The Economy does not affect the Stockmarket.
What?!
Yes, you read correctly.

You would think, wouldn’t you, that if a country’s economy did well, then its stockmarket would rise. 

The common belief is that good economic news is good for share prices, so that if news emerges of economic growth prospects improving, then the stockmarket should rise. 
In fact you often hear on the news stories like:

“Latest GDP figures and leading economic indicators out today rose last quarter, and the Footsie was up x points today on the news.”

But have a look at the graph.  The story is in its title.
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GDP growth vs equity returns, 1973-2011
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Source: HSBC, MSCI, Thomson Reuters, World Bank as at 3 July, 2012. #

Key to countries: AS = Austria, BG = Belgium, CN = Canada, DM = Denmark, FR = France, GE = Germany, JP = Japan, Invesco
NL = Netherlands, zam,u Norway, SD = Sweden, SW = Switzerland, UK = United Kingdom, US = USA. Umﬂﬂo._.cw_
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The long term Gross Domestic Product (GDP) growth of 13 countries is plotted against the real (ie above inflation) returns on their stockmarkets (1973-2011, which is very long term).

You would think that the plots would show a line sloping up to the right – that better economic performance improves the returns on shares in that country.

But it doesn’t. 
In fact the computer has generated a very unconvincing “best fit” line, the red line, which shows a negative correlation. This would mean that better performing economies have worse investment returns.

In fact I think the graph looks to me like a random scatter – ie there is no relationship between the investment returns on stockmarkets and the economic performances of the countries.

Conventional wisdom has it that:

1) Economic growth  means greater turnover for a trading company

2) Greater turnover means greater profits

3) Greater profits mean bigger dividend payouts on shares in the company

4) Greater dividend payouts makes the shares more attractive to investors

5) Being more attractive to investors means more people buy the shares

6) Buying demand pushes up the share price

7) Rising share prices increases “equity returns”, as plotted on the Y axis on the graph
Flaws in this argument may be:

· Step 2. Greater turnover does not necessarily cause greater profits

· Step 3. Greater profits may not be distributed as dividends. They may be paid out as staff bonuses (eg bankers’ excessive bonuses, and boardroom executive “rewards for failure”)

This extraordinary finding is another nail in the coffin for the “market timing” strategy of investing, and further reinforces Midas Fides investment stance of “long only”. 
That is, having chosen an investment allocation and strategy, stick with it, rather than trying to anticipate economic trends, dipping in and out of the markets, which is a strategy which usually fails in the long term.
Look at my article “Vindicated” and the Midas Fides Model Growth Portfolio Past Performance graphs for proof that this works, and that market timing doesn’t. 

My relative George Bernard Shaw said: “If all the economists in the world were laid end to end, they wouldn’t even reach a conclusion”. 
Well, it seems that they don’t have anything useful to say to investors either.
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