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Key points: 

 

• Global growth forecast for 2021 now at 6.5% 

 

• Equity valuation measures very stretched 

based upon their long history  

 

• Equity exposure further reduced due to 

valuation concerns 

 

• Inflation: has something deep been awaken?  

 

• Low bond duration strategy remains key 

 

• Increased our Gold exposure again 
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Market Outlook 

 

The global economy continued its strong path to recovery, expanding in May at its fastest pace in over 15 years, 
according to the latest global composite PMI1) which jumped in May to 58.4. Vaccination rollouts, the easing of 
stringent restrictions, monetary and fiscal stimulus, and the adaptability and resiliency of humans during the 
pandemic have contributed to the boom and broadening of the global economic recovery.  
This latest PMI number is historically consistent with 6.5% annual global real GDP growth. A similar growth number 
was recently published by the OECD which increased its global GDP growth forecast from 4.2% (made in 
December) to 5.8%. The IMF’s forecast stands at 6.0% currently. 
This is of course very positive news and explains why the markets have been performing so well this year.  
However, the OECD also warned that the recovery will be uneven between different developed economies and 
that for most emerging market economies as well as countries reliant on tourism, the scars will not be healed 
quickly. The biggest risk to the forecast lays in the failure to ensure that Covid-19 vaccines are widely distributed to 
emerging and low-income countries. The longer it takes to vaccinate the world, the greater the chances mutations 
can form that become resistant to the vaccine. Such a scenario would put the recovery in danger again.  
Nevertheless, we expect growth to continue to remain robust throughout the summer as more pent-up demand is 
unleashed, before leveling off later in the year. This means that a projected global growth of 6.5% for 2021 is highly 
attainable with most of this growth achieved before the 4th quarter when the stimulus impulse, which propelled 
the recovery, is about to weaken.  

 
Chart: Global composite PMI / source: Ned Davis 

 

Equities  

 

When most major central banks put interest rates on cash at zero or even below, it left many alternatives looking 
attractive for yield-starved investors. This has been the main driving force for much of the equity bull market since 
2009.  
However, in the long run, the stock market tracks earnings growth. So far this year, the strength of the earnings 
season has been very supportive for the equity markets. Not only have earnings been beating expectations, but 
they have been doing so at an increasing pace. Nevertheless, at some point, investors will come to expect the 
“positive beat” rates. Positive surprises will then no longer be surprising as the market anticipates changes in the 
growth rate and moves ahead of the data. At this point, complacency will leave global equity markets vulnerable to 
an earnings slowdown, raising questions about the justifications for valuations. When exactly this vulnerable stage 
of slowing earnings will be reached, can of course not be said, but our best guess is that we will reach this point 
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sometime in the second half of 2021 (keep in mind that the market usually looks 6 months ahead and thus will start 
to price in earning growth from 2022 well before year end 2021).  

An earnings slowdown on its own would not be very alarming, if we were not seeing excessive optimism in the 
market right now. If we look at different sentiment and valuation measures, we can see that most common valuation 
measures are very stretched based upon their long history. To mention just a few examples:  

• Median P/E for the S&P500 index remains near record highs at 33.6. Such a level has only been reached 
previously in the year 2000.  

• The S&P500 price/sales ratio hit a new record high recently with 3.02 (in the year 2000 it was below 2.5). 

• The S&P 500 price/dividend ratio is also high with 73 times dividends (in the year 2000 it was about 87). 
The average since 1925 is 29 times.  

• The S&P500 Price/book value is also high with 4.2 and is approaching the highs of the year 2000 when it 
was at 4.9.  

• S&P500 Price/cash flow ratings have also only been higher in the “bubble of 2000”.  
Of course, it can be said that interest rates are lower today than in the year 2000, but history tells us that 
valuations usually revert to the mean over the long run and the overall message from valuation indicators is that 
complacency is rampant. 
Bottom line, we believe that we have entered a more uncertain and riskier environment. We believe it is important 
to remain cautious and lock in some gains. This is why we reduced our equity exposure further to 40% for a 
balanced portfolio. This is roughly 20% below our normal neutral allocation. We would like to mention that it is a 
tactical move and does not mean that we do not see value in equities in the long-term. However, short-term, the 
market is due for a pause (a single-digit drop of close to 10%) which would help to clean up some excesses in 
valuation metrics. Nevertheless, equities will remain an important element of the asset allocation and as long as 
inflation is not breaking the anchored territory, they will continue to do fine in the medium- to long-term. 
 

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

 

Inflation has remained dormant for a long time, but the Covid-19 crisis has generated a combination of demand 
and supply shocks that increased short-term inflation and sectoral fragmentation. The big question currently is 
whether this uptick in inflation is only transitory, like Central Banks are telling us, or if it becomes structural and 
marks the end of the 40-year old disinflationary trend we have experienced? Although it is too early to tell, we 
believe that there are several factors which speak in favor of inflation being higher going forward. 
First and foremost, the Covid-19 crisis has caused a permanent shift in the attitudes of Central Banks’ and 
Governments. Both are now willing to accept higher inflation and will take their time to react if any inflation signals 
are popping up. This is a dangerous game, since it might alter most economic participants’ long-term expectations 
and feed into wage-setting processes (once the Genie is out of the bottle it might be difficult to put it back in 
again). On top of the risk that fiscal and monetary stimuli will remain in place for too long, the crisis is also 
accelerating a de-globalization trend which will lead to higher prices.  
In any case, a change in the inflation regime would be a big game changer for markets. So big, that the latest uptick 
in inflation should not be ignored. This is why we have been and still are thinking about how to make our portfolios 
more inflation resistant without losing too much return potential. 
Looking at historical data, during times of normal inflation - between 2% and 3% - there is not much to worry 
about. Risks arise if inflation is higher than during these normal times. Something which cannot be ruled out for the 
next few years. Higher inflation - could halve equity performance to single digits - albeit still positive on the bottom 
line. Fixed income would be the biggest loser. This is why an ultra-low duration strategy remains key. Diversifying 
across a broad range of asset classes would become paramount in a normal inflationary regime with upside risk. 
Due to this we included inflation-linked bonds in our asset allocation.   
 

 

Chart: U.S. CPI and PPI (1948 to 2021) / source: Ned Davis 
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Forex/Gold 

 

As already mentioned in the Fixed Income comments, tracking inflation trends and the inflation regime that may 
unfold as a result of the Covid-19 crisis is extremely important from an investor standpoint, as some asset classes 
may prove to be more resilient and outperform during periods of higher inflation.  
This is why we took advantage of the recent drop in gold prices and increased our gold exposure further – it is now 
8% for a balanced portfolio. We still expect the gold uptrend to persist in the second half of 2021. This would be 
consistent with gold’s correlation with the broader commodity uptrend that should also remain intact. 

 

 
Chart: Gold (June-2019 to June-2021) with 50- & 200-day moving averages / source: FactSet 

 

 
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, IMF, OECD 
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Asset Allocation 

 

Given the factors described, we reduced our equity allocation further to approx. 80% of the neutral allocation. 
(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

 


