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EDITORIAL: Out of the frying pan, into the fire?

Florian Marini, CFA, CMT 
Chief Investment Officer

A second wave of contaminations, soaring public  
deficits, massive debt accumulation, rising bankruptcies, 
colossal unemployment, demanding asset valuations, 
US-China trade tensions, the pending US presidential 
election… why not turn bearish?

On the coronavirus front, a second wave, which  
began in the US, is now spreading across the old  
continent. Daily new cases have now surpassed their  
first wave peak in Spain and France. Other European 
countries have, fortunately, experienced a more  
“orderly” rise in infections, with a daily count still well 
below the first wave peak. The reassuring news pertains 
to daily number of deaths which remains close to 
zero, for three reasons: expanded testing, a younger  
population affected and a better prepared hospital  
system.

Following the period of complete shutdown, the  
economic recovery is proceeding across the globe. The 
trough of the recession was reached in April, after 
which activity has gradually picked up. Back in April, 
no country in the world had a manufacturing PMI above 
50. This number has since grown month after month,  
reaching 66% at the end of August. In aggregate, the  
global manufacturing PMI has risen from 39.6 to 51.8, 
while its (severely impacted) services counterpart  
recovered from 23.7 to 50.5. 

In China, which was “ first in and first out” of  
recession, the Caixin manufacturing PMI stands at a  
decade high. The prices of cyclical commodities tied to 
global economic conditions, and more particularly those 
of China, such as copper, iron ore and aluminium, are 
back to pre-crisis levels.

Government support to the economy has been  
unprecedented and ditto its cost. All caution with  
respect to the size of public deficits, in order to manage  
debt-to-GDP ratios, is now gone. Budget deficits have 
soared in 2020 (to 17% in the US, 9.7% in the Eurozone 
and 7.4% in Asia) and 2021 projections are only slightly 
better. At the end of the year, the US will join the club 
of countries with above 100% debt-to-GDP, alongside   
Japan, Greece, Italy, Portugal, Belgium, Spain and 
France. 

In theory, such unprecedented government support 
raises the risk that, at some point, economies collapse 
under the weight of the debt burden. 

Fortunately, to prevent a rise in the cost of debt and 
to serve as the ultimate guarantor of price stability,  
central banks are printing mountains of money and  
using it to buy “unlimited” amount of bonds. Over a  
period of just five months, the Federal Reserve (Fed)  
balance sheet has ballooned by some USD 3 trillion, that 
of the European Central Bank (ECB) by USD 2.4 trillion 
and that of the Bank of Japan (BOJ) by USD 1 trillion. These  
unprecedented liquidity injections have managed to 
contain the spreading of shock across asset classes.  

Forward EPS have been recovering in each of the major  
regions

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.

From 1987 to 2006, we had the “Greenspan put”.  
Today we have “unlimited” coordinated central bank  
interventions. As a result of the global central bank  
interventions, there are now USD 15 trillion of negative 
yielding bonds, pushing investors to chase return in 
riskier asset classes such as equities.

With earnings per share (EPS) severely impacted by 
the lockdowns, equity market valuations are looking 
rich – although there is also much disparity. The S&P 
500 index trades at a forward price/earnings (PE) ratio 
of 22x, the Nikkei 20x and the Europe Stoxx 600 17.8x. 
As for the MSCI Asia ex Japan, it even appears neutral/
attractive, at 15.4x.

During this period of economic recovery, driven by 
government and central bank interventions, it is more 
relevant to monitor the earnings rebound and leave  
valuation metrics for 2021. The EPS inflection point  
occurred three months ago. They have since been rising 
in all regions and should continue to do so as we move 
towards the end of 2020 and into 2021.

In conclusion, despite numerous challenges the  
economy remains on the road to recovery.  
Unprecedented government and central bank  
support are putting a floor under markets and pushing  
investors towards better yielding asset classes such as 
equities. Over the longer run, higher debt ratios will lead  
to lower GDP growth, and free money (very low bank  
rates) to capital misallocation, but this is not a problem  
for today. Earnings growth is finally improving and  
should continue to do so during the latter part of 2020 
and the early months of 2021. On a medium- to long-term  
horizon, we remain positive on equities.
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Despite numerous challenges, the global economy 
remains on the road to recovery. Unprecedented 
government and central bank support are putting a 
floor under markets.

Recurring waves of Covid-19 infections
US-China trade tensions. Upcoming US 
presidential election.

○
The gradual reopening of the economy continues, but 
progress is not smooth. The US will be first in line to 
access a Covid-19 vaccine.

Equities

Cash

Renewed lockdowns. Political difficulties in 
negotiating a new stimulus bill. November 
elections.

Gold

Global Asset Classes
Marketweight

The credit segments of bond markets will probably 
continue to be supported by policy accomodation and 
ecoonomic revovery.

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.

○

Gold is supported by the low level of real rates, central 
bank net buying and its portfolio hedge virtues.

Currencies

US

Europe

Japan

Switzerland

Asia Pacific ex-Japan

○

○

○

Continued weak export demand from the US and 
Europe. Political clashes with the US

○

○

○

The market may reprice lower if investors start 
expecting more defaults than is currently the case.

Bonds

○

The recovery looks set to proceed during the latter part 
of 2020. The unprecedented monetary and government 
support should prevent systemic risks and put a floor 
under markets.

Strict lockdowns.

The Swiss economy bounced back after Covid-19 
restrictions were lifted, driven by robust consumption. 
A recovery environment is particularly favourable for 
small- and mid-caps.

Visibility is low and caution remains the order of 
the day for companies faced with a situation that 
could rapidly deteriorate on the health front.

Industrial production is rebounding strongly, but 
consumption demand remains subdued.

○

Credit is no longer cheap, but spreads on investment 
grade corporate bonds still offer a decent carry. One-way positionning would exacerbate any selloff.

Emerging hard-currency debt offers opportunities at 
the issuer level.

More poorly run countries may have to restructure 
their debt.

Japan is suffering broad weakness in both consumption 
and investment, but extreme financial stimulus is 
supporting the economy.

Re-emerging deflation. Surging debt to the point of 
hindering economic policy. 

Government bond yield are likely to remain in a tight 
range, but their expected return is low.

Bear steepening is the main risk given the amount 
of money creation and the poor fiscal outlook

The high-yield market as a whole offer little value given 
expected defaults. Stick to selected issuers.

○

Corporates (IG)

Emerging

EUR vs USD

EUR vs CHF

USD vs CHF

EUR vs GBP

High-Yield

○

EUR vs JPY

USD vs GBP

A substantially lower interest rate differential, the lesser risk of EU breakup (thanks to the common rescue 
plan), a smaller public deficit and the domestic cyclical recovery continue to support EUR appreciation.

With the recovery expected to continue during the next quarters, there is very little room for CHF 
appreciation.

Slow USD depreciation against the CHF is to be expected.

Given the risks still surrounding Brexit, the EUR should continue to appreciate against the GBP.

The JPY remains attractive both from a valuation standpoint and as safe haven currency. Still, its 
appreciation potential during a phase of economic recovery is limited.

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 

Many a superlative have been used to describe the crisis we have just gone through, which is by no 
means over. What assessment can be made at this point in time and, more importantly, what is to 
be expected of the coming months?

As announced at the end of August, The Swiss GDP 
dropped 8.2% during the second quarter, following 
a 2.5% fall during the first three months of the year,  
making for a half-yearly decline of 10.5%. Never since the 
State Secretariat for Economic Affairs began publishing 
quarterly data has such a contraction been observed. 
Still, and this is perhaps the most important lesson of 
the crisis, the Swiss economy proved more resilient than 
that of its main trading partners, thanks in particular to 
the excellent performance of pharmaceutical exports. 
Among the various activities that make up national  
income, performances were, however, rather disparate. 
While the pharmaceutical sector, a definite economic 
heavyweight in Switzerland, managed to post rising 
sales, the hotel and restaurant sector (-54%), as well as 
transport and communication (-22%), went through hell. 
Here again, the structure of the Swiss economy helped 
limit the damage somewhat, since the share of services 
geared to tourism is relatively low in international  
comparison.

As regards employment, although the exceptional  
measures rapidly put in place by the government were 
of utmost importance (42% of Swiss companies appear 

to have made use of the various proposed aids), the  
results are once again quite different depending on the 
sector of activity. Unsurprisingly, the hotel and restaurant  
sector paid the heaviest price, with a 12% job loss, while 
the IT sector continued to recruit new workers, posting a  
year-on-year 5% increase in jobs. According to the State 
Secretariat for Economic Affairs (SECO), 151,111 people 
were registered as unemployed at the end of August, 50% 
more than at the same time last year. The unemployment 
rate, which is expected to reach 3.3% this year (5% by ILO 
standards), nonetheless seems to downplay the reality 
of the situation, since part of the active and job-seeking  
population has withdrawn from the labour market, due 
to discouragement, and is thus no longer included in this 
computation.

Still, there are some positive take-aways, notably 
the fact that after the period of lockdown the Swiss  
economy recovered more rapidly than expected, thanks 
to robust private consumption. Indeed, in June the  
federal government’s expert group forecast an annual 
decline of 6.2%. It has just revised this figure upwards, 
now expecting full-year GDP to fall by only 5%, provided 
no new lockdown measures are decided in the face of a 

The Swiss GDP dropped less than that of its main trading partners
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Anick Baud, Senior Fund Manager 
Florian Marini, Chief Investment Officer

«  The Swiss economy proved more resilient 
than that of its main trading partners, thanks 
in particular to the excellent performance of 

pharmaceutical exports. »

The various confidence indicators indicate a cyclical  
improvement

rapid resurgence of Covid-19 cases. It will nonetheless be 
necessary to wait until the end of 2021, or even 2022, to 
see the effects of the crisis be erased and wealth return to 
its 2019 year-end level.

Also reassuring are the various indicators of  
business confidence, as measured by the KOF Centre  
for Economic Research and the PMI, which confirm 
a clear improvement, having moved back to pre-crisis  
levels, at least as regards the KOF.

On the currency front, the Swiss franc has shed a  
little ground against the euro over the past three  
months, in a context of continued massive interventions 
by the Swiss National Bank (SNB) in foreign exchange 
markets, evidenced by the almost uninterrupted rise 
since March in banks’ overnight balances at the SNB. 
Meanwhile, the dollar has continued to fall against the 
Swiss franc, which will hurt companies that generate a 
significant portion of their revenues on the other side of 
the Atlantic.

During the third quarter, the Swiss market continued 
the upmove that began at the end of March, albeit at a 
slower pace. The SPI has thus erased its decline and is 
posting a positive year-to-date performance. Thanks 
to a calmer environment and a recovery in confidence,  
small- and mid-cap stocks have been the actual growth 
engine of the Swiss market since the beginning of the 
summer, closing the gap with their larger peers. Indeed, 
they tend to outperform in periods when purchasing  
managers’ morale and confidence are picking up.

Investors were rather apprehensive ahead of first 
half company results but came out partly reassured.  

Small- and mid-cap stocks outperform during periods of  
improving confidence

Although sales and even more so earnings dropped  
markedly relative to the same period last year, the  
numbers proved “less bad” than feared and there was  
no significant cut in analyst estimates. Company  
executives made reassuring albeit cautious comments 
regarding the rest of the year, with uncertainties still  
far too many to be able to draw a clear trend.

In terms of valuation, the Swiss market is certainly 
not cheap, currently trading at 21x 2020 expected  
earnings – an extremely high level relative to the  
historical average. That said, with a view to a strong  
earnings recovery in 2021 and 2022, valuation looks 
more reasonable (18x 2021 expected earnings and 
16x 2022 expected earnings). The risk premium also  
remains very high in historical terms, which  
continues to argue in favour of equities. And, even  
though the equity market as a whole seems to have lost  
its potential, 60% of listed companies are still posting 
a negative year-to-date performance, which implies  
good prospects for certain specific stocks. We should,  
however, not forget that as long as there is no vaccine 
available, the market will remain volatile and driven by 
very short-term news.
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EUROPE 

After the US, the Europe is now facing a second wave 
of Covid-19. In Italy, Germany, Switzerland and UK,  
daily new infections are rising but remain well  
below the peaks seen during the first wave. The poor  
performers this time round are Spain and France,  
whose daily counts well exceed the crest of the first  
wave – and are rising. That said, the situation is very 
different to the first wave in that there are almost no  
new deaths. This is due to three factors: expanded  
testing, the younger age of the persons infected and  
now well prepared and equipped hospitals. As a result, 
full nationwide shutdowns, as were imposed during the 
first wave, are no longer expected. This is a relief from 
an economic and investment perspective, in that the  
ongoing recovery will not be aborted.

The European economy has been recovering strongly 
since its April trough, even though the August data 
was a little softer than July’s. The EU manufacturing 
PMI stood at 51.6 in August, more or less in line with 
July’s 51.8. The number of European countries with a  
manufacturing PMI above 50 remained unchanged at 
67%. The short-term mobility trend is still improving 
(e.g. commercial vehicle traffic), outside of the very  
depressed areas of travel and tourism.

Fiscal and monetary stimulus continues to drive the 
European recovery and should be able to buy the time 

needed for the economy to heal. The European Union 
(EU) focus on austerity, in place since the 2012 crisis, has 
now been completely abandoned. The budget deficit is 
expected to approach 10% this year, 5% in 2021 and 2.5% 
in 2022 – with a debt-to-GDP ratio exceeding 100% in all 
the major European countries except Germany.

With crisis also comes innovation, the latest  
development being, in French President Emmanuel  
Macron’s words, “the most important moment in the  
life of our Europe”. Indeed, on 21 July, a EUR 750  
billion Coronavirus Recovery Fund was adopted. This  
rescue plan is unique in that it is the first time that the  
Eurozone shows clear unity and solidarity. Southern 
countries (Italy first and foremost) will be the biggest  
beneficiaries, with all 27 member states contributing 
to repayment. Beneficiary countries must submit a  
recovery plan that includes structural reforms, and 
is approved by the other EU members. For years, at 
each of its meetings, the ECB has been pushing EU  
countries to adopt structural reforms – without success. 
This plan finally brings the hope of structural reforms. 

The fact that the EU commission has now adopted a 
recovery plan that partially mutualises debt is a game 
changer, insofar as it significantly decreases the risk of 
a Eurozone collapse (of the like that existed in 2011-2012).  

ECB support has also been unprecedented, in the 
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« A Coronavirus Recovery Fund was adopted. 
This rescue plan is unique in that it is 
the first time that the Eurozone shows 

clear unity and solidarity. »

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

Core CPI inflation at an all-time low, pushing the ECB to ex-
pand its QE program

form notably of a EUR 1.35 trillion Pandemic Emergency 
Purchase Programme (PEPP). With Europe not yet being 
out of the woods (from an economic recovery and  
inflation standpoint, we expect the ECB’s PEPP and the 
EU rescue plan to be increased in the future and possibly 
become permanent tools.

The euro has appreciated by more than 7% in  
effective terms (i.e. against the region’s 12 major  
trading partners) and by 9.5% against the USD since  
its first quarter low. Among the most probable reasons  
for such appreciation are substantially lower interest 
rate differentials, a lesser risk of breakup (thanks 
to the EU rescue plan), a smaller public deficit and 
the domestic cyclical recovery. While these are all  
positive factors, the potential negative consequences of 
euro appreciation are “more” imported deflation, lower 
GDP growth and lower EPS. According to an ECB study, 
“a 10% EUR appreciation decreases inflation by 1%,  
GDP growth by 0.5% (thus in our case by 0.3%)” and EPS 
growth by an estimated 3-4%. 

The true impact might be lesser since the current  
recovery is driven by domestic demand and because  
operating margins tend not to deteriorate during an  
economic expansion, even in the face of significant  
currency appreciation. Operating margins declined  
during the 2000, 2008, 2012 and 2020 recessions. During 
the 2003 to 2007 expansion, however, they improved 
from 7% to 14% despite ca. 20% Euro appreciation.

Operating margins do not necessarily deteriorate when the 
EUR appreciates

The second-quarter earnings seasons is over and has 
proved significantly better than expected. A 45% drop  
in the European Stoxx 600 quarterly EPS was forecast 
but the decline finally stands at “only” 26%. The  
earnings recovery should continue to materialise  
during the final two quarters of 2020. After dropping  
by 27%, the 12-month forward EPS estimate has  
reached it inflection point and is finally rising. This is not 
sufficient to change the valuation picture (the Stoxx 600 
is trading at a demanding 17.8x forward PE ratio) but EPS 
should continue to progress with the recovery.

All told, provided we do not experience strict  
lockdowns, the recovery should proceed during the  
latter half of 2020. The unprecedented monetary and  
government support should prevent systemic risks 
and put a floor under markets. The EUR 750 billion  
Coronavirus Recovery Fund is a significant positive shift 
in EU politics and can be expected to be a very useful 
new tool to support the economy and force reforms. On 
a long-term perspective, we remain positive on European 
equities.
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UNITED STATES

« The lack of new stimulus is partly offsetting 
the positive effect of reopening on private 

consumption. »

The gradual reopening continues in the US, with most severe outbreaks coming under control. 
Improvements in economic activity are being partly offset by the expiration of stimulus measures. 
The November elections and the possibility of a vaccine approval should make for an eventful 
fourth quarter.

US GDP growth expectations

The second wave of Covid-19 in the US is slowly  
dissipating: hospitalisations and deaths are approaching 
the lows of late June and early July. A gradual reopening 
is proceeding in many places, with new cases seemingly 
under control. Indoor dining (at 25% of capacity) was for 
instance allowed in New York City on 30 September.

The fact that people are returning to offices and  
restaurants will cause new spikes in infection numbers 
here and there. Greater opportunities to spend on  
discretionary services boost overall economic activity, 
although a full return to normal will require a vaccine. 
The US has funded the most important vaccine  
development programs and stands first in line to receive 
one. The new-generation mRNA vaccines are quite 
unproblematic as regards safety but, at the time of  
approval, there will be little information as to the  
duration of protection. A realistic best-case scenario 
is that the first vaccines receive emergency approval in  
November, and the US population be sufficiently  
immunised during the first half of 2021. Meanwhile, 
the labour market remains unsurprisingly bleak, with 

unemployment at 8.4%. Payroll growth has slowed 
too, with total jobs still 11 million below their February  
level. The re-reopening of large states will be positive, 
but progress will be gradual and degressive. Moreover, 
the payroll number includes only formal employment, 
whereas the epidemic hurt freelancers and gig  
workers particularly hard. The federal USD 600 weekly  
unemployment benefit supplement has expired and, 
even though it has been partially replaced in some states, 
the drop in cashflow will be substantial.

Against this background, it is unfortunate that  
Congress has been unable to agree on a new stimulus 
package. It now seems increasingly likely that no such 
bill will be passed before the elections on 3 November. 
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Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

S&P 500 IT sector vs. S&P 500 ex ITConsumption and saving rate

Median expected EPS growth

The IT sector clearly has secular drivers of its own, 
that are not so strongly impacted by coronavirus. 
In many other sectors the boost will become more  
significant when “ business as usual” is again possible. 
Median expected EPS growth for 2021 is 11%, both  
including and excluding the IT sector. Even though  
vaccine technology has advanced in leaps and bounds 
recently, making such a quick recovery possible, vaccine 
efficacy problems remains the most important risk to this 
positive outlook.

It has proved difficult to find enough common ground  
between Republicans and Democrats in the Senate – 
and many Republican senators do not want any further  
stimulus at all. The lack of new stimulus is partly  
offsetting the positive effect of reopening on private  
consumption.

The presidential election will be in the spotlight, with 
Biden leading by a slight margin according to the polls. It 
is, however, too early to announce a change of guard with 
confidence. While the presidential candidates’ political 
plans are often the subject of much focus, control of the 
Senate is just as important. This promises to be a very 
close race, with an outcome that is impossible to call at 
this point. It is even possible that the seats end up split 
50-50 – implying that the Vice President can act as the 
tiebreaker when a vote is even.

Important features of Biden’s political plan include 
the partial rollback of corporate tax cuts, expansion 
of the Affordable Care Act and investments in energy  
infrastructure. Implementation of these plans can be  
meaningfully hindered or helped by the power dynamics 
in the Senate. Republican control would be a general  
positive for the market mainly for taxation reasons,  
although a Democrat majority, and the subsequent  
legislative changes, would bring about winners  
especially in some segments of the healthcare, energy 
and utility sectors.

On the other hand, a Biden administration would put 
a slightly lighter and perhaps more predictable touch 
on international trade policies. He is a supporter of the 
Trans-Pacific Partnership and of collaboration with the 
EU, and would take a more multilateral approach to put 
pressure on China over intellectual property theft and 
dumping of commodities. Such a reduction in political 
risks would be welcomed by many businesses that have 
been collateral victims of the US-China trade war.

The return back to a normal life is drawing closer, 
and the stock market has recovered strongly. With  

While this sector (now trading at a median forward PE 
of 24.0x) has surpassed its pre-pandemic peak, the rest of 
the index (trading at a median forward PE 19.8x) remains 
below the previous high. 

corporate earnings liable to be affected by the  
coronavirus well into next year, valuations are currently 
rather stretched, helped also by low interest rates. That 
said, the strongest performances have been staged by 
companies that are less affected by the pandemic –  
mainly the IT sector.
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ASIA

Chinese growth has recovered steadily but slowly, led by infrastructure and real estate – while  
consumption has remained subdued. Depending on the outcome of the US elections, China will 
face either greater trade restrictions or a possible reversal back to “normal”.

Chinese retail sales and online sales, in %YoY

The Chinese economy continued on its steady  
recovery path during the summer months, although  
the usual problems regarding final consumer spending  
persist. Overall retail sales growth finally edged back 
into positive territory (+0.5% in August). Retail sales 
have been slow to recover and are still nowhere near 
their pre-coronavirus levels (high single-digit growth).  
It is clear that the government measures are not  
benefiting the consumer side of the economy as much 
as the industrial/state-owned enterprises sector.  
Online retail sales continue to grow much faster, at a 
9.5% annual pace in August, with the trend towards 
“everything online” persisting. Changes in consumer 
preferences are natural and to be expected, but it is  
somewhat concerning that the much larger general  
retail market is showing so little strength. Remember 
that e-commerce accounts for only ca. 25% of total  
retail sales (recent JD.com estimate). Unless we see a  
return to high single-digit growth of overall retail sales, 
it will be safe to conclude that the recovery in China  
remains subdued.

Chinese industrial enterprises total profits and industrial  
production, in %YoY

The Chinese industrial sector is again booming and 
leading the recovery, with total profits having surged 
to an 19.6% annualised growth rate in July. Industrial  
production has also recovered rapidly from the February 
lows, now growing at 4.8% year-on-year (YoY). This is not 
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Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

«  Increasing industrial production does very 
little in terms of increasing final demand  
or consumption, which is the country’s  

persistent problem. »

Chinese manufacturing fixed asset investments and PPI,  
in %YoY

very surprising as it is the easiest way for the Chinese 
government to stabilise the economy and boost GDP. 
It should be noted though that increasing industrial  
production does very little in terms of increasing final 
demand or consumption, which is the country’s  
persistent problem. Supporting the supply side does  
indeed serve to stabilise the economy in the short term  
but, from a longer term perspective, it is a questionable  
course of action, since the Chinese economy suffers no 
lack of investment or industrial production –quite the 
opposite in fact.

Fixed asset investments in infrastructure and real  
estate have already recovered and are posting flat to low 
single-digit growth. Investments in the manufacturing 
space continue to lag, down 8.1% in August.  
Manufacturing producer prices also remain weak  
(-1.4% YoY in August) although there has been an uptick 
during the past two months. The coronavirus scare is  
surely a major factor behind the lack of willingness 
to invest into manufacturing, although the overall  
uncertainty generated by the US trade restrictions is  
probably also playing a big part. Many Chinese  
companies already have sufficient manufacturing  
capacity to serve the domestic market and have taken 
steps to serve US customers from new overseas locations 
such as Vietnam. This is prudent management from the 
companies’ point of view but nevertheless will not help 
the Chinese situation.

Most likely there will be no big changes in China’s  
economic outlook or policies until after the US  
elections. It has now become clear that the Chinese  
government decided to try to outlast the Trump  
presidency, in the hope that the Democrats will take 
over the White House in January 2021. This has always 
been a risky move, given that the anti-Chinese stance in  
Washington DC is somewhat bipartisan. Also, it is not 
entirely clear than a Biden presidency would enable  

China to bring trade relations back to where they were 
before Trump took office.

Even with the elections looming, the US have not  
been shy in imposing new restrictions. One of the  
boldest moves was the exclusion of Chinese companies 
from the important semiconductor supply chain. As of  
mid-September, all Western and Asian foundries 
and equipment manufacturers are required to apply 
for a special license if they wish to do business with 
Huawei. Many companies have applied for such a  
license, but it remains unclear whether any will  
actually be granted. For sure, there will be no issuance 
before the elections. For China, the situation is  
becoming increasingly difficult because its ambitions  
of building a domestic semiconductor cluster to rival 
Taiwan, South Korea and the US have been halted. A 
competitive, value-adding semiconductor sector would 
create high-paying jobs and reduce the economy’s  
dependency on state-owned enterprises. It remains 
to be seen whether there will be a sudden, more  
productive change in the Chinese stance late this year. 
So far authorities have been stubborn and not given in 
one inch to US demands. This might change if President 
Trump wins a second term and the Chinese government 
finds itself facing four more years of restrictions and 
sanctions.
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FIXED INCOME
Global bond markets posted solid returns during the third quarter. Absent a relapse into  
widespread lockdowns, the massive monetary and fiscal stimulus will probably keep credit  
spreads low going forward. Still, with valuation that has become less attractive, credit exposure is  
now more about carry and issuer selection than about general spread compression.

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 investment-grade credit for the 
carry, which should lead corporates to outperform cash 
and government bonds over a horizon of three months and 
more

Valuation in credit has gone from very attractive to  
slightly attractive, with the narrowing of investment grade 
spreads over government bonds from 2.5%-3.5% in March to 
around 1.2%-1.4% at the end of September. That said, massive 
central bank liquidity creation continues to support asset  
prices. More specifically, investors know that central banks 
will directly support credit markets if the need arises, which 
translates into a lower credit risk premium for holding these 
bonds. We expect investment-grade credit to continue to  
outperform government bonds over a horizon of three months and more, but with this outperformance being driven 
by carry more than by a tightening of spreads.

US and pan-European corporate option-adjusted spreads

INVESTMENT GRADE CORPORATES

Selected 10-year nominal government bond yieldsThe unprecedented monetary stimulus and dramatic  
deterioration in public finances warrant a cautious stance 
on sovereign debt across the major countries. Following 
their third quarter outperformance, we no longer  
overweight inflation-linked government bonds relative 
their nominal peers

Government bond yields should remain relatively  
stable until year-end. Any rise in yields will be capped by  
lacklustre expectations for economic growth and major  
central banks’ promises to keep policy rates at rock-bottom 
levels for several years. Indeed, some major central banks 
are mulling over negative rates. Still, absent another bout 
of flight to safety, monetary and fiscal stimuli may cause 
some bear-steepening pressure. Breakeven inflation has recovered from its depressed level and we no longer expect  
inflation-linked bonds to outperform their nominal counterparts.

DEVELOPED MARKET SOVEREIGNS
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High yield spreads have tightened to a level where they 
might not adequately compensate investors for future  
defaults.

High yield spreads over government bonds, which reached 
approximately 10% during the market rout in March, 
have fallen back to 4.8%-5.3% as of the end of September.  
While still elevated, this level may not protect investors 
against the pending rise in defaults. Rating agencies project 
the default rate to reach at least 7%. Assuming a loss given 
default of 60%, a 7% default rate would translate into a loss of 
4.2%, which would mean a meagre 0.6%-1.1% yield premium 
over government bonds at the current spread level. And  
defaults might exceed this benign scenario. This leaves us 
with a neutral stance on the high yield segment at large,  
although 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
We are broadly neutral on emerging markets (EM).  

Specific hard-currency issuers and a few currencies offer 
attractive potential returns, but we deem the asset class 
as a whole to be fairly valued given the current economic  
background.

On average, hard currency emerging sovereigns trade at 
a 3.65% spread over US Treasuries. The same figure for EM  
corporates is 4.25%. At first glance, this may seem reasonable 
but there is a high likelihood that some issuers restructure 
their debt, as Argentina and Ecuador did last August. This 
leaves us neutral on EM debt, preferring to selectively pick 
specific issuers. 
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Segments Return View 
(12m horizon)

USD EUR CHF
Cash 0,08 -0,56 -0,88 
Short-Term High-Yielding 2,57 1,66 1,38 
10y Government Bonds 0,68 -0,52 -0,49 
10y Government Inflation-Linkers -0,97 -1,22 n.a. 

Developed Corporates 136 
Corporate Hybrids 260 
Developed High Yield 556 
Emerging Sovereigns 364 
Emerging Corporates 411 
Emerging Local-Currency Debt n.s. 

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

Yield (%)

Spread over Sovereigns (bps)
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TECHNICAL CORNER

EQUITIES 

BONDS - 10-YEAR YIELDS
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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 43 Million Fund size 40.8 Million Fund size 27.3 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 Luxembourg

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 32.4 Million Fund size 34.2 Million Fund size 29.7 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 GAMA Global Short-Dated Opportunities Fund

The GAMA Global Short-Dated Opportunities is a Luxembourg-registered open-ended fund  
that brings a solution to investors seeking an alternative to cash. Invested in short-maturity  
instruments, it offers daily liquidity and higher returns than money market funds without  
embracing the full risks associated with long-maturity bonds. 

The investment process targets a return of 2% above cash with a conservative level of risk (2%-3% annual realised 
volatility) through diversification and rigorous risk management. The fund’s main source of return is expected to be 
its credit exposure. Interest rate risk is kept low at all times (allowed duration range of 0-3). All currency exposures are 
hedged in the currency of the share class.

The fund combines holdings of short-term high yielding bonds with credit default swaps (CDS) indices backed 
by top-rated government bills (e.g. US Treasury Bills, German Bubills). This provides a broad diversification across 
issuers. 

Our experienced investment team follows a rigorous investment process to generate active returns and mitigate  
downside risks. It aims to seize the opportunities that exist at the short end of the yield curve and generate additional 
returns over time through active management of the holdings.

Christophe Pella, CFA, Senior Fund Manager
Jérôme Strecker, CFA, FRM, Senior Credit Analyst

Statistics Currency Current

Average yield ex currency hedges 1.99%
Average yield with currency hedges EUR 1.61%
Average yield with currency hedges USD 2.28%
Average yield with currency hedges CHF 1.35%
Average coupon 2.78%
Average effective maturity (y) 1.56
Average interest-rate duration 1.41
Average spread duration 2.03
Average credit rating of bonds BBB+
Average credit spread (bps) 230
Average duration times spread (bps) 453
Number of issuers 71
Number of holdings 78

Source: Bloomberg, Bruellan calculations
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AGENDA

Date Country / Region Political Economical

29.10.20 European Union ECB Rate Decision
29.10.20 Japan BOJ Rate Decision
03.11.20 US US presidential election
05.11.20 US FOMC Rate Decision
05.11.20 UK BOE Rate Decision
10.12.20 European Union ECB Rate Decision
16.12.20 US FOMC Rate Decision
17.12.20 UK BOE Rate Decision
17.12.20 Switzerland SNB Rate Decision
18.12.20 Japan BOJ Rate Decision

Calendar Q4 2020

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