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Sentiment towards Shell surges on energy crunch

Momentum strategies show persistent outperformance. We run our Alpha momentum screen
across three indices: FTSE All-Share, All Small and Aim

● It’s not often that one of the largest companies on the London stock exchange tops
our screens, but then there has been quite a turnaround in sentiment towards
energy companies, as the gas supply crunch reminds people how dependent we
still are on fossil fuels. The two classes of Royal Dutch Shell shares (RDSA and
RDSB) top our share price and earnings upgrade momentum screen for the FTSE
All Share index.

● The UK’s other oil mega cap, BP (BP.) also ranks highly but still fails our earnings
per share growth forecasts for the end of this year and next. Median analyst
forecasts will be worth keeping tabs on here in case this changes.

● Questions do need to be asked about how much damage the pandemic has done
to production and distribution capacity to enable the oil giants to take advantage
of crude prices being above $80 a barrel. The issue of climate change hasn’t gone
away either and massive capital expenditure will be needed for ambitious net zero
carbon targets. Still, in the short term, energy stocks have quite a tailwind.

● Other companies scoring full marks on the screen include equipment hire
business Ashtead (AHT) and  retailer Marks & Spencer (MKS) which Robin Hardy
took a deep dive into in his recent Alpha report.

● On Aim, the energy theme is repeated with Serica Energy (SQZ) getting top marks
and,  consistent with the arguments that the  renewables theme is still a very
important part of the energy mix, Good Energy (GOOD) also has an 8/8 score.
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Great expectations
The Alpha momentum screens apply the idea of momentum not only to share

price performance, but also to expected profit growth. The screen looks for

strong forecast earnings per share (EPS) growth, but more importantly it looks

for an improving trend in broker expectations. Indeed, EPS forecast upgrades

can be considered the screen’s primary focus.

Source: Refinitiv, Investors Chronicle

The Alpha momentum screen is conducted separately on constituents of the

FTSE All-Share, FTSE All Small and FTSE Aim All-Share indices, with the results

from each screen reported in separate tables. The screen looks for stocks

displaying three characteristics, each of which are tested using a few different

criteria.

● Earnings upgrade momentum: EPS upgrades over the past 12 months of at least

10 per cent for both the current financial year and next financial year.

● Earnings momentum: Forecast EPS growth of at least 10 per cent in the current

financial year and next financial year.

● Price momentum: Studies have found that the longer price momentum has

persisted the more likely it is to be ‘stale’ and set to reverse. The Alpha momentum

screen tests for strong share price performance over four different periods, which

helps check price momentum remains fresh.

Stock screen and methodology by Algy Hall
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