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EDITORIAL: Low odds of a recession in 2020

2019 saw a significant deceleration in European and 
Asian growth, alongside a milder slowdown in the  
US. Leading indicators (such as manufacturing  
PMIs) fell across most of the globe, hurt also by the trade  
war. Investor pessimism translated into an equity  
underweight, with significant net outflows towards 
bonds

How then can stock markets be closing the year on 
outstanding gains of over 20%? Even the country that 
experienced the worst slowdown and bore the brunt of 
the trade dispute, namely China, posted a stellar 30% 
performance.

First, the slowdown pertained mostly to  
manufacturing, with countries such as Germany  
undergoing a “manufacturing recession”. But, unlike 
during other recent downturns, services and  
consumers held up well, thanks to strong and  
improving employment. Services PMIs remained  
remarkably stable, in expansionary territory, across  
all regions. Consumption’s large weight in GDP  
growth (ca. 70% in US and 55% in Europe), made it an  
important buffer.

Second, company earnings fell only slightly in  
aggregate (ca. -1.5% for the MSCI World), which is 
very constructive considering the economic situation.  
During the 2011-2012 and 2015-2016 slowdowns, earnings 
dropped 6% and 12% respectively. The 2019 figure must 
also be put in perspective with the very strong pace 
of growth recorded in 2018 (ca. 15%). As regards 2020,  
earnings are expected to grow by about 10%, which may 
be a tad excessive. A high single digit rate is more likely 
in our view.

Third, despite still positive economic growth, and 
thanks to very modest inflationary pressure, central 
banks adopted an ultra-accommodative stance. Of the 34 
major central banks that we follow, 18 cut their deposit 
rates in 2019 and most of the others are not in tightening 
mode (Norway and Venezuela being the exceptions).

Turning to 2020, contrary to some of our peers, we 
view the odds of a recession as very low. The classic 
signs of such a scenario are not present. As just  
mentioned, there is neither inflationary pressure, 
nor coordinated central bank tightening. In turn, 
this means that real rates (adjusted for inflation) are  
negative – whereas they usually exceed 3% ahead of 
a recession. Also, the unemployment rate continues 
to recede, lending is not tightening and measures of  
financial risks, such as credit spreads, are very stable. 

In fact, early signs of an improvement in  
macroeconomic conditions are starting to appear,  
especially in the depressed manufacturing sector.  
Manufacturing PMIs are gaining ground in all key  
regions, a trend that should continue during the first  
half of 2020.

US quarterly corporate profits have been surprisingly resilient 
during this slowdown, relative to the 2015-2016 period

With global equities trading at a forward  
price/earnings (P/E) ratio of 16.6x, valuation stands  
short of the 2016-2017 peak of 17x, while clearly  
exceeding the 20-year median of 14.8x. This cannot be 
deemed attractive but, considering the current interest 
rate level and interesting dividend yield, flows should  
reverse, with money coming back into equities.

At the sector level, tremendous valuation disparities, 
coupled with an economic improvement, should favour 
cheap cyclicals (e.g. Consumer Discretionary subsectors 
such as automakers, banks and IT companies) relative 
to classic growth sectors (e.g. Consumer Staples and 
Healthcare). This shift should be also helped by higher 
interest rates in 2020. 

Breadth (the number of stocks participating in the  
rally) is also an important technical indicator of the 
health of equity markets. Usually, breadth deteriorates 
(more than six) months ahead of a bear market.  
Participation is currently broad and even improving,  
especially in the small- and mid-cap arena – a positive 
and rather atypical sign given how much equity indices 
have advanced.

To conclude, 126 months into the expansion, this  
economic cycle stands as the longest of the last  
century. For a year now, a growing number of  
financial “experts” have been warning of a  
recession, and investors are underweight equities. 
Paying close attention to market conditions, we beg  
to differ. Our stance remains positive, with the classic 
precursors of a recession not building up and even  
some early signs of recovery materialising. This late  
cyclical phase, characterised by slower GDP growth  
but unusually low inflation and central bank activism, 
appears to have further to run.
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Developed Sovereigns

EUR vs JPY

USD vs GBP

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

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

Slow USD depreciation against the CHF is to be expected.

A no-deal Brexit is still on the table, but the worst of GBP depreciation has been priced in by the market. 
That said, having made good gains during H2 2019, the GBP now looks set to consolidate.

The risk-off environment is conducive to  EUR appreciation against the JPY.

A no-deal Brexit is still on the table, but the worst of GBP depreciation has been priced in by the market. 
That said, having made good gains during H2 2019, the GBP now looks set to consolidate.

○

Corporates (IG)

Emerging

EUR vs USD

EUR vs CHF

USD vs CHF

EUR vs GBP

High-Yield

Credit spreads on investment grade corporate 
bonds are low. We see some good value in selected 
corporate non-financial hybrids.

Economic slowdown and rising credit spreads.

Emerging market debt is the most attractive 
segment of the bond universe in terms of valuation 
– and should be supported by the financial 
environment.

Contagion from crisis countries to the rest of the 
emerging complex.

GDP growth is set to slow following the sales tax 
hike, but recession will likely be avoided.

Exports, the job market and investments are 
weakening, leaving little scope for positive 
surprises.

In the major markets, government bonds are fairly 
priced but offer little upside potential.

Much higher growth and/or core inflation 
expectations, requiring central banks to turn more 
hawkish.

At current valuations, high-yielding corporate 
bonds offer little risk premium. Economic slowdown and rising default rates.

The manufacturing recession continues to weigh on 
the European economy, but early signs of 
improvement are materialising.

Spill over of the manufacturing woes to services.

Swiss small- and mid-cap stocks have rallied as 
expected, on the back of slightly improving PMIs. 
We expect this outperformance relative to larger 
companies to continue in the coming months.

Swiss stocks are very richly valued relative to the 
historical mean. Any earnings disappointment 
could thus bring about a correction.

The Chinese economy continues on its path of 
gradual slowdown, countered by mounting fiscal 
and monetary stimulus.

The situation is calmer on the trade war front, but 
hostilities are not over yet. Also, domestic debt 
issues combined with slowing growth make for a 
vulnerable financial sector.

○

○

○

○

○

○

○

US

Europe

Japan

Switzerland

Asia Pacific ex-Japan

Bond markets should remain supported by 
accommodative monetary policy and lacklustre 
expectations for economic activity and inflation.

Limited upside for US real rates makes gold 
attractive.

Bear-steepening of the yield curve if inflation 
expectations increase dramatically.

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

○

○

○

○

○

Currencies

Bonds

○

○

○

Risks

Stocks

Bonds

○Gold

Global Asset Classes
Marketweight UnderweightOverweight Main Drivers

○
This late cyclical phase, characterised by slower 
GDP growth but unusually low inflation and central 
bank activism, is positive for equities.

Trade war and/or spill over of the manufacturing 
woes to services.

○
The US Industrial sector is slowing, but overall 
economic growth is sustained by household 
strength. The earnings outlook is better for  2020.

Equities

Cash

Trade issues are far from resolved, and related 
news may continue to cause volatility.

ALLOCATION GRIDS
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SWITZERLAND 

The Swiss equity market seems to have learnt to live with a sluggish growth environment and  
postponed all fears of recession or escalating US-China tensions. Although valuations are high 
by historical standards, the level of the equity risk premium continues to make this asset class  
attractive.

The PMIs of most of Switzerland’s main trading partners are in contractionary territory (below the 50 threshold)

The trend observed in Switzerland at the end of 
the previous quarter, namely a slight deterioration 
in the economic situation but no acceleration of the  
negative spiral, seems confirmed as 2019 comes to 
an end. While the pace of growth remains sluggish, 
the spectre of a recession appears to have been  
postponed. Swiss GDP held up well during the 3rd 
quarter of 2019, growing 0.4%. Remember that, for the 
same period last year, it underwent a 0.3% contraction, 
sending the stock market into panic mode. A closer  
look at the data shows that, while the chemical and 
pharmaceutical industry remains dynamic, industrial 
businesses, more sensitive to the international  
economic situation, have seen their exports decline 
yet again. Consumption, meanwhile, remains resilient, 
thanks to an extremely dynamic labour market, with  
the employment rate having reached a historical high  
in the 3rd quarter, at 5,137 million workers. Also  
encouraging is the resumption in capital goods  
investment which, after a drop in the 2nd quarter, is  
closing in on its level of two years ago.

While these figures are reassuring, they do not  
erase the many uncertainties, both economic and  
political, that are allowing doomsayers of all kinds 
to keep shouting out warnings. As proof of these still  

cautious expectations in the face of reduced visibility, 
the KOF’s economic barometer, which takes the pulse  
of the Swiss economy on a monthly basis, fell to its 
lowest level since 2015 in November. Not surprisingly, 
external demand indicators are receding. The same  
goes for the consumer climate, which is cooling  
slightly at this year comes to a close. Consumers are  
less confident than in prior periods about  
economic developments and the labour market. In  
fact, the KOF just slightly lowered its growth  
forecasts for Switzerland in 2020 (+1.8%) and 2021  
(+1.4%) relative to the numbers provided this autumn. 
The 2019 growth forecast, however, was left unchanged 
at +0.9%.

The equity market seems to have become quite  
used to this slow pace of economic growth and 
even postponed all fears of recession or escalating  
US-China tensions. Who could have predicted, this  
time last year, that 2019 would go down in history as  
one of the strongest years ever for Swiss equities? With  
a gain of 30.6%, the SPI has recorded its strongest  
annual performance since 2005, also hitting a  
record high the 27th of December. Although largely in  
favour of large caps through the end of the summer, 
2019 will finally have benefited all categories of stocks. 

Source: Markit Manufacturing PMI, Bloomberg

Top exporting Partners   Evolution of their Economic Health

31.1.18 28.2.18 31.3.18 30.4.18 31.5.18 30.6.18 31.7.18 31.8.18 30.9.18 31.10.18 30.11.18 31.12.18 31.1.19 28.2.19 31.3.19 30.4.19 31.5.19 30.6.19 31.7.19 31.8.19 30.9.19 31.10.19 30.11.19 31.12.19

18.4%  Germany 61.1 60.6 58.2 58.1 56.9 55.9 56.9 55.9 53.7 52.2 51.8 51.5 49.7 47.6 44.1 44.4 44.3 45 43.2 43.5 41.7 42.1 44.1 43.4

15.8%  China 51.5 51.6 51 51.1 51.1 51 50.8 50.6 50 50.1 50.2 49.7 48.3 49.9 50.8 50.2 50.2 49.4 49.9 50.4 51.4 51.7 51.8

14.5%  United States 55.5 55.3 55.6 56.5 56.4 55.4 55.3 54.7 55.6 55.7 55.3 53.8 54.9 53 52.4 52.6 50.5 50.6 50.4 50.3 51.1 51.3 52.6 52.5

11.3%  United Kingdom 55 54.9 54.9 53.8 54.3 54 53.9 52.9 53.7 51.1 53.3 54.3 52.8 52.1 55.1 53.1 49.4 48 48 47.4 48.3 49.6 48.9 47.4

7.3%  Hong Kong 51.1 51.7 50.6 49.1 47.8 47.7 48.2 48.5 47.9 48.6 47.1 48 48.2 48.4 48 48.4 46.9 47.9 43.8 40.8 41.5 39.3 38.5

7.2%  France 58.4 55.9 53.7 53.8 54.4 52.5 53.3 53.5 52.5 51.2 50.8 49.7 51.2 51.5 49.7 50 50.6 51.9 49.7 51.1 50.1 50.7 51.7 50.3

5.9%  India 52.4 52.1 51 51.6 51.2 53.1 52.3 51.7 52.2 53.1 54 53.2 53.9 54.3 52.6 51.8 52.7 52.1 52.5 51.4 51.4 50.6 51.2

4.6%  Italy 59 56.8 55.1 53.5 52.7 53.3 51.5 50.1 50 49.2 48.6 49.2 47.8 47.7 47.4 49.1 49.7 48.4 48.5 48.7 47.8 47.7 47.6

3.5%  Austria 61.3 59.2 58 58 57.3 56.6 56.8 56.4 55 53.8 54.9 53.9 52.7 51.8 50 49.2 48.3 47.5 47 47.9 45.1 45.5 46 46

3.0%  Japan 54.8 54.1 53.1 53.8 52.8 53 52.3 52.5 52.5 52.9 52.2 52.6 50.3 48.9 49.2 50.2 49.8 49.3 49.4 49.3 48.9 48.4 48.9 48.8

2.0%  Belgium

1.7%  Israel 53.5 53.6 54.7 54 49.6 52.6 58 50.4 50 52.7 53.7 57 47.9 49.6 52.2 51.9 50.4 52.7 52.2 44.3 50.3 51.8 52.8

1.6%  Thailand 50.6 50.9 49.1 49.5 51.1 50.2 50.1 49.9 50 48.9 49.8 50.3 50.2 49.9 50.3 51 50.7 50.6 50.3 50 50.6 50 49.3

1.6%  Spain 55.2 56 54.8 54.4 53.4 53.4 52.9 53 51.4 51.8 52.6 51.1 52.4 49.9 50.9 51.8 50.1 47.9 48.2 48.8 47.7 46.8 47.5

1.5% United Arab Emirates 56.8 55.1 54.8 55.1 56.5 57.1 55.8 55 55.3 55 55.8 54 56.3 53.4 55.7 57.6 59.4 57.7 55.1 51.6 51.1 51.1 50.3

65.3 65.5 60.3 62.8 62.8 61.8 61.7 64.6 59.9 57.8 57.7 57.5 54.3 55.4 50.3 48.5 48.6 47.7 44.7 47.2 44.6 49.4 48.8

Exports                         
(% of total)

 Switzerland

Manufacturing    PMI
20192018
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Anick Baud, Senior Fund Manager 
Florian Marini, Chief Investment Officer

« Who could have predicted, this time  
last year, that 2019 would go down in history  

as one of the strongest years ever for  
Swiss equities? »

Although below the highs of 2017, the SPI valuation (P/E) well 
exceeds its average

The risk premium (i.e. additional return required to offset risk) 
continues to favour equity investing

Such exceptional annual performance obviously  
involves multiple expansion. Although the extreme  
valuation levels of 2017 have not been reached, the  
Swiss market is trading well above its 6-year average  
on a P/E basis. Although, historically, an elevated  
valuation is not in itself sufficient to cause a market 
correction, as long as growth exceeds inflation, 
the risk of course is that any disappointment in  
company health may trigger a sharp drop in prices.  
That said, when looking at the risk premium offered  
by equities (i.e. additional return required to offset 
risk), which stands at an extremely high level relative 

Small- and mid-cap companies, which were lagging 
until late August, have since effectively caught up 
with their larger peers, thanks to a very strong final 
quarter and finish the year with a performance of 
30.4%. Several factors explain this bounce. First,  
small- and mid-caps are highly correlated with the PMI 
which, after posting a low at the end of September, has 
moved back up – although it does remain below the 50  
threshold. Also, a number of investors turned away  
from some large stocks, whose prices had risen  
excessively, and came back into stocks that had been left 
aside for fear of a sudden halt in growth. 
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to its historical average, it would appear that equity  
investing still has some bright days to come. Still, in  
such an environment, selectivity in picking investments 
will be paramount.
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Considering the market’s recent behaviour, one can doubt whether it is really earnings that drive 
stock prices. Indeed, 2018 saw European equities drop more than 10% on 8% earnings growth, 
whereas in 2019 they gained a stellar 27% on flat earnings. In reality, the market discounts future 
earnings growth, meaning that it has been pricing in an improvement in economic conditions. 
Some tangible signs of such an outlook are starting to appear, and we expect more in 2020.

EUROPE 

Annual growth of the ECB M1 money supply (advanced by 10 months) vs. Eurozone GDP growth 

According to Eurozone leading indicators, such as 
the manufacturing PMI, growth slowed down for 21  
consecutive months in all members countries. Germany, 
the traditional engine of the region, has suffered its worst 
downturn since the 2008 crisis. Its manufacturing sector 
has fallen into recession, with orders down in each of the 
last 15 months. In volume terms, total new orders are back 
to the 2011-2014 levels, i.e. 10% below the highs of 2017. 
Automakers are contracting because of lesser demand 
(perhaps due to a shift to electric vehicles) as well as new 
emissions rules and have started to lay off workers. 

Fortunately, this gloomy manufacturing picture is  
offset by a strong services sector. With unemployment 
receding month after month, having come down from 
12.1% in 2013 to 7.5% today (well below the 20-year median 
of 9.2%), and wages rising at a 2.7% pace (vs. a median 
of 1.8%), the consumer is providing firm support to the  
economy and significantly contributing to GDP  
growth (to the tune of 55%). Contrary to the  
manufacturing PMI, the services PMI remained stable 

over the past year, in clear expansionary territory. Retail 
sales are a good example of this strength, with growth 
of ca. 1.8% since 2015, as opposed to a decline during the 
2008 recession and the 2012 sovereign debt crisis.

The risk for the Eurozone in 2020 would be a spill 
over of manufacturing woes to services. In Germany,  
for instance, car manufacturers employ, directly and  
indirectly, some 3 million workers. Should the  
manufacturing recession last too long, companies will 
restructure (Audi, Ford and Daimler have in fact already 
started to take action), pushing the unemployment  
rate back up and thus eroding consumer strength.

As 2019 comes to a close, signs of improvement are 
emerging. The depressed manufacturing PMI has  
regained ground over the past three months in almost 
all EU countries – with a similar improvement also  
noticeable in the US and China. And European new car 
registrations have turned up, after nearly a full year of 
decline. 

Annual growth of the M1 money supply measure leads 
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« The risk for the Eurozone in 2020 would be 
a spill over of manufacturing woes to services. 
Should the manufacturing recession last too 

long, companies will restructure, pushing the 
unemployment rate back up and thus eroding 

consumer strength. »

Stoxx 600 EPS expectations (next 12 months) are currently 
very stable relative to the 11% correction they experienced  
during the 2015-2016 slowdown

Florian Marini, Chief Investment Officer 
Anick Baud, Senior Fund Manager 

On the corporate front, 2019 earnings growth  
expectations underwent downward revisions as the  
economy slowed. From 8% in January, they have now  
fallen to below 1%. But this anaemic pace is actually a  
reasonably good achievement, considering the  
manufacturing recession and the difficult year-on-year 
comparison (earnings grew 8% in 2018). During the  
2015-2016 downturn, earnings declined 11%. 

Turning to 2020, earnings growth expectations  
currently stand at 8-10%. A high single digit rate seems 
achievable given our scenario of economic recovery.

ECB asset purchase programme: net new buying has resumed, 
flooding the market with liquidity 

Trading at a forward P/E of 14.7x, the DJ Stoxx 600 
index is not cheap but remains below its 2014-2017  
valuation range. Ultra-low interest rates also increase  
the appeal of riskier assets: the differential between the 
DJ Stoxx 600’s dividend yield (3.6%) and the 10-year  
government bond yield (-0.3%) is considerable.

To conclude, after a long period of deterioration in 
manufacturing we are starting to see some light at the 
end of the tunnel. The main risk would be a spill over 
from manufacturing into services, but such a scenario  
is not likely in our view. Rather, we expect the  
economic environment to continue to improve, even  
as inflationary pressure remains low and the central  
bank very accommodative – making for a positive  
end-of-cycle environment. Trading at a forward P/E  
of 14.7x, European equities still look attractive.

the economic cycle by some ten months. The logic here 
is that when the economy is improving, credit growth 
accelerates causing an increase in the amount of money 
in circulation (M1). This indicator has been rising for 
the past 9 months, suggesting that the economic upturn 
should continue through the first half of 2020.

Risks to growth, coupled with inexistent inflation, 
have given the ECB much freedom to run a very  
accommodative policy. The central bank is now  
purchasing EUR 20 billion of bonds each month, in  
addition to rolling over holdings that mature. Total ECB 
monthly buying thus amounts to some EUR 35 billion, 
which represents a sizeable injection of liquidity. We 
have serious reserves about its effect on inflation, but at 
least it provides a floor for risky assets.

During 2019, Mario Draghi consciously stated that 
the ECB was doing its job but that the time had come 
for structural reforms and greater use of fiscal policy – 
with an increase of the budget deficit warranted in some  
countries (the message was directed at Germany). 
He was not heard. Christine Lagarde, who has since 
taken over at the helm of the central bank, is a skilled  
negotiator, which may help get the message through. 
Germany’s Social Democratic party is already pushing 
for a significant investment programme.
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While the industrial sector is contracting slightly, there is no widespread contagion to other 
segments of the economy, and the overall picture remains very stable. On the trade war front, 
recent news have been positive but the important issues are still far from being resolved.

UNITED STATES

Expected 2019 and 2020 US real GDP growth

Our outlook for the US economy remains unchanged: 
although GDP growth is cooling, it is by no means  
collapsing. Recent employment data offers good support 
to this view. Unemployment stands at a very low 3.5% 
and the worker participation rate continues to gradually 
increase. At the same time, despite greater participation, 
the tightness of the labour market is keeping hourly  
wages on an upward trend of ca. 3% (following the  
acceleration experienced in 2018). 

The strong job market is also underpinning  
household revenues. While disposable income growth 
has cooled off amid fading tax reform effects and the  
global slowdown, it remains resilient thanks to  
employment. In turn, with income and household  
balance sheets in good order on aggregate, it is no  
surprise that consumer confidence is holding up,  
despite the impact of trade tensions on some segments 
of the economy.

Fortunately, high confidence has not led to overly 
exuberant consumer spending, as evidenced by the 
household savings rate. Rather, decreasing leverage 
and persistently low interest rates have brought about a  
situation where the debt service ratio (interest and  

principal payments relative to disposable income) is  
below 10%, a record low. Delinquencies as a percentage 
of total loans are also historically low, under 4%. 
This is indeed a very fortunate environment for the  
representative consumer – especially in a context of  
persistently low inflation, with the core consumption  
expenditure price index up only 1.6%.

Debt service ratio and residential loan delinquencies
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S&P 500 forward EPS and P/EThe weak link in the US economy is clearly the  
industrial sector, hard hit by the trade restrictions.  
Tariffs and uncertainty regarding future developments 
have severely impacted investment demand, a  
situation only made worse by slowing global growth. 
The industrial sector is currently in recession, with  
output contracting at a 1% annual rate, versus 4-5% 
growth last year. This recession is not very severe  
though, actually quite similar in depth to that (of a 
mainly domestic nature) experienced in 2015-2016.  
Industrial weakness did not spread to other areas of 
the economy on that occasion, and also seems unlikely 
to do so this time round. The present-day US economy 
is little tilted towards industrial production, with the  
sector accounting for only ca. 8% of total employment.

A “phase one” trade deal between US and China  
was announced mid-December. The contents of this  
agreement are not very remarkable. It is really only 
about moving back towards the situation that prevailed 
before the trade war began, without addressing the  
serious concerns about China’s trade practices.  
Importantly, though, the deal avoids implementation  
of the new tariffs due on 15 December, which would 
have severely impacted global supply chains. As such 
it was welcome, albeit not unexpected, news. The  
difficult discussions about sweeping structural changes 
still lie ahead and will take a long time, but this  
agreement does avoid imminent escalation of the trade 
dispute.

If the situation is calming down on the trade front, 
what else could derail the US economy and bring about 
a recession? Households’ very solid position should  
quite easily offset industrial sector weakness.  
Delinquencies on subprime auto loans continue 
to climb gradually, but are far from representing a  
systemic risk. Of course, exogenous external negative 
shocks are possible, whether coming from Europe or 
China. But, in general, there are few very dark clouds 
on the domestic economy’s horizon. At some point the 
large budget deficit will become a problem, although 
it has also served to crowd out private spending and 
thus partly explains the downward drift in household  
leverage – a good buffer in the event of worse economic 
times.

« The difficult discussions about sweeping 
structural changes still lie ahead and will take  

a long time, but this agreement does avoid  
imminent escalation of the trade dispute. »

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

Equity market valuations remain at largely reasonable 
levels, even though an increasingly positive assessment 
of the trade war outcome has pushed indices upwards. 
The S&P 500 forward P/E is back to 18.3x, its highest level 
since early 2018. This multiple reflects expectations that 
earnings growth will return to more positive territory 
after stalling in 2019, which we deem reasonable. Trade 
politics remain the biggest unknown.
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Chinese growth continues to decelerate, as policymakers are forced to deal with the excesses at 
the same time as they transition the economy towards greater consumption.

ASIA

China Industrial Enterprises Total Profits YoY 

A “phase one” trade deal was announced  
mid-December. The contents of this agreement are  
neither far-reaching nor detailed. Rather, it represents 
a step back towards the situation that prevailed before 
the trade war began. In practice, its most important  
achievement was to avoid the very harmful new tariffs 
that were scheduled to come into force on 15 December, 
had the two parties not been able to find any common 
ground.

The broad structural changes to China’s trade policies 
sought by the US have not been addressed in a  
meaningful way. This comes as no surprise, and it is also 
safe to say that the final chapter of the trade dispute still 
lies ahead.

Meanwhile, the Chinese economy continues to  
decelerate, as evidenced by many data points. The  
October figure for total profits of industrial enterprises 
was particularly ugly, down 9.9% year-on-year. The  
deceleration has been dramatic, relative to the above 
20% growth rate of two years ago. The positive take on 
this figure is that Chinese policymakers might just be 
addressing some excesses in non-productive assets. But 
it is likely that import tariffs (on both sides) have played 
an indirect role, by forcing readjustments in many  
industries’ supply lines. 

Reform of the Chinese economy is an important trend 
to monitor, since its successful transformation would 
bring broad-based benefits, via the rebalancing of global 
trade. In effect, the trade war is not just about the US 
and China, but about China versus the rest of the world. 
The 2000s have seen China accrue a massive amount of  
manufacturing capacity at everyone else’s expense, 
and this needs to be corrected – in one way or another. 
Changes are already taking place, with many companies 
moving their capacity out of China. Southeast Asia 
and Mexico seem to be host countries in this first stage.  
Note that relocation to these countries does not mean 
that the US are losing the trade war, but rather that  
global trade imbalances are being addressed. Some  
manufacturing will come back to the US for sure, but  
not on a massive scale. Making t-shirts there is just no 
longer economically viable. 

In an optimal situation, as the economy undergoes 
transformation, we would like to see a pick-up in private 
sector activity. Unfortunately, the trend seems to be 
going rather the opposite way. Growth in disposable  
income per capita has for instance been steadily  
decreasing for several years. This is not alarming in 
itself but something to consider when judging how 
serious the central government is about actually  
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« Reform of the Chinese economy is an  
important trend to monitor, since its successful 

transformation would bring broad-based  
benefits, via the rebalancing of global trade. »

China Consumption Expenditure per Capita YoY 

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

China Disposable Income per Capita YoY 

Consumer spending is following the same path as  
disposable income – one of deceleration. Again, not  
alarming per se but we would like to see income and  
consumption growth rates significantly exceed, say, fixed 
asset investments (infrastructure and manufacturing) 
and total loan growth. Adequate steps have been taken 
in this space, with infrastructure and manufacturing  
investment now growing at a pace of only 2-4%, but a  
simultaneous acceleration in consumer income and 
spending would put the economy on a better path.

The 2020 outlook calls for further deceleration in  
Chinese GDP growth, which is not necessarily a bad 
thing provided the lower growth is of higher quality. 
Obviously, excesses of the past have to be dealt with 
in a controlled manner. 2019 saw multiple cases of  
small banks needing rescue, and a sizable local  
government-controlled conglomerate also defaulted 
in Tianjin. Similar asset quality issues at the local  
government level are likely to flare up again next year. 
The problem is serious and we shall see whether the 
central government has the insight to address it without 
creating large-scale zombie banks. 

6.0

6.5

7.0

7.5

8.0

2016 2017 2018 2019

Source: Bloomberg, Bruellan

Chinese disposable income (YoY %)

5.0

5.5

6.0

6.5

7.0

7.5

2016 2017 2018 2019

Source: Bloomberg, Bruellan

Chinese private consumption (YoY %)

reforming the economy. There are many actions that 
it can take domestically but, in a nutshell, all involve  
massive transfers of wealth from the public to private  
sector. 

A number of the structural changes demanded by the 
US (protection of intellectual property rights, opening 
up of sectors to foreign ownership etc.) would be very  
beneficial in the long term, helping the transformation. 
Up to now, Chinese policies have always been geared 
towards supporting local government investment  
vehicles and exporting businesses. Such policies would 
need to be reversed in favour of private individual rights, 
including interest rates, a freely transferrable currency 
and social security systems.  
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FIXED INCOME
The bond market consolidation that started last November after the third rate cut by the  
Federal Reserve will likely continue in early 2020. We recommend keeping interest rate risk  
low while earning the return from a diversified exposure to credit spreads, especially those of  
emerging sovereigns.

Barclays emerging spreads & local yield
EMERGING MARKET DEBT

Emerging market debt appears attractive because of  
favourable valuation and more supportive cyclical forces.

Both sovereign and corporate emerging market debt is  
attractive. For local-currency debt, the key risk obviously 
lies in US dollar appreciation, but we expect the greenback 
to remain fairly stable now that the Fed is to be on hold for 
several quarters. If anything, the dollar might depreciate 
against emerging currencies in a benign financial  
environment. Hard-currency debt should perform well  
outside of a few badly mismanaged countries. The high  
level of non-government debt in China is a major tail risk, 
but we think that the clean-up of past excesses can proceed  
without triggering a systemic bout of financial turmoil.

Global yield by segment: Government, Corporate, High Yield, 
Emerging (USD and local currency)

Federal Funds Target Rate vs. Fed balance sheet

10-year government bond yield: US, Switzerland,  
Germany, Italy and Japan

Yields in the major government bond markets are  
likely to experience some upward pressure. Any rise  
will be limited, however, as yield are well anchored by  
low policy rates and moderate economic expectations.

We expect the economic outlook to brighten somewhat in 
the beginning of 2020 as leading indicators have stabilised. 
This is likely to push yields higher. Inflation expectations 
should also go on rising from their depressed level on the back 
of the major central banks’ reflationary policies. Government  
rates curves might thus undergo a bearish steepening. 

That said, any correction of these curves should remain  
limited. The policy rate cuts of 2019, the late stage of the 
economic cycle, moderate inflation expectations as well 
as lower estimates of trend nominal GDP growth and  
equilibrium policy rates are all factors keeping a lid on yields. 
We recommend overweighting US government bonds relative 
to their European peers as the former are slightly cheaper on 
valuation measures.

DEVELOPED MARKET SOVEREIGNS
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Investment grade credit spreads should remain broadly 
stable at their current low level, favouring carry strategies. 

The financial environment in 2020 should continue to 
be supportive for credit markets thanks to accommodative 
monetary policies, the ongoing “search for yield” and some 
stabilisation of manufacturing activity. On the other hand, 
valuations are relatively stretched and underlying credit  
fundamentals have deteriorated in aggregate, as illustrated 
by the ratio of rating downgrades vs. upgrades. BBB-rated  
securities now account for a record-high share of the  
investment grade corporate universe. Overall, we remain  
neutral on credit and continue to see some good value in  
selected corporate non-financial hybrids, given our view that 
rates should not move dramatically higher in the foreseeable future.

Barclays US and pan-European OAS corporate spreads

INVESTMENT GRADE CORPORATES

High yield corporate bond fundamentals are  
deteriorating, but this segment should remain supported 
by accommodative monetary policies and the “search for 
yield”.

High-yield corporates have experienced an underlying  
deterioration in credit fundamentals, yet their spread to  
government bonds have been resilient. With investors  
trying to grab yield wherever they can, we think this can 
continue in the next few quarters. We consider European  
high-yield bonds to be safer than their US counterparts, 
as they trade with similar spreads but boast stronger credit  
metrics. We favour the short-dated high-yield segment as a 
defensive source of yield in the current environment. 

Barclays US and pan-European high yield OAS spreads

HIGH-YIELD CORPORATES

BRUELLAN FIXED INCOME PROJECTION
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US High Yield Spread

Pan-Europe High Yield Spread

Segments Return View 
(12m horizon)

USD EUR CHF
Cash 1.51 -0.51 -0.82 
Short-Term High-Yielding 2.61 0.25 -0.05 
10y Government Bonds 1.80 -0.29 -0.54 
10y Government Inflation-Linkers 0.05 -1.29 n.a. 

Developed Corporates 101 
Corporate Hybrids 183 
Developed High Yield 420 
Emerging Sovereigns 399 
Emerging Corporates 282 
Emerging Local-Currency Debt n.s. 

Source: Bloomberg & Bloomberg Barclays Indices hedged in the respective currency 

Yield (%)

Spread over Sovereigns (bps)

Christophe Pella, CFA 
Senior Fund Manager
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TECHNICAL CORNER

EQUITIES 

BONDS - 10-YEAR YIELDS
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ABOUT OUR FUNDS

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

Inception date 21 January 2015 Inception date 20 January 2015 Inception date 20 January 2015

PROTEA BAM EUROPEAN EQUITIES PROTEA BAM US EQUITIES PROTEA BAM ASIA PACIFIC EQUITIES

Domicile Luxembourg/UCITS IV Domicile Luxembourg/UCITS IV Domicile Luxembourg/UCITS IV

Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Petteri Pihlaja
Currency EUR Currency USD Currency USD

Fund size 30.7 Million Fund size 28 Million Fund size 25.6 Million
Anick Baud BAM Team BAM Team

Min. Investment 1000 EUR Min. Investment 1000 USD Min. Investment 1000 USD

Liquidity Daily Liquidity Daily Liquidity Daily

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%

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

Instit.: LU1118008397 Instit.: LU1118007159 Instit.: LU1118007589
ISIN Retail : LU1118008553 ISIN Retail : LU1118007233 ISIN Retail : LU1118007829

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

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.

Auditor Deloitte Audit Auditor Deloitte Audit Auditor Deloitte Audit 
Administrator Fund Partner Solutions Administrator Fund Partner Solutions Administrator Fund Partner Solutions 

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

Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Christophe Pella, CFA
Currency CHF Currency EUR Currency EUR

Fund size 39.5 Million Fund size 34.2 Million Liquidity Weekly

Anick Baud BAM Team
Fund size 116.7 Million

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

Liquidity Daily Liquidity Daily

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

ISIN Retail : CH0253810144 ISIN Retail : CH0019243093 ISIN - Class USD Retail : LU1280945988
Benchmark Swiss Performance Index Benchmark MSCI World AC Net Return Instit.: LU1280945632

Bloomberg Retail : BDFSECA SW Bloomberg Retail : BDATACE SW Bloomberg Retail : PBGBREU LX
Instit.: CH0253810169 Instit.: CH0281535168 Instit.: LU1280945806

Custodian CACEIS Custodian CACEIS Custodian Pictet & Cie (Europe) S.A.
Instit.: BDFSECB SW Instit.: BDATBEU SW Instit.: PBGBIEU LX

Cut Off Tuesday

BAM Team

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.
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Long-term investments in the highest quality businesses in the US

FOCUS ON THE PROTEA FUND - BAM US Equities

The BAM US Equities fund invests in the best US-listed businesses, with a long-term perspective.

The Protea BAM US Equities fund continued to perform well in 2019, beating the S&P 500 total return index  
and earning a (maximum) five-star Morningstar rating.

The fund invests in high-quality companies, without speculation or market timing. Such companies tend to  
prove consistently good investments over time, and it is not surprising that many of our core positions date back  
to the fund’s inception, almost five years ago. We will most likely hold on to them as long as their long-term  
business outlook remains solid, and their valuation reasonable.

The fund is suitable for investors seeking a consistent long-only high-quality equity investment process, with  
proven results.

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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AGENDA

Date Country / Region Political Economical

21.01.20 Japan BoJ Monetary Policy Meeting
23.01.20 European Union ECB Monetary Policy Meeting
29.01.20 US FOMC Monetary Policy Meeting
30.01.20 UK BoE Monetary Policy Meeting
12.03.20 European Union ECB Monetary Policy Meeting
18.03.20 US FOMC Monetary Policy Meeting
19.03.20 Switzerland SNB Monetary Policy Meeting
19.03.20 Japan BoJ Monetary Policy Meeting
26.03.20 UK BoE Monetary Policy Meeting

Calendar Q1 2020

Contributors – Bruellan Asset Management Team: Florian Marini, Anick Baud, Petteri Pihlaja, Christophe Pella
             – 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.

Source of graphics: Bloomberg & Bruellan SA. Bruellan SA is FINMA regulated.
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Bruellan S.A.
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