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Key points: 

 

• Global growth forecast of 6.5% for 2021 might 

be too optimistic  

 

• Equity exposure at underweight due to 

valuation concerns 

 

• Central Banks have developed a desire for 

higher inflation, putting the rule-based 

monetary regime under review 

 

• Low bond duration strategy remains key 

 

• Higher inflation challenges traditional asset 

allocation   
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Market Outlook 

 

Global growth has slowed since the end of Q2, according to the latest global composite PMI1) data and we might 
already have reached the peak of economic acceleration.  
The rising risk of COVID, intensified by the highly contagious Delta variant, coupled with COVID-induced supply-
chain disruptions and resource shortages that are impeding output and pushing up costs, have put a damper on 
the global recovery.  
In July the global composite PMI slipped 0.9 points to 55.7 and in August it slumped 3.1 points to 52.6. It was the 
sharpest decline in the index since April 2020, during the worst of the COVID lockdowns, to the lowest level since 
January 2021. According to this data, it is becoming increasingly evident that global growth likely peaked in Q2 of 
this year (until now, we had anticipated a peak in Q3 only).  
While the PMI number is still firmly positive, this sharp deceleration will make our estimate of 6.5% annual GDP 
growth difficult to achieve, unless it is made up for in the last quarter of the year.  
It appears likely that the recovery will remain uneven and as we probably have seen the peak in economic activity, 
the question remains of how much of the temporary bounce in inflation will become structural? Currently, there is 
growing evidence that companies are passing on price pressures and that consumers are continuing to buy as the 
economy fully reopens. In addition, the mantra of overcapacity is a thing of the past: scarcity is coming across as a 
theme driving inflation higher. For the time being, markets are pricing in a Goldilocks scenario, with low inflation 
and higher growth, but the likelihood increases that we will end up with higher structural inflation and lower 
growth instead. The risk is that the current situation leads to an environment like in the 70s: stagflation, with 
structurally higher inflation and lower growth. 
 

 
Chart: Global composite PMI / source: Ned Davis 

 

 

Equities  

 

Warren Buffett used to say: “the macro future may not be knowable, but it certainly is important”. 
Although we all agree that we cannot predict the future, we are confronted with financial markets which are trying 
to price in the future by discounting future cash flows. The fact that we have to value assets on the basis of 
something which we cannot know with great certainty is a contradiction which we have gotten used to during our 
career. Being aware of this, there are two ways to deal with it. You can either ignore everything and just stick to a 
predefined strategy or you can analyze the data available and study what is happening now and then put it into the 
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context of historical data. By doing this, you can then make assumptions about potential scenarios. The most likely 
scenario then turns into the forecast. Such a forecast will however – always – be accompanied by great 
uncertainty. Nevertheless, we have to make a forecast (I like to call it: “sophisticated guess”) in order to navigate 
our asset allocation through the up and downs of financial markets. The target is to try to determine risks and 
rewards in the stock market and not to take too much risk if valuations are stretched and vice versa.  
Currently according to our analysis, valuations are in excess of what the long-term expectations for earnings can 
justify, unless we achieve much higher productivity growth, which is unlikely from our point of view.  
There are too many signs of extreme optimism everywhere (too optimistic price/sales and price/earnings ratios for 
the S&P 500 and U.S. stock market capitalization as percentage of nominal GDP at a record high are just some 
examples). 
Moreover, since the top, almost by definition, is the point of maximum optimism, this leaves us alert watching for a 
potential peak in the current bull market.  
In conclusion, there is an old stock market rule that says, “buy the rumor and sell the news.” The rumors are that 
the news in early Q3 will be about as good as it gets, and investors should be wary once that good news becomes 
very obvious. If too much good news is priced in, markets could be vulnerable to negative surprises. We keep our 
equity exposure at underweight. 
 

 
Chart: S&P500 (September-2020 to September-2021) with 50- & 200-day moving averages / source: FactSet 
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Fixed Income  

 

Central Banks’ primary mandate used to be to keep inflation under control. Since the pandemic, however, 
extraordinary monetary policy has become the new normal in order to prevent the economy from collapsing. 
Therefore, for the first time in decades, there is a desire for inflation and we are moving away from the great 
moderation, with the end of the rule-based monetary and fiscal regime. 
Since the recovery is built on a huge debt pile and the system should hold as long as liquidity remains ample and 
the cost of debt does not increase too much, the Central Banks will neglect the inflation risk for as long as possible. 
They will try to keep rates very low for as long as they can. Moreover, they will continue to name inflation as a 
temporary effect. However, in the end, structural is just something temporary that has lasted and the big question 
is how long this extraordinary accommodation can last without risking an inflationary spiral? At some point, the 
Central Banks need to at least think about tapering (increasing yields) to prevent asset bubbles and other inflation 
pressures. Therefore, Central Banks are somehow backed into a corner and there seems to be no easy way out 
since once inflation expectations come up, a narrative could turn into a prophecy.  
The best case currently would be if economic growth would turn out to be so strong that a controlled increase in 
bond yields would not hurt sentiment. Otherwise, if inflation gets out of control and rates rise while growth falters, 
this would have nasty consequences on most indebted areas and affect market sentiment overall.  
In our view, the inflation risk is real and we continue to recommend a short duration strategy and top-quality bonds. 
 

 
Chart: Consumer Price Index (CPI) 1984 - 2021 / source: Ned Davis 
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Inflation 

No one can confidently predict whether we are entering an inflationary era or not, but the consequences of doing 
so would be substantial. Therefore, it seems reasonable for investors to try to be prepared and to adjust the asset 
allocation at least slightly so that the portfolio is more resilient versus potential higher inflation.  
Under such a scenario, the contribution of the fixed income component, in terms of performance, will likely be very 
little (in the worst case it might even be negative for a while); an inflationary environment challenges the traditional 
asset allocation. A lower return has to be expected for a traditional balanced portfolio.  
Investors will have to factor in inflation and enhance diversification to face the challenges of a higher level and 
volatility of rates. Hence, investors should structurally increase equity exposure and build more diversified 
portfolios, beyond the traditional benchmark allocation, including some real estate and alternatives like gold.  
Nevertheless, the question of timing for the equity allocation is not an easy one. At first – when inflationary 
pressures become evident – equity markets might correct for a while since cash flows will be discounted with a 
higher implied rate. Only over time will companies be able to adjust and increase prices and revenues which will 
then in turn lead to higher market valuations again.  
Therefore, since we are entering this more uncertain phase at a time of very high market valuations, it is wise not 
to increase the equity exposure at the moment. A higher equity exposure is desired, but now is not the time to 
implement it.  
This is a short-term view while with a strategic view, as we said previously, exposure to equities is warranted amid 
higher inflation. Hence, investors should see market setbacks as opportunities to increase equity exposure. 
 

Forex/Gold 

 

In the medium term, the huge liquidity injections and deteriorating U.S. fiscal position remain strong headwinds for 
the USD, pointing to some further depreciation, based on eroded investor confidence.  
However, in the short term, the fiscal boost is building a U.S. growth premium versus the rest of the world, 
suggesting that international capital inflows should support the USD. This should keep the USD in the 1.16 - 1.20 
range versus the EUR and 0.90 - 0.92 versus the CHF for the time being. Moreover, as long as the European Central 
Bank and the Swiss National Bank continue to expand their balance sheets, no heavy movement within these 
currency pairs are expected. 
As far as the gold price is concerned, negative real interest rates with higher inflation have helped prices to recover 
initial losses this year. To us a consolidation in the gold price is nothing unusual after the gains we have seen last 
year (+24%). Having in mind a more inflationary environment, gold becomes a strategic position within the asset 
allocation as it will most likely keep its real value in the long-term.  
We continue to like Gold as a hedge versus inflation and as an insurance versus more volatility in the markets.  
 
Please do not hesitate to contact us if you have further questions. 
Best Regards 
Ivo 
 

1) The Purchasing Managers' Index (PMI) is an index of the prevailing direction of economic trends in the manufacturing 
and service sectors. It is a diffusion index that summarizes whether market conditions, as viewed by purchasing 
managers, are expanding, staying the same, or contracting. The purpose of the PMI is to provide information about 
current and future business conditions to company decision makers, analysts, and investors. 

 
Source: Ned Davis Research, Financial Times 
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Asset Allocation 

 

Given the factors described, we keep our equity allocation at underweight. (USD and CHF Balanced details below). 
 

 

Current Allocation USD Balanced 

 

Asset Allocation 

 

Currency Allocation 

 

 

Current Allocation CHF Balanced 

 

Asset Allocation 

 

Currency Allocation 

19.5%

1.0%

2.5%

7.0%

60.5%

1.5%

8.0%

USD

GBP

JPY

EUR

CHF

Others

Gold

 


