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EDITORIAL: Unprecedented crisis, unprecedented responses

Florian Marini, CFA, CMT 
Chief Investment Officer

In just 30 days, we have gone from a situation of  
solidly improving global economic growth – as is  
usually the case in US election years – to one of  
recession, oil crisis, risk to the market-friendly US  
president, earnings decline, surge in volatility and  
collapse in risky assets. Populations are confined and 
seem to have lost confidence in their authorities.

The first wave of the coronavirus is currently  
under control in China and businesses are back to  
work, but the second wave is now striking Europe 
and the US, with the peak still to come. Italy, the first  
European country to be significantly impacted,  
appears to be showing signs of abatement in the rate  
of progression. The biggest risk would be to experience 
recurring waves of contaminations before a vaccine is 
found, or a mutation of the virus.

Looking at historical peak-to-trough declines in 
the equity market, the brutality of this correction puts 
it among the six worst of the post-war period. A 30%+  
decline generally represents an attractive opportunity 
for long-term investors, except in the case of a global 
financial crisis (such as 2008) or a global economic  
recession following the bursting of a bubble (read:  
2000 IT crisis).

S&P 500 drawdowns (peak-to-trough decline, in %) 

While a recession is now inevitable, we are not in an 
economic context that resembles 2000 or 2008.

Equity valuations did not skyrocket as they did in 
1999-2000. The S&P 500 forward price/earnings ratio 
stood at 19x before the recent market plunge, compared 
to ca. 26x in 1999.

Nor is leverage comparable to the 2008 situation.  
Debt-to-equity ratios have decreased from 2.3x to 1.2x  
for the S&P 500, 3.6x to 1.6x for the Stoxx 600, and 0.8x 
to 0.75x in Japan – China being an exception with a 1.0x 
to 1.9x rise for the Shanghai Shenzhen index. 

The catalyst for the 2008 crisis was the financial  
sector, which is today in remarkably better condition, 
even in Europe. Admittedly, sovereign debt has increased  
substantially. But is that a problem when central  
banks can buy this debt through their quantitative  

easing (QE) programmes?
Indeed, the speed and extent of central bank  

responses to the Covid-19 crisis is unprecedented. In  
the space of just a few days, 20 central banks have cut 
their deposit rate – by a full 1.5% in the case of the 
US Federal Reserve (Fed) – and all the major ones 
have launched massive QE programmes. The Fed  
has announced unlimited QE, while the ECB is  
implementing a EUR 1’060 billion bond buying  
programme, a new TLTRO for banks to lend to  
corporations, and has indicated that it is fully prepared 
to increase the programme by as much as necessary and 
for as long as needed. Such massive monetary response 
has brought stability in the bond market and should  
ensure that systemic risk be avoided.  

Governments are also acting fast and in a big 
way. Fiscal stimulus, corporate lending facilities, tax  
holidays and loan guarantees have been announced 
in all major regions. The US Senate has approved an  
historic USD 2tn stimulus package. In Europe, the  
German plan accounts for some 10% of GDP, France’s 
stimulus is projected at EUR 45 billion, and Italy’s 
at EUR 25 billion. For the region as a whole, loan  
guarantees stand at ca. EUR 1 trillion, but there are  
also tax deferrals, aid package for struggling firms, and 
promises of recapitalisation or even nationalisation.

The combination of central bank and fiscal stimulus  
is capital, because it enables governments to increase 
their deficit and debt levels without seeing their cost of 
debt soar.

Valuation ratios are of little relevance at this point 
in time, given the lack of visibility on metrics such as  
earnings. That said, equity indices are now discounting 
a severe recession – which is not our scenario. The 30% 
EPS drop (to pre-2016 levels) that is anticipated seems 
excessive to us. On average, during recessions, earnings 
fall by roughly 15%.

In summary, China is back to work but the US 
and European economies are on hold, with the peak 
in contamination rate still to come. A recession is  
inevitable but, in our view, provided we do not  
experience further successive waves of contagion, 
it should be of a short-term nature, with the  
economy picking up during the second half of the  
year. The unprecedented monetary and government  
support should prevent slippage into systemic risk  
and put a floor under the market.  At current  
levels, equities can be deemed attractive for long-term  
investors. Indeed, such volatile environments also  
bring rare opportunities to invest, with a long horizon, 
in companies that have sound balance sheets, recurring 
cash flows and a distinct competitive edge.
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Unprecedented monetary and government support 
should prevent slippage into systemic risk.  At 
current levels, equities can be deemed attractive for 
long-term investors.

Recurring waves of contaminations before a vaccine 
is found, or a mutation of the virus.

○
The significant stimulus measures and underlying 
household strength should ensure an eventual rapid 
recovery.

Equities

Cash

It is still too early to determine how long a 
lockdown will be necessary.

Gold

Global Asset Classes
Marketweight

Bond markets have experienced significant volatility 
amidst poor liquidity, creating opportunities.

UnderweightOverweight Main Drivers

○

○Developed Sovereigns

Risks

Stocks

Bonds

○

○

○

○

○

Another bout of market turmoil.

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

○

Limited upside for US real rates makes gold 
attractive.

Currencies

US

Europe

Japan

Switzerland

Asia Pacific ex-Japan

○

○

○

Unknown decline in export demand from US and 
Europe. Re-emergence of infections.

○

○

○

○

The market may price in even more defaults than is 
currently the case.

Bonds

○

A recession is inevitable, but it should be limited in 
time. A recovery during the second half of the year 
can be expected.

Recurring waves of contaminations and longer-than-
expected lockdowns.

We expect the Swiss stock market to remain volatile 
in the weeks to come. That said, most of the 
correction has probably taken place.

In this difficult environment, we recommend 
favouring companies with sound balance sheets 
and high cash flow generation, and avoiding sectors 
that will suffer an overly heavy impact from the 
crisis.

The coronavirus outbreak in Asia is contained for 
now, and the focus is on moving rapidly back to 
“business as usual”.

Credit spreads on investment grade corporate bonds 
already price in a very negative scenario. Stick to 
issuers that can survive the crisis.

The lack of liquidity exacerbates selloffs.

Emerging debt and currencies are cheap, but 
fundamentals have taken a sharp turn for the worse.

Lower commodity prices, dollar appreciation and 
dwindling portfolio flows may push poorly run 
countries to request an IMF rescue.

The coronavirus outbreak in Japan has been 
contained better than elsewhere, but still involves a 
significant hit to the economy.

Exports were weakening even before the epidemic, 
and the situation will get worse.

Government bonds offer little upside potential. 
Prefer linkers to nominals.

The market is volatile in both directions, but a bear 
steepening is the bigger risk.

High yield corporate bonds are attractive at these 
levels for selected sectors and issuers.

Corporates (IG)

Emerging

EUR vs USD

EUR vs CHF

USD vs CHF

EUR vs GBP

High-Yield ○

○

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.

While it is difficult to find an immediate catalyst for the GBP, the worst of the depreciation seems to be 
priced in.

This crisis makes the JPY attractive vs the EUR.

While it is difficult to find an immediate catalyst for the GBP, the worst of the depreciation seems to be 
priced in.

ALLOCATION GRIDS
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SWITZERLAND 

With Switzerland, like all its trading partners, experiencing an unprecedented crisis, the extent and 
duration of which is impossible to assess at this stage, the equity market has suffered a historic 
setback since mid-February. The economic impacts will be significant but, in order to cushion the 
shock, the Confederation has implemented an unprecedented package of measures.

As a rule, forecasts are based on tangible facts, i.e.  
macroeconomic indicators, that enable us to make a  
rational prediction of how the economy will develop 
and, of course, of the likely market behaviour. At this 
time, unfortunately, it seems that none of this is possible, 
the situation being totally unprecedented and so rapidly 
changing.

At the time of writing, the Covid-19 pandemic is hitting 
Europe as a whole, as well as the US, very hard, and the 
various containment measures decided by governments 
are paralysing activity. The world economy has been 
dealt a triple blow: a supply shock, a demand shock, but 
also a confidence shock, a totally new configuration that 
makes any forecasting very uncertain.

For the time being, the State Secretariat for Economic 
Affairs (SECO), although aware that it is almost  
impossible to predict the extent of the spread of the  
virus in Switzerland and throughout the world, as well 
as its evolution over time, is expecting a 1.5% drop in 
Swiss GDP. This forecast anticipates a rather rapid  
improvement in the situation, with an upturn in  
activity during the second half of the year. Were the 
virus to spread more broadly and restrictions on  

economic activity prove greater than expected, the  
recession could be much deeper.

For its part, the KOF Swiss Economic Institute has 
drawn up three different scenarios, a testimony to how 
difficult it is right now to make any predictions. Its  
darkest scenario anticipates a 2.5% decline in Swiss GDP.

All economic sectors will be hard hit by the crisis, 
with some of them coming to a complete halt: tourism, 
construction and aviation. The corollary of this  
forced and brutal interruption will of course be a rise  
in unemployment, a sharp drop in consumption 
and a pause in exports. Recognising the exceptional  
situation, the Swiss government has promised  
unprecedented assistance to companies to help them 
manage their immediate liquidity issues and has  
extended the conditions under which their employees 
can resort to short-time working. With respect to  
banks, the lessening of the negative interest burden  
and a probable easing of the counter-cyclical buffer 
should offer some support and enable them to finance 
companies in need, with the loans actually in part  
guaranteed by the Confederation.

While some are tempted to compare the current  
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Anick Baud, Senior Fund Manager 
Florian Marini, Chief Investment Officer

« What can be said about companies in  
general, however, is that they have less  

debt than in 2008 and, thanks or because of  
the strength of the franc, are now more  

flexible and better equipped to cope  
with a halt in demand. »

In valuation terms (P/E), the SPI is back to levels not seen for 5 
years, but beware of the sharp downward revisions in earnings 
estimates that are still to come

situation with that of 2008, such comparison is not 
appropriate. A first difference is that the banks are  
much better capitalised today than they were back  
then. Moreover, the states, recognising these  
completely new circumstances, have enacted swift  
and unprecedented measures to support the economy. 
Finally, as the Chinese situation leads us to believe, this 
crisis should not be long-lasting, and the catch-up effects 
could be rapid.

On the corporate side, the situation is of course  
painful, but it varies greatly depending on the sector  
of activity, the level of debt and the amount of cash  
available. What can be said about companies in  
general, however, is that they have less debt than in  
2008 and, thanks or because of the strength of the franc, 
are now more flexible and better equipped to cope with 
a halt in demand.

At this stage, it is still too early to measure the  
impact of the crisis on their earnings, but it is easy 
to imagine a cut by one third in the second quarter 
and still a negative shock in the third quarter, but of  
diminishing magnitude.

The equity market’s response to the spread of the  
coronavirus outside Asia was, obviously, unprecedented 
in terms of the scale and speed of price decline. Since 
19 February, when the Swiss market reached a historical 
high, and 23 March, the low point of the year, the SPI 
has lost 26%, making this its fastest crash. Remember 
that during the 2008 crisis, the Swiss market went down 
by 42% but over a period of six months. Same in 1998, 
when the Swiss market fell more sharply (-31%) but over 
two months. Since then, the Swiss market has recovered 
about a third of what it had lost.

While all types of companies and sectors were  
caught in this unprecedented downward move, it is  
worth noting that some stocks were particularly hard 
hit. Among these figure companies whose revenues  
depend almost exclusively on tourism, such as Dufry, 
whose balance sheets are highly leveraged, such as 
Aryzta, AMS or Meyer Burger, as well as insurance  
companies or banks with a high exposure to financial 
markets and in particular to credit risk. In some  

cases, the speed of the decline was further amplified 
by margin calls, which forced immediate sales of liquid  
securities.

Although this environment is particularly complicated 
and unprecedented, it cannot be over-emphasised that 
such large market declines offer, provided the investment 
horizon is sufficient, excellent opportunities to invest in 
quality companies. In recent days, for example, we have 
noted large share purchases by managers of some listed 
companies, which suggests that they believe in the future 
of their businesses and are trying to project themselves a 
few months down the road, when life will have resumed 
its course.
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European equities have suffered significant losses, as the market discounts an economic  
recession and a sharp decline in corporate earnings. The unprecedented speed and magnitude  
of the monetary and government response will contain the spreading of financial stress and 
should provide fertile ground for a recovery during the second half of the year. At current levels, 
the European equity market looks attractive for investors with a long-term horizon. 

EUROPE 

The ECB’s asset purchase programme has been increased by a massive EUR 1,060 billion, taking monthly interventions from EUR 
20 billion to EUR 120 billion (cf. histogram)

At the time of writing, the European equity  
market (Stoxx 600 index) has plunged 38% in less than 
20 trading days, macroeconomic data has gone from  
signalling firm recovery to recession, and full-year EPS 
growth expectations have dropped from 7% to negative 
territory. The European population is confined, and the 
economy is on hold. Never before had we witnessed such 
a dramatic market move over such a short time frame, 
with the exception of 1987. 

The first wave of the coronavirus is currently under 
control in China and businesses are back to work, but the 
second wave is now striking Europe and the US – and the 
peak still lies ahead. 

The Covid-19 crisis pushed interest rates down to 
new all-time lows (-0,9% for the German 10-year Bund)  
before a V-Shape reversal, that saw them regain ca. 1% 
in few sessions. The latter move is mainly attributable 
to the promises of large fiscal and investment programs, 
that will significantly increase public deficits. French 
President Macron has for instance announced massive 
loan guarantees to companies (EUR 300 billion, i.e. 12% 

of GDP) and also said that no business is to go bankrupt. 
The German plan amounts to some 10% of GDP. For 
Europe as a whole, loan guarantees stand at ca. EUR  
1 trillion, but there are also tax deferrals, aid packages  
for struggling firms, and promises of recapitalisation or 
even nationalisation.

Germany, whose budget has been in surplus for  
many years and whose debt-to-GDP ratio has  
improved from 83% to 61% since 2010, certainly has 
plenty of ammunition. But most of the other Eurozone 
countries have been running deficits and seen their  
debt increase relative to GDP. For example, Italy’s  
debt-to-GDP ratio has gone from 100% to 135% over  
the last decade and market stress, coupled with fiscal  
promises, is putting pressure on the cost of its debt.  
Indeed, the Italian 10-year government bond yield has 
surged from 1% to 3% in the space of just a few days.

Fiscal stimulus is being coupled with central banks 
interventions across the globe. The ECB began with a 
EUR 120 billion increase in its quantitative easing (bond 
buying) programme. Six days later, it then responded 
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« The combination of central bank and fiscal 
stimulus is capital, because it enables  

governments to increase their deficit and  
debt levels without bearing the burden of  

a much higher cost of capital. »

Banks’ financial strength has improved significantly relative to 
2007

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

Stoxx 600 leverage has decreased significantly since the last 
global financial crisis, as evidenced by the debt-to-equity and 
debt-to-asset ratios

immediately to Italian (peripheral countries) stress,  
announcing a further EUR 750 billion of sovereign 
and corporate bond purchases. As per the latest ECB  
statement, “the Governing Council is fully prepared to 
increase the size of its asset purchase programmes and 
adjust their composition, by as much as necessary and 
for as long as needed”. This is a replica of former ECB 
President Draghi’s 2012 “whatever it takes” moment.

This huge commitment to provide liquidity and  
stability to the system has, as yet, contained stress in  
the bond market. The combination of central bank  
and fiscal stimulus is capital, because it enables  
governments to increase their deficit and debt levels  
without bearing the burden of a much higher cost of  
capital.

In aggregate, European companies are in better  
shape that they were ahead of the 2008 financial  
crisis. Since then, DJ Stoxx 600 companies have  
decreased their leverage: the debt-to-equity ratio has 
dropped from 3.5x to 1.6x while debt-to-EBITDA is  
down from 7.9% to 3.2%. 

Though the banking sector will also suffer from  
the drop in economic activity, central bank actions to  
lower interest rates, oil-related exposure, as well as 
corporate bankruptcies, it is also much less leveraged 
overall than in 2007. European banks’ tier one ratio  
(core equity capital vs. total risk-weighted assets 
– the riskier an asset, the greater its weight in the  
denominator) has increased from 7 in 2007 to 16.9  
today. Non-performing loans (NPL), an issue for Italy  
in particular, have also improved significantly. So,  
while banks stand to experience a massive  
deterioration in their profits, we are not in a financial  
crisis scenario.

Is valuation attractive? On a price to earnings  
metric, the DJ Europe Stoxx 600 looks appealing 
at 10.9x. Unfortunately though, valuation ratios are  
unreliable in the current context, because of the lack 
of visibility on earnings. That said, their drop by more 
than 30% indicates that equity markets are expecting  
a severe recession, with earnings falling back to  
pre-2016 levels. This would represent a 25-30% decline in 
earnings, which seems already very significant (just three 
months ago, 2020 EPS growth expectations stood at 7%).

Dividends are usually more stable than earnings, so 
can be of more help in gauging the market’s appeal. With 
a dividend yield of 4.9%, European equities seem very 
attractive, even if some dividend cuts are to be expected.

In conclusion, with the US and European economies 
on hold, a recession is inevitable. Businesses have shut 
down and activity will be severely impacted. According 
to pandemic experts, propagation of the virus should, 
however, decrease during the spring and, thanks to  
massive monetary policy support alongside fiscal and 
investment stimulus, the recession should be severe but 
limited in time. A recovery during the second half of 
the year is to be expected. At current levels, the equity  
market is view as attractive for long-term investors.
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The required containment measures will cause a severe slowdown in the US too. The underlying 
strength of the consumer sector, combined with decisive monetary and fiscal stimulus measures, 
suggest that the eventual recovery will be rapid. There is, however, considerable uncertainty as to 
how soon it can materialise.

UNITED STATES

Household debt service ratio and debt relative to disposable income

The US caught on to the coronavirus epidemic quite 
slowly but, after the initial lull, response has been swift. 
From a data quality perspective, information is poor. In 
the early phase, many mild cases passed without being 
noted and testing capacity constraints led to a situation 
where mild cases were purposely not tested. Belatedly, 
testing in the US has now been ramped up, meaning that 
it is almost impossible to determine to what extent the 
rise in infection rate is attributable to increased testing. 
The reported mortality rate is also rather unreliable. 

Over the past few years, the US economy has been on 
a steady path and quite easy to read. Today, the situation 
is completely different, with a unique type of shock and 
unpredictable human and policy responses. 

There are a few factors which will prevent this crisis 
from turning into a very deep recession. The US  
financial sector is in remarkably better condition than 
in 2007 for instance. It is likely that commercial, credit 
card and auto financing will experience asset quality 
problems, while decreasing rates will pressure net  
interest margins. But the Fed’s rapid response, as well 
as strong bank balance sheets, will help overcome these 
problems without going anywhere near systemic 

risk. The most immediate money market liquidity  
issues have been addressed by the Fed. It implemented  
emergency rate cuts and pledged to keep rates at zero  
until the epidemic has been dealt with, in addition to 
providing practically unlimited liquidity. 

On 13 March, President Trump announced a state  
of emergency, allowing the federal government to  
distribute up to USD 50 billion in aid to states. The  
Congress passed a fiscal stimulus bill amounting  
to USD 2 trillion, roughly 10% of GDP or about half  
of the current federal budget. This package  
combines direct payments to households, loans  
and guarantees to distressed businesses, and other  
more targeted measures.

Whether or not the virus will spread to most of the 
US population, the economic disruption caused by  
containment efforts is already severe. Airlines, cruise 
lines, hotels and travel agencies will be the obvious  
first victims, and it would not be surprising to see  
some airlines fail or be bailed out – given that their  
profitability and balance sheets were not in a stellar  
condition to begin with. Even though the epidemic 
should come to an end within a few months, that will 
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S&P 500 forward EPS and P/E

The silver lining is that the underlying US economy 
was very strong and healthy before the epidemic hit. 
The industrial sector was already in contraction last 
year and will clearly not be getting better any time  
soon. However, more important segments of the  
economy have buffers to withstand the turmoil for a  
few months. Households in particular, the most  
important component of the US economy, are not a 
source of concern. Their leverage is at low levels not 
seen in almost 20 years – with interest rates also at  
record lows. The unemployment rate will increase,  
but the passing nature of this crisis should dampen 
the effect somewhat. Thanks to household strength 
and the large stimulus measures, the latter part of 
the year should shape up to be quite interesting, in a  
positive sense.  The US GDP will likely undergo an 
unprecedented drop of more than 20% in the second 
quarter, caused by the large-scale lockdowns. Full-year 
GDP growth should end up around -5%, down from  
the ca. 1.8% expected before the coronavirus outbreak. 
But the bracket of estimates is wide for many variables, 
and the biggest risk is the possibility that, even if the  
current coronavirus wave is contained, another one  
may occur come fall.

Following the rapid 25% plunge in the S&P 500 index 
since mid-February, equity markets have been shaky.  
It is very difficult for companies themselves, not to  
mention anyone else, to accurately anticipate the  
impact on operations and profitability. The consensus 
12-month forward EPS estimate has decreased by 12% 

« But the bracket of estimates is wide for many 
variables, and the biggest risk is the possibility 

that, even if the current coronavirus wave is 
contained, another one may occur come fall. »

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

prove too long for some companies to weather. 
The US energy sector is in trouble, hit  

simultaneously by the coronavirus demand shock 
and the price war initiated by OPEC. US crude oil  
production has surpassed the previous peak of 1970,  
and the country is now a (slight) net exporter of oil. 
While many segments of the economy stand to benefit 
somewhat from lower oil prices, the – smaller – part  
that is hurt will be so very severely. Shale oil activity  
will experience a significant slump, spreading to some 
extent to the industrial sector. But we do not expect shale 
oil defaults to inflict meaningful damage on the broader 
economy.

from the peak and, although we get more information  
by the day, visibility is very limited. In the base case 
scenario of a 20-25% drop in earnings, valuation would 
stand at 18x earnings, which is reasonable in the context 
of a quick recovery in growth and very low interest rates 
in historical terms.
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Chinese quarantines came with harsh short-term economic consequences. Now that containment 
measures are being wound down, the focus will be on recovery and rebuilding efforts. 

ASIA

Chinese retail sales (YTD, in % YoY)

Recent data coming out of China has been very 
bad, providing a first glimpse of the economic impact 
of the coronavirus outbreak. The sudden plunge in  
Chinese economic activity comes as no surprise:  
shutting down what effectively amounts to 90% 
of an economy during several weeks has serious  
consequences. Still, for Chinese retail sales to drop 
by more than 20% over just one month (February) is a  
dramatic deceleration. Markets were expecting “only”  
a single-digit decline – which turned out far too  
optimistic. The most obvious explanation is that  
discretionary spending came to a grinding halt when  
no one returned to work following the Chinese New 
Year celebrations. Severe travel restrictions also took 
their toll. As for consumer staples, they were mostly  
distributed through e-commerce platforms, led by  
Alibaba and JD.com. JD’s decade-long heavy investments 
in its logistics network throughout mainland China are 
now paying off big time. In fact, both Alibaba and JD.
com have already communicated that, despite the crisis, 
they expect growth rates to remain in double-digit  
territory. This is something to keep in mind when  
looking at Chinese retail sales data. E-commerce figures 
are reported separately and will be the subject of much 
scrutiny during the coming months.

Chinese fixed asset investments (YTD, in %YoY)

Fixed asset investments also dropped markedly in  
February, by almost 25%. It has been widely reported 
that most projects were put on hold when the  
quarantine measures were imposed. Thus, there is 
no big surprise in the reported data here either – and 
we now need to focus on monitoring how quickly the  
central government can direct local authorities to  
restart projects. Before the outbreak, China was one 
of the leading nations in building 5G mobile networks  
and even these important investments were halted. 
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« Chinese IT giants such as Alibaba and 
JD.com played a big part in maintaining supply 

chain logistics during the crisis weeks. It is  
safe to expect that their importance to the 

Chinese (and global) economy will continue  
to grow significantly. »

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

It is reasonable to expect that work will resume in the  
coming months, which should support the investment 
case for Taiwanese, Chinese and South Korean chip 
makers. 

South Korea experienced a similar type of virus  
outbreak as China, with its government also seemingly 
somewhat successful in containment efforts. It is very 
positive that the South Korean semiconductor cluster 
did not experience a severe shutdown. Trade secrets 
are important for semiconductor manufacturers so, by  
default, a high level of security is imposed, not to  
mention the fact that fabrication floors are cleaner than 
even operating theatres. Taiwan, on the other hand, did 
not experience many infections and it appears that its 
fabs remained fully operational throughout the crisis 
in China. This bodes well for Apple for instance, as the 
company prepares for the launch of its first 5G model  
sometime next fall. Foxconn seems to be getting its  
assembly plants in Chinese mainland back online so, 
from a logistics point of view, the supply side is ready for 
a pick-up in western demand later this year.   

In summary, recent Chinese data looks rather  
horrible but it is safe to assume that a rebound will  
take place during the coming months and quarters.  
The only question is how sharp the recovery will be, 
with visibility through the end of the year still limited  
at best. The positive element is that the Chinese  
government has managed to control the outbreak,  
relatively speaking, quite efficiently. Harsh  
quarantining came at a serious cost to short-term  
consumer activity, especially in the discretionary space 
(e.g. auto sales down 80%). But today’s Chinese society 
is very advanced in e-commerce, which helped people 
obtain consumer products in a timely manner. Chinese 
IT giants such as Alibaba and JD.com played a big part 
in maintaining supply chain logistics during the crisis 
weeks. It is safe to expect that their importance to the 
Chinese (and global) economy will continue to grow  
significantly.

On the sanitary front, the latest news from China 

are very encouraging. The country is close to reporting  
no new infections, while life is slowly but steadily  
returning to normal. Shopping malls and restaurants 
are already open in the largest cities such as Beijing,  
although occupancy rates are nowhere near  
pre-outbreak levels. If activity continues to pick up at 
the current pace, we should see near-normal levels  
sometime in the summer. But Chinese domestic  
consumption is not the only consideration. On the  
supply side, recovery depends heavily on western  
demand. Put differently, although the Chinese  
supply chain (electronics assembly) is largely back in 
function, western economies such as the US are only  
in the early innings of the virus outbreak. It will 
thus take time for the demand side shock to recede.  
Visibility remains low at this point, and it is of utmost 
importance to monitor the trend in new infections 
– looking for the inflection point. For now, our base  
case is that a recovery in western economies, led by  
the US, will occur during the second half of 2020.
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FIXED INCOME
Global bond markets have experienced their most volatile period since the financial crisis of 
2007-2009. Fundamentals have worsened, but market valuation already discounts a severe  
recession. This creates attractive opportunities for investors, at a time of colossal global monetary  
accommodation.

Barclays emerging spreads & local yield

EMERGING MARKET DEBT
Valuation of emerging debt and currencies is attractive 

but several poorly-governed countries will probably face 
extraordinary hardship.

Both sovereign and corporate emerging market debt  
are cheap. As are emerging currencies following the sharp 
US dollar appreciation. That said, the fallout from the  
coronavirus will have an especially severe impact on  
emerging markets. The nosedive of portfolio flows, the  
dollar appreciation and the drop in commodity prices are  
all additional negatives for USD-denominated emerging 
debt. Several countries with significant current account  
and public finance issues are likely to require an IMF  
rescue package or even to default, as Lebanon already  
has. Selectivity is key in picking emerging investments.

The high level of non-government debt in China remains a major tail risk. For now, it seems that policymakers  
will be able to manage the fallout from past excesses without triggering a loss of confidence in the country.

Global yield by segment: government, corporates (IG &  
high-yield) and emerging (USD & local currency)

Federal Reserve balance sheet and federal funds target rate 

Selected 10-year nominal government bond yieldsWe prefer inflation-linked bonds in the government  
space.

We expect government yields in the major markets to  
remain low in the coming months. Rock-bottom policy rates 
and poor economic expectations will cap any rise. Still,  
when the flight to safety eases, monetary and fiscal stimuli 
will probably cause the curve to steepen and breakeven  
inflation to increase. Inflation-linked bonds seem therefore 
poised to outperform their nominal counterparts.

DEVELOPED MARKET SOVEREIGNS
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The current elevated level of investment-grade credit 
spreads makes this segment attractive and will probably 
lead corporates to outperform government bonds in the 
next months. 

Valuation in credit has gone from poor to attractive  
during the market meltdown. Credit fundamentals have  
deteriorated, especially in the sectors of transportation,  
hospitality, leisure and tourism. Yet corporate spreads  
now embed a significant risk premium. We expect credit  
securities on average to outperform same-maturity  
government bonds in the next 12 months. The key is to  
select sectors and issuers able to endure the period of  
economic hardship that lies ahead.selected corporate  
non-financial hybrids, given our view that rates should not 
move dramatically higher in the foreseeable future.

US and pan-European corporate option-adjusted spreads

INVESTMENT GRADE CORPORATES

Their sharp selloff leaves high-yield corporates looking 
cheap. Beware rising bankruptcies, however.

Credit fundamentals have significantly worsened for  
high-yield issuers. We expect the number of bankruptcies  
to soar in the next months, with many distressed  
companies unable to generate enough revenues or get  
access to credit. Sector and issuer selection are key,  
however, as the broad-based selloff created plenty of  
investment opportunities. 

Looking at indices, US high-yield issuers have  
underperformed their European counterparts. This is due  
to the high proportion of energy-related issuers in the US. 

US and pan-European high-yield option-adjusted spreads

HIGH-YIELD CORPORATES

BRUELLAN FIXED INCOME PROJECTION

Christophe Pella, CFA 
Senior Fund Manager
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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%

Liquidity Weekly

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 35.5 Million Fund size 33 Million Fund size 114.3 Million

Anick Baud BAM Team BAM Team
Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Christophe Pella
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 26.1 Million Fund size 25.5 Million Fund size 22.3 Million

Anick Baud 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

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
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Bruellan Dynamic Tactical fund historical performance

FOCUS ON THE BRUELLAN DYNAMIC TACTICAL FUND

Investing on a long-term fundamental basis in the best businesses across the globe, the Bruellan  
Dynamic Tactical fund is a good cornerstone to any 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 run. The fund has delivered on this 
goal rather well, as illustrated by its five-star Morningstar rating.

The fund relies on a consistent bottom-up investment process to build a portfolio of companies, whose business 
model and market position are as strong as possible – and little dependent on external factors.

The fund does not engage in speculation or market timing, its focus being on tangible long-term company success. 
Although fully invested, the fund has weathered the coronavirus-related turbulences fairly well thus far. Thanks to 
a portfolio of resilient high-quality businesses, it has tended to outperform during both uptrends and downtrends.

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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AGENDA

Date Country / Region Political Economical

29.04.20 US FOMC Rate Decision
30.04.20 European Union ECB Rate Decision
07.05.20 UK BOE Rate Decision
18.05.20 UK BOE Rate Decision
04.06.20 European Union ECB Rate Decision
10.06.20 US FOMC Rate Decision
18.06.20 Switzerland SNB Rate Decision

Calendar Q2 2020

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