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Key points: 

 

• Global composite Purchase Manager Index 

(PMI) reaching 52.3 points in January 

(indicating ongoing expansion) 

  

• PMI projects 2.4% annual real global GDP 

growth in 2021 

 

• Equity market priced for perfection (no 

room for disappointments) 

 

• Reducing equity exposure to underweight 

 

• Longer-term bond yields moving higher, 

we are keeping our bond duration very low 

 

• Increasing Gold exposure as inflationary 

pressures might be building up 
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Market Outlook 

It has been a year now since the world became hostage to Covid-19. As for the older of us (myself included), a year 
makes not a big difference, it does however make a huge difference for the younger generation. A shocking study 
was published regarding this last autumn by the Organization for Economic Co-operation and Development (OECD) 
(study available upon request) which estimates that the worldwide school closures in early 2020 led to losses in 
learning that will not easily be made up for even if schools return to their prior performance levels. These losses 
will have lasting economic impacts. Existing research suggests that the students in grades 1-12 affected by the 
closures might expect some 3% lower income over their entire lifetimes. For nations, the lower long-term growth 
related to such losses might yield an average of 1.5% lower annual Gross Domestic Product (GDP) for the 
remainder of the century. These economic losses would grow if schools are unable to re-start quickly. Therefore, 
the present value of the economic losses to nations reach huge proportions. Although the OECD study might see 
things too pessimistic, it shows how important it is that the world gets back to normal in 2021. The longer-term 
consequences of the pandemic restrictions are just too severe otherwise.  
In the meantime, the global economy continues to grow with the global composite Purchase Manager Index1) (PMI) 
reaching 52.3 points in January. Although the index has declined since last October when it reached 53.3, any 
number above 50 still means that the economy is expanding. Moreover, despite the slowdown, the composite PMI 
is still double its recession low from April 2020 and even a bit higher than its level from a year ago. Indeed, the 
latest reading in the composite is historically consistent with 2.4% annual real global GDP growth.  
If we go into more details, we can see that there are differences within the recovery. Global manufacturing growth 
continues to be steady with a number of 53.5. Manufacturing has been able to withstand Covid-19 since it’s more 
conducive to social distancing and because demand for manufactured goods, such as electronics and other 
consumer durables, has increased during the pandemic. On the other hand, the global services sector is less strong 
with a number of 51.6. This is of course not surprising since beyond others, the service sector consists of sectors 
like tourism and retail. It has to be expected that - depending on the future course of the pandemic - the gap 
between manufacturing and services could be further widening.   
Despite the global composite PMI being above 50, in Europe, extended lockdowns in January make it probable that 
economic activity will contract again in Q1, satisfying the criteria for recession. Moreover, the eurozone is also 
plagued by a slow distribution of the vaccine, the first step in achieving herd immunity and getting the economy 
back on track to recovery. According to the Economist, Germany and France are each projected to have around 
12% of their populations immunized by the end of Q1. This compares to the U.S., which is on track for 30%. The 
eurozone economy has been acutely vulnerable to the pandemic since most economies in the region 
disproportionately rely on services for economic growth. Even as Europe remains one of the weakest links in the 
global recovery, the region is poised for a robust rebound in the second half of the year. Therefore, the global 
reflation2) theme is gaining strength ahead of increasing inoculations that will be followed by re-openings and more 
robust economic recoveries. Of course, the path of the virus as well as the distribution of vaccines and their effi-
cacy, in light of new mutations, could easily present downside risks to the global economy, but we remain 
optimistic. 

 
Chart: Global composite PMI robust despite COVID / source: Ned Davis 
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Equities  

As mentioned before, the stock market usually looks ahead (normally 3 to 6 months), and any news — being good 
or bad — is quickly priced in and discounted. After the uptrend we have seen since the announcement of an 
available vaccine, we believe that a lot of the good news is priced in at the moment. If we look at the median P/E for 
the S&P 500 and consider that earnings are likely to rise nicely, we still can see a market that’s priced for perfection. 
The “only” valuation metric we still see as positive is the relative valuation of dividend yields versus treasury notes. 
The number of S&P500 companies with dividend yields higher than 10-year U.S. Treasury note yields at the end of 
2020 was still over 70%. Therefore, in relation to bond yields, equities continue to look attractive. However, if we 
look at absolute valuations, equities have become even more expensive recently. Just to mention a few indicators 
we look at: The S&P 500 price-to-sales ratio is at an all-time high. The Dow Jones Industrial Average Index (DJIA) 
price-to-book value has only been higher near the tops in 1929, 2000, and 2007. Moreover, we can see signs of 
asset bubbles (Bitcoin, speculation of retail investors (GameStop), trading volume on the Nasdaq versus the volume 
on the New York Stock Exchange (NYSE) which is normally 1:1 and has now reached 6:1). Although, we cannot 
know if this is another bubble (until it bursts), many signals are flashing red. For example, have stock prices in the 
U.S. never been higher relative to their replacement cost book value.  
As it is said that they don’t ring a bell at a market top. The complacency of investors has left the market definitely 
vulnerable to disappointments. Therefore, we have decided to reduce our risk exposure and we have cut down our 
equity exposure to underweight. Although, we still believe that there is no real alternative to equities in the long-
term, the market currently looks ready for a single-digit correction. We do not know where the bad news for such a 
correction might come from, but it could well come from an accelerated yield rise which might be under way 
(please see also the fixed income section). Depending on the new equilibrium in yields the market is currently 
searching for, a shift back to bonds from stocks could be the result. If the stock market would see rising yields as an 
economic threat then it could spark a global equity sell-off driven by worries that the rising yields and nascent 
inflation are becoming an earnings threat that makes current valuations unjustified. If, however, the yield advance 
remains orderly, the stock market may see it less as a negative economic threat and more as a positive reflation 
sign.  
We can currently not know which direction this is taking, but considering that the S&P500 has already reached our 
year-end 2021 target at 3’900, we thought it would be prudent to reduce our equity exposure a bit. Nevertheless, 
we do not expect at the moment that a correction would reach double-digits and result into a full-fledged bear 
market. It’s also possible that none of that happens and instead the market keeps on going up, in which case we 
will not feel sorry either. 

 
Chart: S&P500 with 50- & 200-day moving averages / source: Factset 
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Fixed Income  

 

In 2020 Central Banks have printed money at incredible rates. Moreover, governments have spent money at record 
rates relative to the economy too. The so called Modern Monetary Theory (MMT) tells us that with rates so low 
and the economy trending well below potential, running record high government debt is the right policy (especially 
since it is nearly a “free lunch,” with Central Banks funding a lot of this).  
Well, we don’t think that we own the truth, but we are skeptical based on historical evidence. While this might 
work in the short-term, there is no historical evidence to back such a policy over the long run. As a matter of fact, it 
has been tried many times and usually ends with some unintended negative consequences, like bubbles that do 
great damage when they burst. Moreover, if we look at the historical record of government debt in relation to 
GDP, we can see that economic growth has been poorer when debt has gotten excessive.  
Therefore, we believe that the yield investors are receiving for their bond investments does not adequately 
compensate them for the price risk they are taking. 
As the economies reopen more fully and demand recovers, combined with major Central Bank’s policy shift toward 
average inflation targeting, we should see price pressures building up from current low levels. Already, over the 
past few trading days, longer-term yields have moved substantially higher. 10-year U.S. Treasury yields have moved 
from 0.92% at the end of 2020 to 1.47% currently, making up a lot of the decline since early 2020 (see chart 
below). Also, the 10-year German bund yield, which had been lagging the rise in global bond yields, broke its 
downtrend line, and moved from -0.57% to -0.25%. The same applies to the U.K. and Japan where the 10-year 
government bond yields moved from 0.2% in the U.K. to 0.82% and from 0.02% to 0.15% in Japan over the same 
time period. Therefore, the rise in longer-term maturities has resulted in steeper yield curves around the world, 
reflecting a brighter economic outlook down the road.  
While this is still a healthy development on the way back to more “normality”, the risk is that as the reflation theme 
is continuing to strengthen, investors might get worried about real inflation to evolve later in the year. 
 

 

Chart: 10-year U.S. government bond yield / source: FactSet 
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Forex/Gold 

When gold started recovering in late 2018, most other commodities were trending lower, including silver. Today 
gold has gone from leader to laggard, now outpaced by most other commodities but maintaining its long-term 
uptrend. Historically, gold and silver are positively correlated, with silver the more volatile commodity. Since gold is 
considered more as a store of value and silver more as an economic barometer, the gold/silver ratio can be 
considered a barometer of economic sentiment. The ratio is more likely to rise during periods of economic 
pessimism, as it did during the Global Financial Crisis and during February-March 2020, and to fall on increasing 
economic optimism, as it has since March 2020.  
As we are holding gold mainly for its store of value characteristics, we find the current constellation particularly 
attractive and we have increased our gold allocation slightly. Looking back in history, gold has risen at an 11% per 
annum rate since 1975 (after periods of expansionary policy) whereas it has declined at a -2% per annum pace 
after periods of contractionary policy. Considering gold’s historical response, the current unprecedented degree of 
stimulus makes it very likely that gold will continue to advance. 
Also showing the global extent of the expansionary policies, new record highs have been reached by the balance 
sheets for the European Central Bank (ECB), Federal Reserve (Fed), Bank of Japan and Bank of England. As with 
money supply growth, the balance sheet growth has been global in scope, with bullish implications for gold.  
The bottom line is that the global accommodation should keep gold and other commodities in upward trajectories, 
at least until economically-friendly reflation evolves into threatening levels of inflation. That would be when rising 
interest rates would be more likely to get ahead of inflation, sending real rates to levels that would threaten gold. 
Fortunately for gold and other commodities, there are currently no signs of that transition on the horizon. 

 
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. 

2) Reflation is the act of stimulating the economy by increasing the money supply or by reducing taxes, 
seeking to bring the economy (specifically the price level) back up to the long-term trend, following a dip in 
the business cycle. It is the opposite of disinflation, which seeks to return the economy back down to the 
long-term trend. 

 
 
Source: Ned Davis Research, Financial Times, OECD, The Economist, Wikipedia 
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Asset Allocation 

 

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

 

Current Allocation USD Balanced 

 

Asset Allocation 

 

Currency Allocation 

 

 

Current Allocation CHF Balanced 

 

Asset Allocation 

 

Currency Allocation 

 


