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More of the same! For better or for worse, economic trends 

haven’t really changed over the last two months. The global 

economy is still slowing down and the jury is still out on whether 

the continuing decline in industrial activity will ultimately drag the 

global economy into some form of recession. 

For now however, despite a continuing slowing trend, growth 

remains positive across all major economies. Some tentative signs 

of stabilization seem to appear here and there, but need to be 

confirmed.  

While the Fed and the ECB both unsurprisingly announced 

additional steps to ease credit conditions, central banks’ monetary 

policy effectiveness is diminishing further and further. In the light 

of the recent developments, there are now increased calls for fiscal 

stimulus. 

Central banks are beginning to rethink their policy approaches. 

They know that persistently negative interest rates are 

unsustainable in the long run.  

In Europe in particular there is great hope that the new ECB 

president Christine Lagarde will be able to break the ice and 

enhance monetary easing with fiscal stimulus measures. If any one 

person will be able to coordinate between central banks and 

politicians, then she is probably the one. A more active use of 

fiscal policy would open many more possibilities of how to solve 

the current malaise of low growth and low inflation/interest rates. 

This is the bright spot in the economic picture (and not only in 

Europe). Coordinated measures could boost economic growth and 

give this secular equity bull market many more years to come.  

Needless to say that it is a thin line to walk. The situation warrants 

maintaining a balanced positioning in the portfolios; possibly the 

only way to avoid being wrong-footed when the outlook develops 

in a different direction than thought.  
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Market Outlook 

Equities 

 

The extension of accommodative measures has 

boosted asset prices with European equities 

climbing and US stocks at all-time highs. 

Nevertheless, this might start to fade if it is not 

going to be supported by economic data and 

profit growth.  

Depending on the scenario, valuations of equities 

or bonds might be seen as either too expensive 

or still attractive given the significant monetary 

policy easing that is expected.  

In this situation, we believe the best approach is 

to maintain a balance between assets likely to 

benefit from a scenario of growth stabilization, 

such as equities on the one hand, and assets 

expected to defend portfolios on the other, 

should a global recession materialize. These 

include high quality bonds and gold.  

We feel the main danger at this stage is to yield 

to the temptation of acting without a factual 

basis, thus destabilizing the allocation and 

taking an unwarranted bet. We will need to see 

concrete signs of economic activity picking up 

before increasing exposure to risky assets. As a 

result, we remain our underweight position in 

equities – with a marginal preference for Europe 

for its attractive valuation.  

The typical question at this time of the year is 

whether or not a year-end rally is possible. Our 

point of view is that the balance of risk leans 

slightly toward the downside as long as there is 

no sign of stabilization, let alone an uptick, in 

industrial activity. Equity markets already had a 

good run this year and for a further year-end 

rally from these levels, we would need to see the 

latest recession fears being proven unfounded. 

Moreover, there shouldn’t be any more bad news 

from the political side such as the US/China 

trade dispute. If these conditions are met, a year-

end rally is still possible even from the high 

valuation levels already reached.  

 

Bonds 

 

The ECB’s recent decision to resume quantitative 

easing was the first time a central bank 

announced stimulus measures without an end 

date. This ‘infinite Quantitative Easing (QE)’ 

should help stabilize economic activity. 

Moreover, the clever introduction of a two-tier 

system, which takes into account bank capital 

structures, should minimize the negative impact 

of lower rates on the financial sector.  

However, it also confirms that we are in a low-

yield environment for the foreseeable future. By 

acting so boldly, the ECB put pressure on the 

Federal Reserve to cut rates this week as well. 

The US central bank has also hinted at a 

potential round 4 of QE to expand its balance 

sheet.  

This will prolong the hunt for yield as the key 

question for investors over the next few years 

becomes how to generate returns in such a low-

rate environment? Also, as a growing share of 

the fixed income market now offers negative 

yields (currently over 13 trillion USD), investors 

are forced to look beyond traditional allocation 

strategies in order to generate a positive return.  

At this point, we should keep in mind that 

negative interest rates and positive inflation 

doesn’t make long-term sense. At its core, 

persistent sub-zero rates with positive inflation 

destroys the time value of money, eroding the 

very foundation of finance and investing. Cash 

has no value. In fact, it becomes a liability. Why 

would someone invest long-term to earn a 

negative return? Very low interest rates fuel 

speculation in ideas that wouldn’t normally get 

funded, leading to greater disruption. The recent 

Private Equity boom is a good reminder of this.  

Unfortunately, fact is that you cannot circumvent 

negative cash yields without taking more risk.  

We get the question of “how to work around 

negative yields” very often. Although negative 

yields are a powerful incentive for investors to 

take more risk in their portfolios, investors have 

to be aware of what it means if things don’t work 

out well.  

For example, instead of holding negative yielding 

CHF cash, a portfolio of high dividend yielding 

stocks in CHF can easily be constructed to yield 

around 4%. However, this potential return of 4% 

would come with a potential drawdown of 20% or 

more in a bear market correction.  

All in all, investors are therefore wrestling with 

an increasingly complex environment.  

Although it sounds boring, our advice for the 

bond allocation is to stick to the strategy and 

only to invest into short-term high quality bonds 

in USD despite the low yields and for CHF and 

EUR investors to stay in cash. One has to accept 
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the reality of the current extraordinary financial 

circumstances.   

 

Foreign Exchange 

 

The recent GBP rally has been a reminder that 

currencies can display plenty of volatility; 

something that’s gone missing for most of this 

year. The GBP gained 5% versus the USD within 5 

days during October on speculation of a Brexit 

deal before the October 31 deadline.  

From the excessive GBP pessimism brought 

about by the Brexit uncertainties in 2016, the 

GBP formed a bottom this year and entered an 

uptrend. We doubt that the GBP will return to the 

levels seen before the Brexit vote of 2016, but 

continued appreciation can be expected if some 

kind of a deal is in fact forthcoming. This week 

the EU granted Britain another delay until the end 

of January 2020. 

The gold outlook is likely to remain bullish as 

long as bond yields continue to decline globally, 

with real rates negative. The persistence of those 

trends would have negative implications for the 

USD as well, especially if declining U.S. yields 

continue to narrow the rate differentials with the 

other major currencies.   

Moreover, the USD remains expensive versus the 

vast majority of developed and emerging market 

currencies, based on the moving average and 

standard approaches to determining Purchasing 

Power Parity. Therefore, we expect the USD to 

move sideways at best as interest rate 

differentials should not support a further 

strengthening of the USD anymore. Indeed, the 

USD could have peaked after a 5-year 

appreciation cycle driven by the widening gap 

between US rates and rates in the rest of the 

developed world.  
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Asset Allocation 

 

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

below). 
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