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Florian Marini, CIO

EDITORIAL 

Happy birthday!

July represents a milestone, in that it will see the  
ongoing economic expansion become the longest ever 
(or at least since 1900). Indeed, it will be the 121st month 
of growth for the US economy - the second longest  
cycle having lasted 120 months and ended in 2001 with 
the bursting of the IT bubble, while the third longest 
gave way to the 1973-1975 recession.

Thanks to central bank interventions, expansions 
are becoming ever longer, but also slower in pace. If 
we split the last 120 years into two periods, the median  
expansion length was 57 months in the 1900-1960 period, 
with 15 recessions, versus 82 months in the 1960-2019  
period, with 8 recessions. Median GDP growth was 4.1% 
in the first period, with peaks above 15%, versus 3.1% in 
the second period, with peaks around 7%. 

Number of months without a US recession

Despite some worrisome signs such as the slope of 
the yield curve, the high debt level, slowing GDP growth 
rate and external risk (notably the trade war), this  
upcycle may have further to run. While slower growth 
is a late cycle characteristic, it is very unusual not to be  
experiencing inflationary pressure, in a context of  
accommodative central bank policies and very low real 
rates.

From 3.8% in 2017, global growth decelerated to 3.6% 
in 2018 and, according to market estimates, should come 
down further to 3.3% this year. The US economy is very 
resilient, with growth to slow from 2.9% in 2018 to an  
expected 2.5% this year, but other regions are faring less 
well. Eurozone growth, for instance, is forecast to slow 
from 1.9% in 2018 to 1.2% this year. Leading economic 
indicators have not yet shown signs of improvement,  
except in certain regions such as Asia ex-Japan.

That said, rather than building up, global inflation 
is actually contracting. It stood at 3.8% in 2017, 3.6% 
in 2018 and is expected to decrease to 3.3% this year.  

Market-derived inflation expectations (5-year/5-year  
inflation swap rate) have also dropped since the last 
quarter of 2018, especially in Europe and to a lesser 
extent in the US. 

As such, central banks are running dovish  
monetary policies or have recently changed their  
guidance toward more accommodation (e.g. Federal 
Reserve, ECB, Reserve Bank of India and Australia), 
with the exception perhaps of the Bank of England.  
Fed funds expectations are a case in point: last  
December, a hike was foreseen for 2019 but investors are  
now anticipating a cut.

Real rates (nominal rates adjusted for inflation)  
currently stand at a level that has never been associated 
with a recession. Consider for instance that the real Fed 
funds rate is close to 0.4%, whereas it exceeded 3% in all 
past recessions. 

On the corporate front, given the global slowdown, 
full year earnings expectations have been revised down 
significantly but remain positive for the US (+2.4%,  
following 21% growth in 2018) and Europe (4% vs. 7.6% 
growth in 2018). Asia ex-Japan should be the only region 
to post declining earnings this year (-6%). 

Equity market valuations are not as attractive as they 
were last December but, in absolute terms, remain less 
stretched than in 2017. The world price/earnings ratio 
stands at 15x, versus peak valuation of 17x in 2017. Note 
that the current 15x level corresponds to the 20-year  
median.

In conclusion, the US economy is celebrating its  
longest economic cycle ever and, although we have  
entered a late cycle phase with some worrisome signs 
(notably slower growth, high debt and the trade war), 
we believe that this expansion has further to run.  
Historically, late cycle phases tend to be positive for 
equity markets (with an average annualised return of 
15% in each of the two years following the turn in the 
cycle) and the low inflation/accommodative central bank 
context should also help. A question that will need to be 
addressed in 2-3 years is: given the already low level of 
rates, the quantitative easing in place and the TLTRO 
program (in the Eurozone), what tools will be left to be 
used when the next recession strikes? For the time being, 
however, we retain a positive stance on equities.
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EUR vs JPY

USD vs GBP

The evolution of the interest rate differential should support the EUR against USD. In PPP terms, EUR 
valuation also looks attractive.

With a more accommodative ECB, the CHF should continue to appreciate until the SNB also adopts an 
easier monetary stance.

Slow USD appreciation against the CHF is to be expected.

With a hard Brexit scenario on the table, the worst of GBP depreciation has been priced in by the 
market.

The JPY makes for a good hedge against economic slowdown and adverse stock market moves.

With a hard Brexit scenario on the table, the worst of GBP depreciation has been priced in by the 
market.

Sovereign

Emerging

EUR vs USD

EUR vs CHF

USD vs CHF

EUR vs GBP

Difficult to find attractive asset in the sovereign 
environment. 

Soaring interest costs for highly indebted 
countries.

The negative impact of protectionism has so far 
been limited to a few countries. Reversal of the economic cycle. 

Although consumption and investment are weak, 
fiscal and monetary stimulus ensure continued 
growth in 2019.

Financial imbalances are aggravated by extreme 
monetary stimulus.

Credit spreads contraction expected to continue 
along rise in equities Economic slowdown and rising default rate. 

○

The trade dispute is far from resolved, and 
trade-related news may add to volatility.

Pockets of improvement are appearing in the 
European economy. Given low inflation, the ECB is 
shifting to a more accommodative stance, which 
supports the equity market.

Deteriorating political environment, economic 
recession.

The Swiss equity market continues to be 
underpinned by earnings growth. Its 3% dividend 
yield also makes it attractive relative to a negative 
yielding bond market.

CHF appreciation could put some pressure on 
historically high operating margins

After a short pause, the Chinese slowdown has 
resumed, giving rise to further stimulus. South East 
Asia is benefitting from shifting supply chains.

The trade war is causing some disruptions, while 
the slowdown is an issue for the financial sector as 
well as highly leveraged companies.

○

○

○

○

○

○

○

US

Europe

Japan

Switzerland

Asia Pacific ex-Japan

Corporate

The longest economic expansion ever still has legs. 
This late-cycle environment, with low inflation and 
accommodative central banks, is positive for equity 
markets

Trade / tariff war.

Global economic growth is slowing down, but with 
no risk of recession. Central banks are mostly 
accommodative, with even the US Federal Reserve 
having loosened its forward guidance.

Possible USD depreciation and limited upside for 
US real rates make gold attractive.

Accelerating inflation.  

Rising interest rates would be a drag on this 
non-yielding asset.

○

○

○

○

○

Currencies

Bonds

○

○

Risks

Stocks

Bonds

○Gold

Cash

Global Asset Classes
Marketweight UnderweightOverweight Main Drivers

○

○
US GDP and corporate profit growth are reverting 
back to normal after an unusually strong period.  
Fundamentals remain solid and valuations are not 
excessive.

Equities

ALLOCATION GRIDS
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SWITZERLAND 

The Asian slowdown and trade war have taken their toll on the Swiss economy. The trade picture 
remains difficult, meaning that markets could stay volatile. But Asia is showing signs of  
improvement, as are Swiss exports. Also, despite the lackluster economy, Swiss companies  
continue to post positive guidance and should deliver firm earnings growth, supporting the  
equity market. The challenge will be for the SNB to adapt its monetary policy in the wake of the 
change in ECB stance.

Strongest growth in Swiss watch exports in 11 months (YoY%)

Following 2.6% growth in 2018, the Swiss economy 
has been significantly impacted this year by the weaker  
global economy and foreign trade. GDP is expected 
to be up only 1.2% in 2019, its slowest pace since 2012. 
Like in the US and the Eurozone, 1st quarter GDP well  
exceeded expectations (+0.6% vs. +0.4% QoQ), being 
the second period of recovery following the negative 3rd  
quarter 2018 showing. Expectations for the 2nd quarter 
are positive but low (+0.3%), so should not be difficult to 
beat. 

Swiss (and European) macroeconomic data has not 
been very encouraging year-to-date. Still, the economy 
is starting to give some positive signals and can be  
expected to strengthen during the second half of the 
year. Watch exports, for instance, rose 11.4% in May, their 
best performance in 11 months, thanks to strong growth 
in China, Japan, Singapore and France (which total 40% 
of the market).

The slowdown began in Asia in 2017, and from there 
is also coming the 2019 recovery, led by China - with 
the US economy having remained firm. Turning to  

inflation, Switzerland is exhibiting the same strange 
pattern as other regions: official numbers are stable 
but inflation expectations are coming down. The core 
CPI (excluding energy and food) has been in positive  
territory since early 2017, after nearly 5 years of  
deflation. It currently stands at 0.6%, and is showing 
no signs of deterioration. Meanwhile, medium-term  
inflation expectations (forward 5-year/5-year swap) have 
fallen from 1% in the last quarter of 2018 to 0.12% at the 
end of June. It would be no surprise to see inflation trend 
downward during the coming months.

With no inflation pressures and slower growth, the 
SNB President, Thomas Jordan, has stated that “there 
is no reason to increase rates”. However, taking into  
account the fact that most central banks are turning more 
accommodative, his wording may change going forward. 
While the ECB has not “yet” cut its deposit rates, any 
hike has been postponed to the latter half of 2020 and 
members of the Governing Council have already raised 
the possibility of further rate cuts and/or resumption of 
the asset purchase program and/or further extension of 
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« Despite the trade war and economic 
slowdown, companies continue to post firm 

results and guidance. Earnings are 
expected to grow 10% this year. »

The market has gone from pricing a stable (to rising) 
deposit rate last December, to now expecting a rate cut. 

In this context, yields have been coming down since 
the onset of the year. The 10-year government bond yield 
hit -0.5% in June, close to its 2016 historical low of -0.64%. 
The Swiss Confederation can presently borrow at a  
negative rate for up to 30 years.

Falling interest rates are a worldwide phenomenon. 
Indeed, it is striking to note that the global amount of 
negative yielding debt has grown in 9 months from USD 
5.7 trillion to a new record of 12.5 trillion. This flood of  
negative yielding bonds is pushing investors toward  
riskier assets, such as equities. The Swiss market’s 3%  
dividend yield makes it an attractive alternative. 

The Swiss franc has not fluctuated significantly this 
year. Since the April 2018 trough, however, it is up 7% 
against the euro. In the wake of recent central bank  
communication, the interest differential between euro 
and Swiss franc bonds has continued to narrow (the  
10-year spread has decreased from 1.1% to 0.2% over 
the past 18 months), which goes against the SNB’s goal 
of making Switzerland’s currency unattractive. Absent 
any SNB intervention (or declarations) the franc can be  
expected to continue to appreciate against the euro.

Despite the trade war and economic slowdown,  

the forward guidance. Should the ECB decide to cut  
rates, the SNB will have no choice but to follow suit. 
Are we headed towards a negative 1% deposit rate in  
Switzerland?

CHF overnight index swaps are used to discount the direction 
of SNB policy

Florian Marini, CIO

companies continue to post firm results and guidance. 
2019 earnings expectations were revised down during 
the 1st quarter (especially in the small- and mid-cap  
segment) but have since fully recovered. Earnings are  
expected to grow 10% this year, following increases of 
16% in 2018 and 5.3% in 2017.

Earnings expectations (in blue) continue to rise year after year, 
with hardly any downward revisions

Earnings growth dynamics being stronger than price 
action, valuation remains close to the 5-year average. The 
SMI is trading at a forward price/earnings ratio of 16x, 
and small- and mid-caps at 20x (vs. their 25x 2017 high), 
leaving room for expansion.

In conclusion, after a stabilisation phase, we are 
now starting to see some improvement in the Swiss  
economy, firm growth in watch exports being an  
example. Thanks to significant domestic stimulus,  
China is recovering, pulling along the rest of Asia. 
Meanwhile, the US economy remains firm. With  
falling medium-term inflation expectations and slower  
growth, central banks are jointly shifting to a more  
accommodating monetary stance, pushing yields lower 
and thus making dividend-paying equity markets  
attractive. Given upward pressure on the Swiss franc 
and a dovish ECB, we would not be surprised to see the 
SNB cut its deposit rate in the future. Earnings remain 
strong and the SPI is trading at a price/earnings ratio 
of 16.5x, which cannot be deemed “attractive” but does 
not pose the risk that it did in 2017. Valuation has also  
significantly improved in the small and mid-cap  
segment. We reiterate our positive view on Swiss  
equities.
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Pockets of recovery are appearing in Europe, notably in services and construction. Even the  
hard-hit manufacturing sector is showing signs of improvement. While progress is not yet  
broad-based, we expect the economic picture to continue to get better through the 2nd 
half of the year. The recent change in ECB tone (alongside most other central banks) towards  
greater accommodation was a positive surprise. At the company level, earnings growth  
continues to support the equity market.  

EUROPE 

German new car registrations (YoY% growth) 

After 1st quarter GDP growth having exceeded  
expectations in the US (3.2% vs. 2.88%), it was the  
Eurozone’s turn to surprise on the upside: GDP grew 
0.4% against a consensus of 0.3%. Eurozone growth 
should not exceed 0.3% in the 2nd quarter, while full year 
expectations stand at only 1.2% (as compared to 2.4% in 
2017 and 1.9% in 2018).

Although overall European macroeconomic data has 
not yet turned the corner, leading indicators such as 
the manufacturing PMI and economic sentiment have  
finally stabilised and even started to improve slightly, 
while the services PMI continues to rebound from its 
December low. The region experienced a manufacturing 
“recession” in sectors such as automobiles, particularly 
German. There, some improvement has occurred over 
the last few months, with May even posting the strongest 
growth in new car registrations in 9 months.

The slowdown began in Asia in 2017, and from there 

is also coming the 2019 recovery, led by China. We  
therefore expect European growth to strengthen during 
the latter half of the year.

A significant surprise over the past few months has 
pertained to inflation, more specifically medium-term 
inflation expectations.

For the last three years, official CPI numbers have  
fluctuated in the 1.2% to 2% range, depending mostly 
on the energy component. Excluding energy, food and  
alcohol, the core inflation rate has been pretty much flat, 
around 1%. Recently, though, medium-term inflation 
expectations have plunged: they stood at 1.7% in the last 
quarter of 2018, only to fall to an all-time low of 1.13% at 
the end of June. This is important to the extent that it 
is an indicator closely followed by central banks. Back 
in August 2014, when Mr. Draghi announced the ECB’s 
quantitative easing program (which started in 2015), part 
of the rationale referred to this indicator.

-40

-30

-20

-10

0

10

20

30

40

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Source: Bloomberg, Bruellan

German new car registrations YoY %



BRUELLAN - PANORAMA - Q3 2019 11

« The earnings dynamic is positive and  
valuation attractive. Compared to the 2015  

market peak, earnings are currently 13% higher 
and the Stoxx 600 index 9% lower. »

Medium-term inflation expectations derived from the market: 
5-year/5-year Euro inflation swap rate

In an environment of slower growth and falling  
medium-term inflation expectations, we were not  
surprised to see the ECB decide in June to postpone  
any interest rate hike to the latter half of 2020. In  
actual fact, several members of the Governing Council 
have already raised the possibility of further rate cuts  
and/or resumption of the asset purchase program  
and/or further extension of the forward guidance. Also, 
Mr. Draghi stressed that “If adverse contingencies were 
to materialise, the Governing Council stands ready to act 
and use all the instruments that are in the toolbox”. In 
the wake of the Federal Reserve, here is another central 
bank turning accommodative. 

The TLTRO 3 program will begin in September and 
run through March 2021, primarily aiming to incentivise 
banks to increase loans to households and companies, by 
offering them very attractive yields on lending facilities. 
The boost to household and corporate lending should 
then support GDP growth.

On the corporate front, despite the significant  
economic slowdown, 1st quarter earnings exceeded  
expectations, with 1% growth against a negative  
consensus. Full year earnings growth expectations for 
the Stoxx 600 have been revised from 8% in January to 
4% today. A 3-4% earnings growth rate is achievable with 
1.2% GDP growth and no margin deterioration. There 
are pockets of wage inflation in the region but not to the  
extent of impacting margins. Stable forex markets also  
limit the risk of margin erosion this year – even though 
the Stoxx 600’s operating margin stands at 10.9%, close to 
its record since 2010. 

Stoxx 600 forward EPS and price: European equities look  
attractive

Florian Marini, CIO

In conclusion, there are pockets of improvement 
in Europe but no broad-based upturn so far. China is  
recovering thanks to significant domestic stimulus,  
pulling along the rest of Asia. Meanwhile, the US  
economy remains firm. Europe should follow suit  
during the latter part of the year, thanks also to ECB 
support. The trade war is a risk that needs to be  
addressed, or else it could “nip in the bud” the Asian 
recovery (and thus that of Europe), but this is not our 
scenario. A “deal” that protects foreign companies from 
giving away their technological property in exchange 
for Chinese growth would be very positive over the long 
term. As regards valuation, the Stoxx 600 is trading at a 
price/earnings ratio of 13.5x, which remains below the 
2015-2016 trough, so can be considered attractive. We 
view the 2018 correction as a buying opportunity.

Forward 12-month earnings are near a 10-year 
high. Compared to the 2015 market peak, earnings are  
currently 13% higher and the Stoxx 600 index 9% lower. 
In short, the earnings dynamic is positive and valuation 
attractive.
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The trade war continues to be the main question mark, partly contributing to current industrial 
weakness in the US. The larger part of the economy remains fundamentally healthy, with still 
subdued inflation pressures for now.

UNITED STATES

Expected real growth in the US in 2019

The trade dispute between the US and China  
continues to be the main overhang and subject of market 
focus. It has been a case of “wait and see” ever since the 
talks fell apart in May. While the parties did seem close 
to an agreement at the time, China’s reluctance to let the 
US impose legislative changes enacting reforms remains 
the major sticking point. 

It is very much in both sides’ interest to reach a deal 
and appear victorious. President Trump has the upper 
hand, thanks to a much healthier domestic economy and 
greater scope with respect to tariffs. However, we deem it 
unlikely that tariffs be imposed on the remaining USD 
300 bn of imports from China – which consist mainly of 
consumer goods so would imply a rather direct hit to US 
households. Also, it is well known that support for tariffs 
is limited among the Senate Republicans.

Ultimately, the pace of overall economic growth is  
almost certain to slow. A rate cut is thus in the cards,  
probably in July. The unpredictability of trade policies 
and inflation drivers makes for an interesting monetary 
policy situation. While inflationary pressures appear 
quite moderate presently, new tariffs remain a possibility 

that could change the picture. Moreover, although wage 
gains have so far been moderate (in the 3-3.5% range), 
the record tight job market may still bring about some  
inflationary pressures. Interestingly, productivity is  
inching up but has not impacted wage growth much so 
far, and there does not seem to be a premium for scarce 
labour.

Labour productivity and unit labour cost
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S&P 500 12-month forward EPS and P/E

The S&P 500 is now trading at a forward  
price/earnings ratio of around 16.5x. With the US  
economy fundamentally healthier than it is credited  
for, this valuation is not overly rich – provided a  
favorable solution to the trade war can be found.  
Indeed, new tariffs on consumer products have not been  
discounted by investors. The resulting slower growth,  
higher inflation and lower purchasing power would  
push the market in a completely different direction.

Notwithstanding additional volatility in macro data 
owing to the trade dispute, and the fading away of 
the growth impulse from tax cuts, the US economy  
remains quite firm – thanks to a very healthy domestic  
consumption landscape. Household spending and  
income have been growing very slowly but steadily, the 
savings rate is stubbornly high, and leverage continues to 
decrease. The housing market also remains solid, based 
on mortgage applications and the recent drop in interest 
rates. Expectations earlier this year that housing would 
lead the country into recession were misplaced. 

The weak spot in the US economy is manufacturing, 
which is effectively stagnant right now. Despite healthy 
domestic demand, the cyclical slowdown in China is  
taking its toll, with the trade war an additional  
negative, creating confusion and making for cautious  
investment plans. But although manufacturing gets a 
lot of attention, its importance in the US economy has 
much decreased, with jobs in the sector now accounting 
for only 8% of US employment. So, even if an industrial  
recession was to take place, it would not make a big  
difference to the rest of the economy, just as we  
experienced in 2015-2016. Indeed, if anything, the  
industrial downcycle seems to be somewhat milder this 
time round.

US GDP should grow 2.5% this year and ca. 2% in 
2020, in real terms. Corporate earnings growth also 
stands to slow down, but mainly because the tax cuts 
drove abnormally strong gains last year. S&P 500  
earnings, for instance, increased by more than 20%. 
While naturally lower, the pace of 2019 earnings  
growth should still lie between 5% and 10%.  
Unsurprisingly, there are significant differences  
between sectors. Healthcare and Consumer companies 
are faring quite well, as they are rather defensive and 
not among the first victims of the trade dispute (unless 
tariffs come to be broadened to imported consumer  
products). The reverse is true of Materials and Energy, 
that tend to be very vulnerable to external factors and are 
currently posting rather negative earnings. 

« However, we deem it unlikely that tariffs be 
imposed on the remaining USD 300 bn of  

imports from China. »
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Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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China is undergoing a slowdown due to structural issues. Import tariffs are an additional burden, 
only serving to complicate the transformation of the economy.

ASIA

Chinese industrial value added YoY% 

Markets have been turbulent for the past two  
months, with uncertainty surrounding US-China trade  
negotiations remaining high. According to the US, the 
trade deal was 95% finalised and almost ready to be  
signed in late May, when Chinese negotiators suddenly 
pulled away. It would seem that they made a crucial 
error in assuming that President Trump was under heavy  
domestic pressure to close the deal soon, so could be 
coerced into accepting more favorable terms. This did 
not go down well: the deal was immediately taken off the 
table and negotiations have been halted for a month. 

The trade war is a lose-lose situation overall, as  
supply chains undergo increasing disruption. That 
said, it seems that, while most countries and sectors are  
facing supply-demand mismatches and adjusting  
accordingly, China has become one of the most  
vulnerable economies. 

Chinese growth very much remains a political  
decision, and the trade-off is extremely tricky. On the one 
hand, maintaining employment is an important goal, 
so as to ensure the political stability that steady growth  
provides. On the other hand, the problem of mounting 
debt is acutely understood by the government. The 

amount of new debt required to generate a unit of GDP 
growth continues to be far too high.

This explains why recent stimulus measures 
have consisted of a VAT cut and other such actions 
targeting domestic private demand, rather than  
capital-intensive industrial production. Unfortunately, 
they do not seem sufficient. The industrial sector is 
slowing down, with the jump recorded earlier this year 
just a blip. Industrial value added is currently growing 
only 5.0%, a lesser pace than during the late 2008 crisis 
period.

« The reality is that China is on  
the losing side of the trade war,  

as companies increasingly shift capacity  
from the Chinese mainland  

to Southeast Asia. »
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Total profits of Chinese industrial enterprises YoY% 

Chinese industrial enterprises’ profits tell the same 
story: after a sharp uptick in early 2019, growth has  
decelerated significantly. The latest data point  
indicates that profits actually declined 3.7% in April.

One should, however, remember that this  
slowdown is not entirely attributable to trade-related 
causes. Domestic structural issues are the true  
underlying problem and the slowdown started even  
before the escalation of trade tensions with the US.  
Policymakers’ push to address excessive leverage in  
the system mainly explains the slowdown, and  
deceleration in credit growth unequivocally lies  
behind the deceleration in industrial output. In the  
Chinese economic system, the state controls the  
banking system and most of the industrial sector,  
which also executes on (infrastructure) projects  
decided at the state and local government levels.  
Obviously, this makes the creation and control of GDP 
growth easy – but also pointless, with bad projects  
piling up bad debt over long periods of time.

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

Breakdown of Chinese fixed asset investment YoY% 

Chinese fixed asset investment YoY% 

Deleveraging efforts have been frozen year-to-date, 
with state-controlled fixed asset investments  
accelerating somewhat in order to sustain GDP growth.

The graph above makes it clearer that the  
government is not pushing infrastructure investments, 
the growth rate of which remains steady at a multi-year 
low of 4%. Investments in manufacturing declined  
sharply during the first half of 2019, after a steady  
pickup in 2018. Interestingly, there seems to be no  
slowdown in domestic real estate investment, propping 
up aggregate growth.

In summary, the situation in China is neither dire nor 
surprising, but the challenges faced by policymakers 
are problematic. The economy is clearly slowing down, 
with tariffs also taking their toll on competitiveness 
and new investments. The reality is that China is on the  
losing side of the trade war, as companies increasingly 
shift capacity from the Chinese mainland to Southeast 
Asia (Vietnam). Indeed, many aim to supply US demand  
entirely from sources abroad. The longer the  
trade standoff continues, the more China stands to lose, 
with much needed private sector jobs shipped out of 
the country and never to come back. Blocking Chinese  
companies’ access to Western technology will have 
an even larger impact, as they will unable to catch up  
relying only on internal resources. There is no other 
logical solution to the trade conflict than to see China 
fully agree to rules that even out the playing field with 
Western economies. We hope that this will happen  
sooner rather than later.

The positive aspect, however, is that these investments 
decelerated in May to +5.6%. Chinese policymakers 
seem reluctant to fight the trade war by creating yet  
another short-term economic cycle built on state-owned  
infrastructure spending. 
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FIXED INCOME

Radical change in investor attitude, now  
expecting interest rates to move down. Our  
recommended positioning changes from neutral to 
underweight.

In view of the ongoing trade war, the US Federal  
Reserve Chairman has suggested that he is open to  
cutting rates, if necessary. As a result, investors have 
strongly upped their expectations of such a move –  
despite the fact that interest rates are still at low  
levels, owing to weak inflation and structurally sluggish  
growth. As such, contrary to the consensus, we do 
not expect a rate cut this year. Our positioning on US  
government bonds changes from neutral to  
underweight. 

In view of the ongoing trade war, as well as somewhat disappointing macroeconomic data, 
the US Federal Reserve Chairman mentioned a potential interest rate cut, should it become  
necessary. Investors are thus now expecting such action to be taken before the end of the 
year, which we believe is mistaken. We maintain our stable rate scenario for 2019 and remain  
constructive on emerging bonds.

Inflation forecasts  

USD emerging bond spreads vs. government bonds 

GOVERNMENT

EMERGING
The average yield level was stable at 5.35% during 

the last quarter. We retain an overweight stance.

Negotiations between the US and China continue 
and, contrary to the prior quarter, have impacted the  
emerging asset class at large – albeit to a lesser extent 
than in the high yield space. Even as US Treasury yields 
declined, emerging credit spreads increased – leaving the 
average emerging bond yield unchanged at 5.35%. Recent 
comments by the Chairman of the US central bank stand 
to reassure investors, and hence increase interest in this 
type of asset. We thus maintain our overweight stance. 

US 10-year Treasury yield vs.  Fed Funds rate (and projected)     GDP economic forecast 2019 - US and Eurozone
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Credit spreads are in line with fundamentals. We 
nonetheless maintain an underweight stance in the 
euro market.  

Despite a volatile quarter-end for the asset class,  
credit spreads remain at levels that match  
fundamentals. Recent dovish comments by the US  
central bank support the credit market at large. That 
said, selection will remain key in our opinion, with the 
interest rate component strongly impacting overall  
performance. We thus maintain our underweight  
stance, particularly in the euro market.

High quality credit spreads vs. government bonds

CORPORATE

Trade tensions, alongside disappointing  
macroeconomic data, have caused credit spreads to 
widen. We nonetheless continue to recommend a  
neutral positioning.

Trade tensions, alongside slightly disappointing  
macroeconomic data, have driven broad-based profit  
taking and, consequently, a widening of credit spreads 
in the high yield segment. At the current levels, we 
believe that investors are generally compensated for 
default risk. Beware, though, of the liquidity walls  
faced by some issuers, who remain at the mercy of their  
creditors. Rallye, which just entered a 6-month  
court-led credit protection process, is a case in point. We  
nonetheless continue to recommend a neutral  
positioning. 

High yield spreads vs. government bonds

HIGH YIELD

BRUELLAN FIXED INCOME PROJECTION

BAM Team

Currency / Expected 

30.06.2019 Country Return at 1 Years

Core Govt USD Underweight
[5 Years] EUR Underweight

CHF Underweight
Peripheral Govt FR Underweight
[10 Years Spreads vs Germany] IT Overweight

SP Underweight
PT Underweight

Inflation Linked USD Neutral 
[10 Years BreakEven] EUR Neutral 

UK Underweight
Credit - Corporate EUR Underweight
Credit - Senior Financial EUR Neutral 
Credit - Hybrid EUR Neutral 
High Yield  € EUR Neutral 
High Yield  US USD Neutral 
Credit - US Corporate USD Neutral 
Emerging Sovereign USD Overweight
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TECHNICAL CORNER

EQUITIES 

BONDS - 10-YEAR YIELDS
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CURRENCIES

COMMODITIES
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ABOUT OUR FUNDS

Min. Investment 1000 EUR
Management fees 0.6%-1%

Auditor KPMG Auditor KPMG Auditor Deloitte Audit 
Administrator CACEIS Administrator CACEIS Administrator Fund Partner Solutions 
Investment Manager Bruellan S.A. Investment Manager Bruellan S.A. Investment Manager Bruellan S.A.
Custodian CACEIS Custodian CACEIS Custodian Pictet & Cie (Europe) S.A.

Instit.: BDFSECB SW Instit.: BDATBEU SW Instit.: PBGBIEU LX
Bloomberg Retail : BDFSECA SW Bloomberg Retail : BDATACE SW Bloomberg Retail : PBGBREU LX

Instit.: CH0253810169 Instit.: CH0281535168 Instit.: LU1280945806
ISIN Retail : CH0253810144 ISIN Retail : CH0019243093 ISIN - Class USD Retail : LU1280945988
Benchmark Swiss Performance Index Benchmark MSCI World AC Net Return Instit.: LU1280945632
High Water Mark Yes High Water Mark Yes ISIN - Class CHF Retail : LU1280945715

Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%
ISIN - Class EUR Retail : LU1280945558

Instit.: LU1280945475

Management fees 0.8%-1.2% Management fees 0.8%-1.2%
Min. Investment 1000 CHF Min. Investment 1000 EUR

Liquidity Daily Liquidity Daily
Fund size 38.2 Million Fund size 29.5 Million Liquidity Weekly

BAM Team BAM Team Fund size 111.7 Million
Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers BAM Team
Currency CHF Currency EUR Currency EUR
Inception date 19 January 2015 Inception date 28 July 2005 Inception date 1 September 2015

BRUELLAN DYNAMIC SWISS EQUITIES BRUELLAN DYNAMIC TACTICAL EQUITIES PROTEA BAM GLOBAL BONDS

Domicile Switzerland Domicile Switzerland Domicile Luxembourg/UCITS IV

Auditor Deloitte Audit Auditor Deloitte Audit Auditor Deloitte Audit 
Administrator Fund Partner Solutions Administrator Fund Partner Solutions Administrator Fund Partner Solutions 
Investment Manager Bruellan S.A. Investment Manager Bruellan S.A. Investment Manager Bruellan S.A.
Custodian Pictet & Cie (Europe) S.A. Custodian Pictet & Cie (Europe) S.A. Custodian Pictet & Cie (Europe) S.A.

Instit.: PROBEEI LX Instit.: PRBAMIU LX Instit.: PRAPEXI LX
Bloomberg Retail : PROBEER LX Bloomberg Retail : PRBAMRU LX Bloomberg Retail : PRAPEXR LX

Instit.: LU1118008397 Instit.: LU1118007159 Instit.: LU1118007589
ISIN Retail : LU1118008553 ISIN Retail : LU1118007233 ISIN Retail : LU1118007829
Benchmark Stoxx 600 Total Return Benchmark S&P 500 Total Return Benchmark MSCI Asia Pac ex Japan
High Water Mark Yes High Water Mark Yes High Water Mark Yes

Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%

Management fees 0.8%-1.2% Management fees 0.8%-1.2% Management fees 0.8%-1.2%
Min. Investment 1000 EUR Min. Investment 1000 USD Min. Investment 1000 USD

Liquidity Daily Liquidity Daily Liquidity Daily
Fund size 28.1 Million Fund size 26.4 Million Fund size 22.8 Million

BAM Team BAM Team BAM Team
Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Petteri Pihlaja
Currency EUR Currency USD Currency USD
Inception date 21 January 2015 Inception date 20 January 2015 Inception date 20 January 2015
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Bruellan Dynamic Tactical fund historical performance

FOCUS ON The Bruellan Dynamic Tactical Fund

Investing on a long-term basis in the best businesses across the globe, Bruellan Tactical makes for a good  
cornerstone to any investment portfolio.

The Bruellan Dynamic Tactical fund is a long-only equity fund, registered in Switzerland. It invests in listed  
equities worldwide, with a view to generating strong capital gains over the long term. The fund has delivered on this 
goal rather well, outperforming its peers for seven of the last eight years.

The simple truth is that, in the long run, the value of any company reflects its ability to generate a decent return on 
capital and sustainable free cash flow. The fund thus rests on a fundamental bottom-up investment process, in which 
individual companies are selected based on their long-term business prospects, without speculation or market timing. 

The fund is suitable for investors who seek a consistent long-term high-quality equity investment process, with a 
global scope and proven results.

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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AGENDA

Date Country / Region Political Economical

25.07.19 European Union ECB Rate Decision
30.07.19 Japan BOJ Rate Decision
31.07.19 US FOMC Rate Decision
01.08.19 UK BOE Rate Decision
25.08.19 G7 G7
12.09.19 European Union ECB Rate Decision
18.09.19 US FOMC Rate Decision
19.09.19 Switzerland SNB Rate Decision
19.09.19 UK BOE Rate Decision
19.09.19 Japan BOJ Rate Decision

Calendar Q3 2019

Contributors – Bruellan Asset Management Team: Florian Marini, Petteri Pihlaja
             – Antti Tilkanen, Advisor

Edition & Formatting – Mélody Duarte | Proof reading – Karen Guinand

Disclaimer – This publication is for private circulation and information purposes only and does not constitute a 
personal recommendation or investment advice or an offer to buy/sell or an invitation to buy/sell securities  
mentioned. This information and any opinions have been obtained from or are based on sources believed to be  
reliable but accuracy cannot be guaranteed. No responsibility can be accepted for any consequential loss arising 
from the use of this information. The information is expressed at its date and is issued only to and directed only 
at those individuals who are permitted to receive such information in accordance with local regulations. In some 
countries the distribution of this publication may be restricted: it is the reader’s responsibility to find out what those 
restrictions are and observe them. Bruellan SA cannot be liable for a breach of such restrictions.
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© 2019 Bruellan SA – Copyright
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