
Like share prices, the hemlines of skirts and dresses can go up and down –
but, despite the view of one economist, that does not mean investors
should use ladies’ fashions as any sort of market indicator

18/03/2019

Cutting the ‘Hemline Index’ down to size

Never great ones for fads and fashions, here on The Value Perspective, it has taken us a while
to catch up on the so-called ‘Hemline Index’.

Created by economist George Taylor just three years ahead of the 1929 Wall Street Crash, his
theory holds that when share prices go up, so do hemlines.
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By the same token, during tougher economic periods, skirts and dresses get longer.

The original thinking seems to have run that, when women had more money and could thus
afford to buy stockings, they wanted to be able to show them off and so skirts became
shorter.

Whatever its precise origins among the short dresses of the Roaring Twenties, though, the
fashion for miniskirts in the prosperous 1960s and rah-rah skirts in the Reagan boom years of
the 1980s seemed to add weight to Taylor’s theory.

Correlation, not causation?

Here at The Value Perspective, as we have illustrated in articles such as Should Nicholas Cage
retire? and Tangled up with blue, we are deeply sceptical of correlations that have no causal
link.

As it turns out, however, two Dutch economists crunched the data between 1921 and 2010 and
found there was indeed a link – the only problem being that hemline lengths actually lag the
market by some three years.

Quite aside from our usual arguments about spurious correlations where no causation exists,
therefore, clearly any kind of economic indicator that lags what it is supposed to be indicating
is of no practical use.

In fact, the same can usually be said of an indicator that precedes events – after all, if any kind
of clear of relationship is shown to exist, then the market will already have discounted it.

In other words, the knowledge will already be built into stock prices and, as we always argue,
the price you pay for a stock, not the growth your receive, is the biggest driver of future
returns.

And speaking of the future leads on to our final point – the future is uncertain and therefore
impossible to predict.

Economics matters but, whatever happens to be the fashion, there are no cheats to help
forecast economic data in any reliable way.

Subscribe to our Insights

Visit our preference centre, where you can choose which Schroders Insights you would
like to receive.
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Please remember that the value of investments and the income from them may go down as
well as up and investors may not get back the amounts originally invested.

This marketing material is for professional clients or advisers only. This site is not suitable for
retail clients.

Issued by Schroder Unit Trusts Limited, 1 London Wall Place, London EC2Y 5AU. Registered
Number 4191730 England.

For illustrative purposes only and does not constitute a recommendation to invest in the
above-mentioned security / sector / country.

Schroder Unit Trusts Limited is an authorised corporate director, authorised unit trust
manager and an ISA plan manager, and is authorised and regulated by the Financial Conduct
Authority.

On 17 September 2018 our remaining dual priced funds converted to single pricing and a list
of the funds affected can be found in our Changes to Funds. To view historic dual prices from
the launch date to 14 September 2018 click on Historic prices.
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