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EDITORIAL: Reopening!

Florian Marini, CFA, CMT 
Chief Investment Officer

The Covid-19 pandemic has brought about one of the 
most severe recessions of the past century, with long  
lasting impacts. According to the OECD, global GDP 
is set to decline by 6% in 2020 in a single-hit scenario, 
and by 7.6% in the event of a double-hit. By region, the  
projections under those two scenarios are -9.1%/-11.5% 
for the Euro area, -11.5%/-14% for the UK, -7.3%/-8.5% for 
the US, -6%/-7.3% for Japan and -2.6%/-3.7% for China.

With the number of new infections dropping by 
the day, lockdown measures are being lifted at an  
accelerating pace. Amongst G10 countries, the US is 
clearly lagging by several months, with negative news 
still to come. The second half of the year should see a 
recovery although the risk of a second wave – indeed  
recurring waves – of contaminations before a vaccine  
becomes available, or of a significant mutation of the 
virus, does remain.

V, U or L? The shape of the recovery is almost  
impossible to predict at this point, although we would 
put a low probability on a L-shaped pattern because of 
the central bank «put». The duration of the crisis will  
be key in assessing the path of the recovery. The  
longer the supply shock lasts, the stronger the impact  
on demand. For now, while the magnitude of the shock 
is unprecedented, its duration remains short, with  
a number of economies already in the process of  
recovering. 

China notably, which was “first in and first out” 
of the crisis, is showing encouraging signs. Its  
manufacturing PMI has been back in expansion  
territory (50+) for four consecutive months, after  
plunging to 40 in March, and its services PMI has risen 
quite sharply to 55 (bear in mind that 50 is not a set  
level to determine expansion, surveys being a  
month-to-month comparison). European PMIs are  
following, although still in contraction territory, and 
other measures such as the ZEW Indicator of Economic 
Sentiment have started to recover significantly. US 
retail sales have also rebounded more strongly than  
anticipated.

US Retail Sales have rebounded significantly

To prevent the shock from spreading across the  
financial system, central banks did more during the 
first 30 days of this crisis than throughout the whole of 
the 2008 Great Financial Crisis. Year-to-date, 21 of the 
32 major central banks have cut their deposit rates and 
the others already had rock-bottom rates. Massive asset  
purchase programmes (aka Quantitative Easing) have 
been launched, ranging from «unlimited» for the Fed 
– whose balance sheet has since expanded by USD 3  
trillion – to an additional EUR 1.35 trillion for the ECB, 
with the implicit guarantee that more will be done if  
necessary (which should indeed be the case!)

These unprecedented liquidity injections have  
managed to contain the spreading of shock across asset 
classes. Government bond spreads (e.g. peripheral  
Europe vs. Germany), corporate spreads and  
inter-banking spreads (e.g. TED spread) have thus  
considerably improved since March.

Meanwhile, governments have also been active 
in deploying measures aimed at limiting corporate 
bankruptcies, as well as supporting consumption and 
the unemployed. Fiscal stimulus, loan guarantees, 
tax deferrals, aid packages for struggling firms, and  
promises of recapitalisation or even nationalisation 
have been announced and their size looks set to grow. 
Japan’s fiscal response now amounts to 40% of its GDP,  
Germany’s 32%, Italy’s 30%, France’s 17%, the US’ 12% 
and China’s 3.75%. 

Public debt and government deficits are soaring but, 
so long that monetisation continues, this is no immediate 
problem. Valuation ratios are of little relevance at this 
point in time, given the lack of visibility on metrics such as  
earnings. EPS estimates have been revised down  
significantly. Initially expected to grow 6%, 2020  
earnings are now forecast to drop 25%, a delta of 30%.  
On the positive side, the inflection point has been  
reached and revisions have started to improve. The  
market generally has a 4- to 6-month lead on earnings.  
In 2009, the S&P 500 had gained 40% before the EPS  
inflection point occurred.

In conclusion, we are in the midst of a severe  
recession, visibility is low and the risk of a second 
wave of infections remains. Geopolitical tensions are 
also a concern, in the run-up to the US election, with  
President Trump trying to make China fully liable for 
the crisis. That said, the shock now seems largely behind, 
as most economies are reopening. A pick up during the 
second half of the year is to be expected. Unprecedented 
monetary and government support should continue to 
prevent systemic risks and put a floor under markets. In 
the short term, given demanding valuations, we expect 
more volatility, however, on a medium- to long-term  
horizon, we remain positive on equities.400
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The economy is expected to recover during the 
second half of the year. Unprecedented monetary 
and government support puts a floor under equity 
markets.

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

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

Equities

Cash

In the event of a second wave, renewed lockdowns 
would weigh on the recovery.

Gold

Global Asset Classes
Marketweight

The credit segments of bond markets will probably 
continue to be supported by accommodative policies 
and the economic recovery.

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

○

○

○

Continued weak export demand from the US and 
Europe. Resurgence of infections.

○

○

○

○

The market may price in an even higher default 
rate than is currently the case.

Bonds

○

The inflection point in the recession seems to be 
have been reached, setting the stage for a recovery in 
the second half of the year.

Recurring waves of contaminations and longer than 
expected lockdowns.

After the dramatic correction, the rally was equally 
spectacular, fuelled largely by central bank liquidity. 
A faster economic recovery should support the 
equity market.

Earnings estimates for Swiss companies could 
undergo sharp downward revisions when half-year 
results are published.

The public health situation is relatively well under 
control, and life is returning to normal.

○

Credit spreads on investment grade corporate bonds 
still offer a decent expected return.

There may be a market repricing if defaults rise 
more than is currently anticipated.

Emerging hard-currency debt and currencies are 
cheap.

The most poorly run countries may be forced to 
restructure their debt.

Consumption and investment are weak, but the 
extreme financial stimulus measures are supporting 
the economy.

Renewed deflation.

Government bond markets will most likely remain 
stable, but they offer very little yield. Prefer linkers to 
nominals.

A bear steepening of the yield curve is the main risk 
given the amount of money creation and the poor 
fiscal outlook.

High-yield corporates offer opportunities, but issuers 
must be carefully selected.

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 a catalyst for the GBP, the worst of the depreciation seems to be priced in.

The JPY remains attractive both from a valuation standpoint and as a safe haven currency.

There is no immediate catalyst for the GBP, but the worst of the depreciation seems to be priced in.

ALLOCATION GRIDS
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SWITZERLAND 

Three months ago, our text on Switzerland was titled “The great unknown”. At the time, in the 
midst of lockdown, the situation was not only new but also bleak and inextricable. Today, with 
most countries having gone back to an almost normal way of life, the impacts of the 10 weeks of 
lockdown are tangible. That said, there are still a number of risks that could upset any forecast, 
starting of course with the much dreaded second wave.

As has been widely commented for weeks, the  
specificity of this crisis lies in the brutality of the shock, 
but also its brevity. Prior recessions in developed  
countries saw activity decline during 9 to 12 months on 
average, resulting in a 1% to 2.5% drop in GDP. In the 
present case, while the contraction, or even total halt for 
some sectors, of activity lasted only two months, the drop 
in production should be in the 5% to 12% range in 2020, 
with strong differences by country. For Switzerland, 
the State Secretariat for Economic Affairs (SECO) now  
expects GDP to fall by 6.2% in 2020, a slightly less 
gloomy forecast than that published in April. As  
regards 2021, however, the rebound should also be more  
contained, with a 4.9% rise now expected versus the  
previous estimate of 5.2%. The KOF Economic Research 
Centre forecasts a 5.1% decline this year, followed 
by a 4.3% rebound in 2021. Although this will be the  
biggest drop in GDP since 1975, Switzerland is expected 
to recover faster than its neighbours. This is notably 

due to the extremely rapid, pragmatic and far-reaching  
economic and monetary policy response to the Covid-19 
shock. Remember that the Confederation implemented 
measures totalling CHF 72 billion, or over 10% of GDP, 
of which CHF 31 billion in the form of new spending 
and CHF 41 billion via various guarantees. The main  
expenditures pertain to unemployment insurance, 
which, in the face of the unprecedented situation,  
needed to be bailed out rapidly. To date, it is estimated 
that more than 163,000 Swiss companies have resorted to  
short-time working, 33 times more than during the  
economic crisis of 2009. The pool of workers  
concerned stands at 1.9 million, i.e. almost 45% of the 
working population, although this does not mean that 
all employers actually deployed short-time working.  
History shows that companies make less use of this  
possibility than their demands would suggest. Once 
the option of short-time working is over, i.e. probably 
by the end of the year, the unemployment rate in  

Once the recourse to short-time working is over, the unemployment rate should increase, to above 4% as of next year
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Anick Baud, Senior Fund Manager 
Florian Marini, Chief Investment Officer

«  Although this will be the biggest drop in 
GDP since 1975, Switzerland is expected to  

recover faster than its neighbours. »

The very sharp rise in banks’ sight deposits shows how active 
the SNB has been in countering the surge in the Swiss franc

Switzerland can be expected to rise fairly sharply and 
may well exceed 4%, a level not seen since 1997.

The Swiss National Bank (SNB) has also been active. 
Beyond measures taken from the onset of the crisis 
to support bank lending to companies (reduction of 
the negative interest rate burden and easing of the  
counter-cyclical buffer), it has intervened massively 
in the currency market to contain the surge in 
the Swiss franc, which came under great demand  
because of the overall uncertainty. The very sharp  
year-to-date rise in banks’ deposits at the SNB (+ CHF 
98 billion) shows how active the SNB has been in the  
foreign exchange space to prevent an excessively sharp 
and rapid appreciation of the Swiss currency. Still,  
there has recently been a decline in activity, with 
the Swiss franc weakening slightly against the euro,  
buttressing our view that the SNB is unlikely to lower  
rates further during the coming months.

Despite the gloomy context of the last few weeks, 
stock markets have staged a rally that no one would have  
dared to contemplate mid-March, in the early days of 
shutdown. Their strong rebound from the low point 
of 23 March suggests that equity indices were quick to  
anticipate an economic recovery, buoyed also by the 
abundant liquidity made available by the various central 
banks. In addition, the new “FOMO” (Fear of Missing 
Out) phenomenon played a part – prompting investors 
who had exited the market to reinvest, lest they miss the 
rally.

The Swiss market, as per the SPI, has thus gained more 
than 25% relative to its low and is practically positive for 

the year. It is, however, 7% below its highest point of the 
year (19 February). 

While the market as a whole has enjoyed the  
bounce, the past month has seen outperformance by  
the small- and mid-caps. Not only had they undergone  
a sharper correction, but they also tend to outperform 
when the economic outlook improves – which is  
confirmed by the still timid but encouraging rise in PMI 
data.

Although we maintain a positive and constructive 
view on equities, significant volatility, both to the  
upside and the downside, is to be expected in the coming 
weeks according to the news flow regarding the health  
situation and its impacts. We will also be paying close 
attention to the first half reporting season due to begin 
early July, which could lead to significant downward  
revisions in earnings estimates, particularly in the  
small- and mid-cap segment.

Earnings estimates will likely be adjusted downwards once 
first half earnings start to be reported in July
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After Asia, now is Europe’s turn to unlock its economy. The inflection point in the recession seems 
to have been reached, setting the stage for a recovery in the second half of the year. The joint 
efforts of the ECB and governments are unprecedented and stand to be pursued during the  
coming quarters, with a view both to containing risk and supporting the economy.

EUROPE 

Italy: number of new daily cases

The most severe recession of the post-World War II 
era is currently raging in Europe. According to OECD  
estimates, European GDP should contract by 9.1% this 
year – or even 11.5% in the event of a second wave of 
contaminations. Spain, Italy, France and the UK are the 
more vulnerable countries, with expected GDP losses 
in the 11% to 14% range. The projections for Switzerland 
and Germany stand at -7.7%/-10% and -6.6%/-8.8%,  
respectively.

Europe, like Asia earlier, has succeeded in bringing 
down the number of Covid-19 cases to a manageable  
level (eg. Chart for Italy). Overall, the Eurozone has  
suffered 1,400,000 cases, of which 165,000 fatal.

With the first wave now behind us, Europe is  
progressively unlocking its economy. As long as no  
vaccine is available, we will, however, have to live with 
the risk of a second wave (or, worse, consecutive waves) 
of contaminations, warranting partial lockdowns of  
regions. As European economies reopen, short-term  
activity indicators are providing encouraging signals. 
Mobility rates provide a real-time view of the recovery 

and are now back to normal level. With a surge from 
-50 to +50, the German ZEW Indicator of Economic  
Sentiment (based on interviews of 350 experts in banks, 
insurance companies and financial departments) is also 
giving a positive signal.

Mobility trend: mobility rate correlates with higher rate of  
recovery
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« As European economies reopen, short-term 
activity indicators are providing encouraging 

signals. Mobility rates provide a real-time  
view of the recovery and are now back  

to normal level. »

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

Investment grade CDS (measure of risk) have come back to 
neutral territory

On the inflation front, the past few months have 
seen expectations fall sharply, amid negative GDP  
revisions and falling energy prices. In January, Eurozone  
inflation was projected at 1.2% for 2020 – a number 
that has since been revised down to 0.4%. As for  
market-derived inflation estimates (5-year forward  
inflation in 5 years), they have collapsed.

The severe recession and falling inflation  
expectations led the ECB to launch an unprecedented 
pandemic stimulus program. Initially planned at EUR 
750 bn, it has recently been expanded to EUR 1.35  
trillion (of top of the existing EUR 20 billion monthly 
asset purchase program). The investment universe 
has been broadened, purchases are now expected to  
continue through at least mid-2021 and maturing bonds 
will be reinvested well after the end of the program. 
The ECB’s massive commitment to inject liquidities has  
contained market risk, as evidenced by interest rates in 
peripheral countries and corporate bond spreads.

Annual growth of the M1 money supply measure leads 
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 surged recently, 
suggesting that the economic upturn should continue 
through the second half of 2020.

Governments have also been very active in terms of  
fiscal stimulus, which will help support demand.  
Announced measures are growing by the week and 

have already reached very substantial levels in some 
countries (32% of GDP in Germany, 17.5% in France, and 
30% in Italy for instance). The plans also involve loan  
guarantees, tax deferrals, aid packages for struggling  
firms, and promises of recapitalisation or even  
nationalisation.

The combination of central bank and fiscal stimulus 
means that governments will be able to increase their 
deficit and debt levels without seeing their interest costs 
soar.

Turning to the corporate space, European companies 
are today in better shape that they were ahead of the 
2008 financial crisis. Since that time, 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%.  
Although the banking sector does stand to 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, 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.

For the full year, EPS growth expectations have been 
revised down massively, from +7% in early January to 
-32% at the beginning of June. That said, the slope of  
negative revisions is decelerating significantly and has 
even inverted in other regions (such as the US) – even 
though growth remains in negative territory. The worst 
of the downward revisions thus seems to be behind.

With a 12-month forward price-to-earnings (P/E)  
ratio of 18x, equity market valuation is expensive, but 
this is clearly attributable to the short-term plunge in 
earnings. Based on conservative assumptions of 3%  
GDP growth and 1% inflation (i.e. 4% revenue growth) in  
2021, earnings could post 15% growth, making for a – 
more acceptable – P/E of around 15x.

All told, assuming there are no further successive  
waves of contagion, we believe that the ongoing  
recession should be of a short-term nature, with the 
economy picking up during the second half of this year. 
The unprecedented monetary and government support 
should prevent systemic risks and put a floor under  
financial markets.
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Regional differences in epidemic containment make the recovery uneven. Very accommodative 
economic policies are paving the way for a sustained upturn, as the economy is structurally sound.

UNITED STATES

US GDP growth expectations

While very few parts of the US were left unscathed 
by the coronavirus, its overall impact did not match 
the worst fears. The epidemic has been pretty much  
contained in the first-hit areas of the country, although 
not all are ready yet for full reopening. 

The rate of new infections for the US as a whole has 
stabilised, but there are big differences between regions. 
In the Northwest, which was affected first, the epidemic 
is under control and infections are falling. The South 
and West, meanwhile, are seeing a rapid deterioration 
in the infection rate. The reopening process has been  
paused in Utah and Oregon, with other states likely to 
follow suit. Southern states are also poorer, with lesser 
access to healthcare and testing. Spare hospital beds are 
becoming scarce and a return to normality remains a 
distant prospect. Still, any new lockdowns will likely be 
rather localised.

As for the Northeast, it now seems well set for  
reopening , with a path that should be similar to  
successful examples in Europe. This requires effective 
testing and tracing, which is fully possible in this region.

On a broader scale, it is clear that an effective vaccine 

is a requisite for returning to “business as usual”.  
Progress has been rapid, building notably on the 
work done in the past on SARS or MERS. Also, and  
importantly, immense technological advances have 
been made during the past few years. This enables 
a much faster approval process, with less extensive  
safety testing needed. In the most positive scenario, a 
couple of billion doses might be ready by early next  
year. That would be significantly faster than ever before,  
but achievable.

The margin of error in forecasting the economic  
recovery remains large. Consumer confidence has  
bottomed out and is slowly improving, albeit from very 
depressed levels. The increased unemployment benefits 
and some eviction moratoria are due to expire at the end 
of July, but extensions will be necessary, lest August be 
very bleak. 

Despite recent encouraging developments – payrolls 
are growing – the labour market still has a long way to go. 
Unemployment jumped by more than 10 points to 14.7% 
in April. While it has since recovered to 11.1% in June, 
such high levels require continued stimulus measures.
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S&P 500 earnings yield and 10-year Treasury yield

Private consumption has also started to slowly  
recover, and the strength of household balance sheets 
is now an important positive factor. Throughout the 
post-financial crisis economic expansion, household 
debt relative to disposable income continued to fall.  
Recently, the savings rate has expanded further,  
because of the limited opportunities to consume.  
Strong household balance sheets will support the  
economic recovery during the reopening phase, and  
private consumption will be able to grow faster than  
income for quite some time.

The most severe economic scenarios have been  
averted, thanks to active financial and monetary  
support. How long such a policy can be maintained 
is an altogether different matter, but for now we see  
nothing that could drastically change the situation. 

There is little leeway for the required rate of return 
to increase, as the Fed is alleviating credit pressures by  
taking unprecedented steps, such as the buying of  
corporate bonds. Indirectly, this also affects equities, and 
there is not much reason to expect a dramatic widening 
of the spread between the earnings yield and nominal 
rates. 

« Any new lockdowns will likely be rather  
localised. »

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

Focusing on the immediate future, the true economic 
impact of the Covid-19 crisis is becoming clear, with  
widespread slashing of estimates and very uncertain  
outlooks. The US GDP will contract by some 6% this 
year, back down to 2018 levels. The ensuing recovery 
will be rather rapid, as the underlying economy remains 
structurally sound. Not the V-shaped trajectory that 
some hope for, but faster than is typically the case after a 
“normal” downturn.

The S&P 500 12-month forward EPS has bottomed 
out: earnings are set to drop ca. 22% this year, followed by 
a ca. 26% rebound next year. According to this scenario,  
valuation is back to pre-Covid levels. The combination  
of a strong economic recovery, double-digit earnings 
growth and very supportive monetary policy warrants a 
slightly positive outlook.

US household consumption and savings rate

-25
-20
-15
-10
-5
0
5
10
15
20
25
30
35
40

2018 2019 2020

Source: Bloomberg, Bruellan

Personal consumption YoY %

Saving rate %

14

15

16

17

18

19

20

21

22

120

130

140

150

160

170

180

190

2016 2017 2018 2019 2020

Source: Bloomberg, Bruellan

S&P 500 forward P/E 
(left-hand scale)

S&P 500 forward EPS



BRUELLAN - PANORAMA - Q3 202014

With the acute phase of the coronavirus crisis now over in China, policymakers are back to the 
point where they need to address the complex structural economic issues.

ASIA

Chinese composite PMI, Chinese manufacturing PMI, Chinese non-manufacturing PMI 

The economic recovery continues in China, with  
restrictions having largely been lifted across the  
country. The latest (May) purchasing managers’ survey 
indicates that expectations are solidly expansionary. 
As data continues to be released, it is now safe to say 
that the February lockdown was an extraordinary  
anomaly and that the economy will continue to recover 
slowly but surely. The Chinese composite PMI is steady  
above 50, which is a drastic recovery from the sub-30 
February lows. The manufacturing and services PMI 
paint the same picture: a severe depression in economic 
activity during lockdown, but expectations now back to  
normal levels. While these are only survey figures from 
supply chains, they are consistent with the trend of  
slowly recovering economic activity throughout China.

«  Measures that focus on the supply side alone 
can keep the economy running in the short 

term but, absent stronger demand growth, will 
inevitably add to the structural problems. »

Chinese industrial production (YoY%) 

Chinese industrial production growth has also  
resumed,  up 4.4% year-on-year in May. This is not  
surprising since the government has greater control of 
the supply side of the economy. The obvious problem 
here is that measures that focus on the supply side  
alone can keep the economy running in the short term 
but, absent stronger demand growth, will inevitably 
add to structural problems. As we have oft noted over 
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Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

the years, the centrally planned nature of the Chinese  
economy continues to be the main long-term challenge. 
The government’s response to the coronavirus crisis 
seems to once again only make the problem worse.

The demand side of the economic equation is  
recovering slowly, although retail sales were still 
down year-on-year in May (-2.8%). Online sales have 
fared much better, up 4.5% year-on-year in May, as  
e-commerce continues to take market share from brick 
and mortar stores. The past few months of lockdowns 
and restrictions have changed consumer preferences 
worldwide, and China is no exception. It is safe to  
assume that, even though overall consumer demand 
will remain subdued for the next few months at least,  
e-commerce companies will continue to see their sales 
grow. Consumers have mostly been buying essential  
staple products online and there is still much  
uncertainty as to when discretionary spending on big 
ticket items will resume. The latest data on Chinese car 
sales is promising, up 7% year-on-year in May – a very  
rapid recovery from a completely frozen market 
just a few months ago (February sales plunged 80%  
year-on-year).

Chinese retail sales (YoY%), China Online Sales (YoY%) 

Chinese PPI (YoY%), Chinese CPI (YoY%) 

Deflationary producer prices also underline the  
Covid-19 hit and slow recovery process. Wholesale 
prices continued to decline in May, down 3.7%  
year-on-year. As for consumer price inflation, it has  
decelerated during the past months, to 2.4% in May. 
Core CPI, which excludes the impact of rapidly  
increasing food prices (as well as the energy  
component) rose a lesser 1.1% in May, continuing to point 
to a slow recovery in demand.

In conclusion, many recent data points suggest a  
rapid bounce from the February lows, when most of the 
economy was in lockdown mode. In an optimal situation, 
one would see higher growth on the demand side than 
in production. It is clear that the recovery in demand 
for consumer goods will take some time, with consumer 
confidence unlikely to return as rapidly as industrial  
production. This is something that the government 
has no direct control on, unlike lending activity via the  
financial sector or industrial production via state-owned 
enterprises. External demand from Western countries 
would really help China at this point in time but,  
given all that is going on in the US right now, cannot be  
counted upon. Another issue for China lies in the US 
government’s increasing pressure on Huawei, which 
will further disrupt trade. During the coming months,  
Chinese authorities will most likely follow their 
usual path in supporting the economy: greater  
infrastructure spending and construction in general. 
There will be some measures aimed at bolstering  
domestic demand but, most likely, these will not be  
large enough to really boost private consumption. In 
other terms, with the acute phase of the coronavirus  
crisis now over in China, policymakers are once again  
facing the structural economic issues, which seem  
difficult to tackle in a meaningful and lasting way.
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FIXED INCOME
Global bond markets experienced a strong rebound during the second quarter. Absent a relapse 
into widespread lockdown, we expect the economic recovery and the massive monetary and fiscal 
stimulus to keep credit spreads low going forward. Sector and issuer differentiation remain a key 
consideration.

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

Federal Reserve balance sheet and federal funds target rate 

We remain overweight credit. Although investment  
grade spreads have normalised rapidly, they still have some 
room to tighten and the carry should lead corporates to  
outperform.

Valuation in credit has gone from very attractive to  
moderately attractive with the narrowing of investment  
grade spreads. That said, massive central bank liquidity  
creation continues to support asset prices and exert  
downward pressure on credit risk premia. This contrasts with 
the deteriorated fundamental picture as illustrated by the  
record level of downgrades by rating agencies.

US and pan-European corporate option-adjusted spreads

INVESTMENT GRADE CORPORATES

Selected 10-year nominal government bond yieldsThe unprecedented monetary stimulus and a dramatic 
deterioration in public finances warrant a cautious stance 
on sovereign debt across the major countries. 

Government bond yields should remain relatively  
stable over the coming months. Any rise in yield will by  
capped by lacklustre growth expectations and central banks’  
promises to keep policy rates at rock-bottom levels. Still,  
absent another bout of panic, monetary and fiscal stimuli may  
cause some gradual steepening pressure and breakeven  
inflation could increase. Inflation-linked bonds thus seem 
poised to outperform their nominal counterparts.

DEVELOPED MARKET SOVEREIGNS
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High yield bonds have recovered strongly, increasing 
the risk that spreads on lower-rated companies might not  
adequately compensate investors for future defaults.

The tug-of-war between favourable technicals, driven by 
supportive central banks, and poor fundamental dynamics 
continues. High yield spreads over government bonds  
widened from a 3-3.5% average in February to around 10% at 
the March climax, before falling back to 5-5.5% at the end of 
June. While still elevated, this level may not protect investors 
against the pending rise in defaults. Rating agencies project 
the default rate to reach or even exceed 10%. Assuming a loss 
given default of 60%, a 10% default rate would translate into 
a loss of 6%, more than erasing the yield spread of the high 
yield segment over government bonds. This leaves us with a 
neutral stance on the high yield segment at large, but we do 
look out for selective opportunities.

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

HIGH-YIELD CORPORATES

BRUELLAN FIXED INCOME PROJECTION

Christophe Pella, CFA 
Senior Fund Manager

Barclays emerging spreads & local yield

EMERGING MARKET DEBT
Hard-currency emerging debt is trading at interesting 

valuation levels. Yields on local currency-denominated 
bonds have moved into rich territory, but we continue to 
favour them because emerging currencies are still cheap.

Emerging assets have regained ground on the back of the 
recovery in commodities and a revival of risk appetite among 
investors. As for high yield, we are neutral on the segment 
as a whole because of the likelihood that some of the most 
vulnerable countries and corporates may have to restructure 
their debt, but we recommended selectively picking emerging 
issuers.

Segments Return View 
(12m horizon)

USD EUR CHF
Cash 0,12 -0,49 -0,75 
Short-Term High-Yielding 2,65 1,81 1,53 
10y Government Bonds 0,68 -0,40 -0,40 
10y Government Inflation-Linkers -0,70 -1,10 n.a. 

Developed Corporates 154 
Corporate Hybrids 278 
Developed High Yield 651 
Emerging Sovereigns 449 
Emerging Corporates 451 
Emerging Local-Currency Debt n.s. 

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

EQUITIES 

BONDS - 10-YEAR YIELDS



BRUELLAN - PANORAMA - Q3 2020 19

CURRENCIES

COMMODITIES
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ABOUT OUR FUNDS

Early Bird : LU2133135843

Early Bird : PRSFEZC LX

Liquidity Daily

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 Fund Partner Solutions 

Instit.: BDFSECB SW Instit.: BDATBEU SW Instit. : PRSFEIC LX
Bloomberg Retail : BDFSECA SW Bloomberg Retail : BDATACE SW Bloomberg Retail : PRSFERC LX

Instit.: CH0253810169 Instit.: CH0281535168 Instit. : LU2099690336
ISIN Retail : CH0253810144 ISIN Retail : CH0019243093 ISIN Retail : LU2099690849
Benchmark Swiss Performance Index Benchmark MSCI World AC Net Return Benchmark Swiss Performance Index
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%
Min. Investment 1000 CHF Min. Investment 1000 EUR

Liquidity Daily Liquidity Daily
Fund size 39.2 Million Fund size 38 Million Fund size 21.1 Million

Anick Baud BAM Team Florian Marini, CFA, CMT
Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Anick Baud
Currency CHF Currency EUR Currency CHF
Inception date 19 January 2015 Inception date 28 July 2005 Inception date 18 May 2020

BRUELLAN DYNAMIC SWISS EQUITIES BRUELLAN DYNAMIC TACTICAL EQUITIES PROTEA BAM SWISS FAMILY ENTERPRISES

Domicile Switzerland Domicile Switzerland Domicile Switzerland

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 30 Million Fund size 29.8 Million Fund size 26.6 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

Domicile Luxembourg/UCITS IV Domicile Luxembourg/UCITS IV
Inception date 21 January 2015 Inception date 20 January 2015 Inception date 20 January 2015

Min. Investment 100 CHF
Management fees 0.5%-0.8%-1.2%

PROTEA BAM EUROPEAN EQUITIES PROTEA BAM US EQUITIES PROTEA BAM ASIA PACIFIC EQUITIES
Domicile Luxembourg/UCITS IV
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FOCUS ON THE BAM Swiss Family Enterprises Fund

The BAM Swiss Family Enterprises fund, launched on 18 May and the newest member of  
the Bruellan family of funds, proposes to invest in Swiss companies that are still partly  

in family hands.

This may not be widely known, but family businesses are the most common type of company in the world. They 
are said to generate 70% of global economic output. In Switzerland, according to a PwC study, this model of family 
capitalism remains even more prevalent, with nearly 9 out of 10 companies still being family-owned, accounting for 
80% of the country’s GDP.

In times of euphoria, the qualities attributed to family businesses (thinking in terms of generations rather than 
weeks, favouring long-term relationships with the various stakeholders, investing in the company rather than  
systematically implementing share buyback programmes, having a healthy balance sheet rather than focusing  
solely on its optimisation) may seem somewhat pale. But this perception changes as clouds gather on the horizon. We 
then remember the famous saying:  «slow and steady wins the race».

In the current crisis, the specific qualities of this very special type of company, listed but with still significant 
family ownership, thus resonate all the more. We once again praise their low debt, which means that liquidity is 
not an issue, we appreciate their ability to continue to invest in innovation, despite momentarily stagnating revenues,  
and we congratulate those that can refrain from laying off staff, even if this means temporarily sacrificing some  
profitability.

In addition, the numerous academic studies pertaining to the subject highlight the characteristics that enable  
family businesses to generate not only stronger revenue growth than their peers that have no reference shareholder, 
but also higher profitability and «free cash flow». This translates into a stock market outperformance relative to the 
overall market, across all regions.

Anick Baud, Senior Fund Manager 
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AGENDA

Date Country / Region Political Economical

15.07.20 Japan BOJ Rate Decision
16.07.20 European Union ECB Rate Decision
29.07.20 US FOMC Rate Decision
06.08.20 UK BOE Rate Decision
10.09.20 European Union ECB Rate Decision
16.09.20 US FOMC Rate Decision
17.09.20 UK BOE Rate Decision
17.09.20 Japan BOJ Rate Decision
24.09.20 Switzerland SNB Rate Decision

Calendar Q3 2020

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