trend,
given that the price paid to acquire a

company in excess of its book value ends up

April 25, 2024 1

CHART 14

Corporate Releveraging In Japan Has Just Begun
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CHART 15

The 2000s Saw A Structural Increase
In Intangible Assets
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SOURCE: CAROL A. CORRADO AND CHARLES R. HULTEN, "HOW DO YOU
MEASURE A ‘'TECHNOLOGICAL REVOLUTION™, AMERICAN ECONOMIC
REVIEW,100-2(99-104), 2010.
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CHART 16
The Recent Surge In M&A Activity May Have Added
To Intangibles Too
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SOURCE: BLOOMBERG FINANCE L.P.
NOTE: BOTH SERIES SHOWN AS A 12-MONTH MOVING AVERAGE.
SHADED AREAS DENOTE NBER-DESIGNATED RECESSIONS.

being recorded as an intangible asset of the
acquiring firm (Chart 16).

While intangible assets usually generate
genuine value, global corporate history

is replete with examples of such assets
suddenly losing value when a recession
arrives. Furthermore, there is some
evidence suggesting that impairment
charges are most likely to surge a few years
after an investment banking boom.

The service-centric nature of Western
economies has always meant that the
relative value of ‘assets that cannot be
seen’ is higher on both sides of the Atlantic.

40
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CHART 17
Europe Inc Has An Unusually Large Pile Of
Intangible Assets

MEDIAN INTANGIBLE ASSETS-TO-TOTAL ASSETS
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SOURCE: REFINITIV.
NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
COUNTRY'S MSCI INDEX. DATA FOR 2023 IS ESTIMATED FOR COMPANIES
THAT HAVE NOT RELEASED THEIR 2023/24 BALANCE SHEETS.

2022 2023

However, euro area stocks present an
extreme case: Intangible assets account
for nearly a third of top-listed euro area
companies’ total assets (Chart 17).
Intangibles, on the other hand, account for
only a fifth of the total assets of top-listed
US firms today.

While a high value of assets locked in

the form of intangibles is not a sufficient
condition for a market to be hit harder by a
recession, the fact that almost a third of the
value of total assets in Europe is locked in
intangible assets presents a notable red flag.
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| Investment Conclusions

From a top-down perspective, the

empirical evidence shows that US stocks
typically outperform their non-US peers
during recessions (Chart 18). This can be
attributed to the fact that defensive sectors
have a higher weighting in the US and
because the greenback typically strengthens
during recessions.

That said, we have been of the view that
while US equities will outperform during
the next recession, the extent might not

be that meaningful. US stocks may not
outperform by as much as they have in the
past due to their relatively frothy valuations
today and because the US dollar will not
strengthen much if the recession is a mild
one.

In the context of regional equity allocation,
four key points emerge from our analysis of
balance sheets of large listed firms:

US: When the next recession arrives
(which in our view is most likely by early
2025), US equities appear to be best
positioned to weather the storm that
ensues. Besides the significant build-up
of equity on the books of US firms, the
war chest of cash held by US corporates
will insulate them from the tightening in
credit conditions that typically occurs
during recessions.

China: On the other hand, China
presents multiple macro and micro risks.
Distinct from the corporate debt-to-GDP
ratio being elevated, the fact that a large
proportion of Chinese firms’ liabilities

are due over the short term is a major red

flag.
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CHART 18
US Stocks Tend To Outperform During Recessions
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e EMU: While the euro area stands out for
its unusual buildup of intangible assets,
the fact that euro area corporates are
not excessively loaded up on debt augurs h:'ji:':lTANG'BLE ASSETS™-TO-TOTAL ASSETS
well for euro area equities. Investors BREST OF THE WORLD"
should nonetheless track euro area firms
with high intangible assets in the run-up
to a recession for any signs that these
assets are not earnings-generative and
are instead symptomatic of corporate
excesses.

CHART 19
Japan Inc Boasts A Large Base Of Tangible Assets

40% |

30% |
* Japan: Japan’s investment case looks
strong because it exhibits no major red
flags with respect to key balance-sheet
parameters that can herald trouble 20% |
when a recession arrives. Furthermore,
investors can draw comfort from the
fact that the majority of assets held by

. © BCOL Research 2024
Japanese firms today are of the variety

that are tangible (Chart 19). That being 2021 2022 2023
. .. ] ) * DEFINED AS NON-CURRENT ASSETS MINUS INTANGIBLE ASSETS.
said, Japanese equities are cyclical in - MEDIAN OF MSCI US, EMU AND CHINA.
: NOTE: BASED ON DATA OF COMPANIES THAT CONSTITUTE 40% OF THE
nature and a soaring yen could prove to COUNTRY'S MSC! INDEX, DATA FOR 2023 I ESTIMATED FOR GOMPANIES

THAT HAVE NOT RELEASED THEIR 2023/24 BALANCE SHEETS.

be a headwind for earnings. The Global
Investment Strategy service is neutral on
Japanese equities over a 6-to-12 month

horizon.
Bottom Line: A recession is likely to arrive The health of corporate balance sheets will
over the next 12-to-24 months. Our deep play an important role in determining the
dive into the balance sheets of top-listed magnitude of the next recession. From this
firms around the world suggests that perspective, large nonfinancial companies
corporate health differs substantially across in the US and Japan appear most resilient
key equity markets. (in that order), Europe is less resilient, and

China is the least resilient of all.

Ritika Mankar, CFA
Editor/Strategist
ritika.mankar@bcaresearch.com
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