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EDITORIAL: The dotcom bubble all over again?

Florian Marini, CFA, CMT 
Chief Investment Officer

The 2020 crisis was such that it forced central banks 
and governments to take unprecedented action, both in 
speed and in scale. The challenge was to prevent supply 
side issues (due to an inability to consume) from  
contaminating demand. With countries now busy  
deploying vaccination campaigns and economies 
picking up significantly, that battle seems to have been 
won – even if other concerns are already emerging.

Risky assets, anticipating the economic recovery and 
buoyed by abundant liquidity, have skyrocketed and now 
trade at valuations reminiscent of the dotcom bubble. To 
add fuel to the fire, the recent pickup in interest rates is 
weighing on the theoretical present value of assets, as 
computed by analysts’ discounted cash flow models.

Let’s face it: all valuation multiples are looking  
generous, if not excessive. At 19.8x, the global equity 
price/earnings ratio well exceeds its 20-year median 
(15x). Even if it does remain short of the 24x peak reached 
in 2000, when the internet bubble burst.

Because of financial markets’ anticipatory nature, 
their rebound began some three months before 
the macroeconomic turning point, respectively the  
earnings recovery – thus pushing valuations up. Since  
then, earnings expectations have improved month  
after month, actually outpacing stock indices. As such, 
valuations have subsided. This trend is particularly 
striking in cyclical sectors, where multiples are  
dropping fast. Commodities, for instance, have seen 
such a strong upmove in earnings expectations that the 
price/earnings ratio has plummeted from 16x to 11x (for  
European companies) despite a doubling of stock prices. 
The same is true of the European automotive sector, 
whose price/earnings ratio has tumbled from 16x to 9x.

The rise in interest rates of the past few months 
would only pose a risk to asset valuations if earnings  
expectations were to fall, which is not our scenario for 
this year (at least). The Q4 2020 earnings season has  
just come to a close: on a global level, more than 70%  
of companies beat consensus expectations and  
management communications suggest that some  
visibility has been regained. On the economic front, 
as was the case for the latest US job creation figure, 
almost all aggregate G10 data is coming in ahead of  
expectations (as per the Citibank Economic Surprise  
Index), the sign of a buoyant environment.

The pickup in interest rates thus pertains to  
improving economic activity. A historical perspective 
shows that the first few years of upward-moving  
long-term interest rates (e.g. with a 10-year maturity) are 
not negative for equity markets. The October 1987 crash 
was admittedly preceded by a significant rise in long 
rates (from 7% to 10% in the space of six months) but, for 
the rest, the first years of rising rates saw sustained stock 
market performances (1993-1994; 1998-2000; 2003-2007; 
2013, 2016-2018).

Dividend yield versus long-term government bond yield 

The “taper tantrum” (the sudden rise in rates in 2013 
after the Federal Reserve (Fed) announced a gradual  
decrease in monetary stimulus) is a case in point.  
During the initial phase of the pickup in long rates 
(between May and June), the MSCI World Index  
dropped nearly 9%. But over the entire period of  
rising rates (May to September), stocks posted a 2.7% 
gain, and then rallied through 2015. The sector rotation  
experienced at that time is quite similar to what is  
underway today, with cyclical or value sectors clearly 
outperforming their defensive peers.

The spread between the dividend yield and the  
10-year government bond yield remains attractive –  
also pushing investors into equities. In 2000, just before 
the stock market peaked, this spread had dropped to 
-5.5% in the US (-3.25% ahead of the 2008 financial  
crisis), versus 0% currently. In other regions, equities 
look yet more attractive, with a positive spread of 1.3%  
in Japan, 2.7% in Europe and even 3.1% in Switzerland.

In conclusion, while we do recognise that some 
stocks or sub-sectors look overvalued, we do not see the 
overall equity market situation as comparable to that  
preceding the bursting of the internet bubble. The  
economic environment is also much healthier. The 
pickup in long-term interest rates is not a concern at  
this stage, since it remains contained and reflects an  
improvement in the economic outlook, thus also in  
earnings expectations. As economies reopen,  
consumers– whose net worth increased during the  
pandemic – should continue to fuel strong earnings 
growth in the coming quarters, and thus the uptrend in 
risky assets.
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EUR vs USD

Developed Sovereigns

The pickup in long-term interest rates reflects an 
improvement in the economic outlook, thus also in 
earnings expectations.

Inflation and interest rate overshoot. Significant 
virus mutation.

○
Accumulated savings, large-scale stimulus and the 
full reopening of the economy will fast close the 
output gap.

Equities

Cash

Capacity constraints and exploding demand, 
pushing prices up.

Gold

Global Asset Classes
Marketweight

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

UnderweightOverweight Main Drivers

○

Risks

Stocks

Bonds

○

○

○

○

○

Another bout of market turmoil.

A significant rise in real 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

○

○

○

Political tensions.
Loss of consumption momentum.

○

○

○

Spreads may widen if the default rate increases.

Bonds

○

○

The very cyclical nature of the economy makes 
European equities an attractive candidate for strong 
earnings growth.

Strict lockdown measures lasting longer than 
anticipated, thus impairing the demand side of the 
economy.

The sector rotation that began a few weeks ago 
should continue to benefit small- and mid-caps, as 
well as cyclical stocks.

If leading indicators deteriorate because, for 
instance, of a sharp deterioration on the health 
front, large defensive names could again appeal to 
investors.

Industrial production is driving a strong recovery, 
and the situation is stabilising.

○

Credit spreads on investment grade corporate bonds 
offer a decent carry. Buy on dips.

Low spreads offer little cushion in the event of a 
selloff.

Emerging hard currency debt and currencies appear 
to be fairly valued.

The most poorly run countries may face hard 
choices and even be forced to restructure their debt.

Japan is experiencing a strong recovery, particularly 
in the industrial sector, backed by strong fiscal and 
monetary stimulus.

Re-emerging deflation risk.

Government yields are likely to remain stable 
following their recent sharp correction.

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 on the whole offer little 
compensation for defaults, but value can be found in 
selected issuers.

○

Corporates (IG)

Emerging

EUR vs CHF

USD vs CHF

EUR vs GBP

High-Yield

○

EUR vs JPY

USD vs GBP

The cyclical recovery, lesser risk of EU breakup (thanks to the common rescue plan) and smaller public 
deficit continue to support EUR appreciation. Our first target for the EURUSD is 1.25.

In a firm recovery environment, cyclical currencies (such as the EUR) should appreciate against “safe 
haven” currencies such as the CHF. We have turned bullish on the EUR vs. CHF, following the breakout 

of the 1,09 resistance.

Slow USD depreciation against the CHF is to be expected.

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

In a firm recovery environment, cyclical currencies (such as the EUR) should appreciate against “safe 
haven” currencies such as the JPY.

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

ALLOCATION GRIDS
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SWITZERLAND 

Even as Europe faces a third wave, amid far too slow deployment of vaccines, the equity market, 
always a step ahead, is already thinking about the post-pandemic world and worrying about a  
return of inflation. In Switzerland, although a surge in prices is not yet really on the agenda,  
investors have already positioned themselves to deal with this new situation.

Before 2020, never had the federal government’s  
expert group drawn up so many different scenarios for 
the country’s economic development. As the months 
went by, these forecasts were then corrected and  
replaced by others, slightly less catastrophic, to the  
extent that Switzerland once again proved its resilience 
in the face of crisis. In the end, 2020 saw GDP drop 3.3%, 
thanks notably to a solid year-end, the second wave  
of the pandemic having had a much lesser impact than 
the first.

As regards 2021, while a somewhat improved visibility 
was hoped for, on the back of the vaccination campaign, 
the level of uncertainty remains such that the group 
of experts is once again formulating numerous  
hypotheses.

The range of possibilities is broad: 2021 GDP growth 
could be anywhere between 1.1% and 5.4% and a return 
to the pre-crisis wealth level could occur by the end of 
2021, at best, or not before 2023 in the worst case.

Recent months have shown that, outside of some  

hard-hit sectors, the negative effects of the partial  
lockdown measures have tended to diminish, with 
both businesses and consumers managing to adapt fast 
to the new conditions. We therefore prefer to opt for a  
cautiously optimistic scenario of 3% GDP growth in 
2021, with the start of the year, however, back in negative  
territory.

Despite the low level of visibility and high degree 
of uncertainty, Swiss equities, the SPI and SPI Extra  
indices alike, reached historical highs at the end of the 
quarter/in March. That said, not all stocks benefited 
in the same way from the upmove. In an environment 
where the spectre of inflation, which had disappeared 
for so many years, is coming back to haunt investors’ 
minds, interest rate-sensitive sectors, financials in  
particular, as well as cyclicals, small- and mid-caps  
and, to some extent, the stocks that suffered most 
last year, are performing best. In contrast, the large  
defensive names and 2020 winners are seeing their  
prices languish or even lose ground.

Swiss equities hit all-time highs at the end of the quarter
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«  Despite the low level of visibility and high 
degree of uncertainty, Swiss equities, the SPI 

and SPI Extra indices alike, reached historical 
highs at the end of the quarter. »

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

This good equity market performance is largely  
driven, reassuringly, by positive news on the corporate 
front. Indeed, as the annual reporting season draws to 
a close, it appears that listed companies have, overall,  
weathered the crisis well, releasing rather better-than- 
expected numbers. Surprisingly, some of them, thanks  
to lower raw material prices and operating costs,  
posted rising or even record operating margins. This  
achievement will certainly not be repeated in 2021  
because, although the depreciation of the Swiss franc 
does provide some breathing space, higher raw material 
costs and temporary bottlenecks slowing down  
production will weigh on short-term profitability.

In view of the very solid Q4 2020, earnings growth  
estimates for 2021 have been revised up slightly (to  
+10% currently), which has enabled Swiss equities’  
valuations to subside somewhat – even though still very 
high in historical terms.

The trend in favour of small- and mid-caps that  
began at the end of June holds steady in an  
environment where the various leading indicators  
continue to show tangible signs of recovery. Moreover, 
the Swiss franc’s depreciation against the euro will  
support that group of companies, since they are  
generally more dependent on the single currency in  
their commercial transactions. Finally, in periods of  
rising rates, at least initially, this asset class tends to  
outperform the overall market.

The Swiss franc’s depreciation against the euro also favours 
small- and mid-caps

On a final note, what is there really to say about  
inflation in Switzerland? While a number of factors 
could boost the price index in the coming months,  
notably the uptrend in commodity prices and the  
bottlenecks that will mechanically increase producer  
prices, a more sustained demand leading to better  
capacity utilisation, or a strong pickup in consumption, 
all of this will not cause Swiss inflation to explode.  
Expectations stand at ca. 0.3% for 2021, a level that is  
quite manageable.

Swiss inflation’s expectations stand at ca. 0.3% for 2021
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EUROPE 

Following the worst recession of the post-war era, the European economy is on the road to  
recovery. The second or, at latest, third quarter should see GDP growth move back into  
positive territory and accelerate from then on. The very cyclical nature of the economy, in an  
environment of improving US and Asia growth, should make European equities an attractive  
candidate for strong earnings growth. Despite rising interest rate pressure, the ECB has pledged 
to keep monetary policy accommodative, with even some possible “recalibration” to maintain  
favourable financing conditions. 

On the health front, the European situation  
remains chaotic and very disparate. The number of  
new daily infections is falling in most countries, but  
still remains above the peak of March-April 2020 in  
Germany, France, the UK and Switzerland. Spain and 
Portugal have managed to bring contamination levels 
down well below the first wave and are reopening their 
economies. The black sheep this time round is Italy, 
which has reinstated lockdowns amid surging new  
cases. The vaccination campaign started very slowly  
but its pace should accelerate in the coming months.  
According to various independent studies, the EU 
should be able to reach herd immunity by July or  
August 2021, and probably already at the end of April  
for the “at risk” segment of the population. 

The EU ended 2020 with falling quarterly GDP 
and, because of lockdowns, has also begun this year in  
negative territory. The reopening of economies should 
bring about significant growth in the second or third 
quarter, and beyond. At 62.4 as of the end of March, 
the aggregate manufacturing PMI points to a strong  
recovery (50 being the threshold between expansion 
and contraction). This level is the record high and  
participation is very broad, with all EU countries, save 
Greece and Denmark, in expansion territory.

Meanwhile, the Services PMI remains in  
contractionary territory at 45.7, albeit at its highest  
level in five months. 

Overall, GDP is expected to grow by ca. 4.3% 
this year, versus a 6.1% drop in 2020. Visibility  
being rather limited, the final number could, however,  

Manufacturing PMI: 50 is the threshold between expansion and contraction 

Quarterly Euro Area GDP growth (YoY%) and annual growth 
rate of M1 Money Supply (YoY%) advanced by 10 months 

be markedly higher or lower.
M1, which measures the most liquid segments of 

the money supply (physical cash or assets that can be  
readily converted into cash), is also a very powerful  
indicator of future growth. According to issue 3/2019 of  
the ECB Economic Bulletin, “it tends to lead turning 
points in real GDP by four quarters” and “M1 and real 
GDP are estimated to spend almost 90% of the time in  
the same business cycle phase (…). Moreover, the strong 
degree of synchronisation between turning points 
appears to have remained stable since the 1970s”. As 
such, the surge in M1 and its continued expansion  
suggests that the Eurozone should recover strongly 
through at least the first quarter of 2022.

PMI 31.1.20 29.2.20 31.3.20 30.4.20 31.5.20 30.6.20 31.7.20 31.8.20 30.9.20 31.10.20 30.11.20 31.12.20 31.1.21 28.2.21 31.3.21

 U.K. 50,0 51,7 47,8 32,6 40,7 50,1 53,3 55,2 54,1 53,7 55,6 57,5 54,1 55,1 57,9
 Eurozone 47,9 49,2 44,5 33,4 39,4 47,4 51,8 51,7 53,7 54,8 53,8 55,2 54,8 57,9 62,4
 European Union 48,1 49,1 44,3 33,4 39,5 47,4 51,7 51,6 53,5 54,5 53,7 55,1 54,7 57,6
 Germany 45,3 48,0 45,4 34,5 36,6 45,2 51,0 52,2 56,4 58,2 57,8 58,3 57,1 60,7 66,6
 France 51,1 49,8 43,2 31,5 40,6 52,3 52,4 49,8 51,2 51,3 49,6 51,1 51,6 56,1 58,8
 Italy 48,9 48,7 40,3 31,1 45,4 47,5 51,9 53,1 53,2 53,8 51,5 52,8 55,1 56,9
 Spain 48,5 50,4 45,7 30,8 38,3 49,0 53,5 49,9 50,8 52,5 49,8 51,0 49,3 52,9
 Netherlands 49,9 52,9 50,5 41,3 40,5 45,2 47,9 52,3 52,5 50,4 54,4 58,2 58,8 59,6
 Switzerland 48,0 49,2 43,5 41,2 42,5 41,4 49,6 51,0 52,8 52,9 54,5 57,3 59,4 61,3
 Sweden 51,4 52,4 43,5 37,1 40,3 48,3 51,9 54,2 56,4 58,9 59,7 64,7 62,5 61,6
 Poland 47,4 48,2 42,4 31,9 40,6 47,2 52,8 50,6 50,8 50,8 50,8 51,7 51,9 53,4
 Austria 49,2 50,2 45,8 31,6 40,4 46,5 52,8 51,0 51,7 54,0 51,7 53,5 54,2 58,3 63,4
 Denmark 52,8 46,8 44,9 37,6 54,5 52,3 56,4 51,6 53,8 63,2 46,6 41,7 42,1 40,8
 Ireland 51,4 51,2 45,1 36,0 39,2 51,0 57,3 52,3 50,0 50,3 52,2 57,2 51,8 52,0
 Greece 54,4 56,2 42,5 29,5 41,1 49,4 48,6 49,4 50,0 48,7 42,3 46,9 50,0 49,4
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Florian Marini, Chief Investment Officer 
Anick Baud, Senior Fund Manager 

Eurozone inflation expectations 

Former ECB president Mario Draghi is now officially 
Italian prime minister. As President of the ECB,  
“Super Mario” relentlessly advocated structural  
reforms. In his new role, he has promised to reform  
Italy’s legal system and public administration. And 
he plans to stimulate the economy thanks to EUR 210 
bn of EU recovery money. Draghi brings hope to Italy 
and thus, since it is Eurozone’s third largest and most  
indebted economy, also to the continent. He is  
“strongly pro-European” and intends to strengthen  
Italy’s strategic relationship with France and Germany.

With the pickup in economic activity, as well as 
massive central bank and government interventions  
(especially the recent USD 1.9 trillion stimulus package 
in the US ), inflation expectations have surged  
worldwide. Medium-term inflation as derived from 
the market (five-year inflation in five years) has moved 
up from 0.7% to 1.5% (1.3% to 2.4 % in the US). The 2021  
consensus for CPI inflation, after declining throughout 
2020, has finally turned up, shifting from 0.9% to 1.5% 
over the last two months.

The ECB is not worried by these inflation numbers, 
stating that they are “mainly on account of some  
transitory factors and increase in energy”. But it is 
showing concern with respect to the recent rise in  
interest rates, to the extent that this tightens financing 
conditions. The German 10-year interest rate yield has 
gone from -0.6% in December to -0.2% in February.  
While this may not seem very impressive, the global  
tightening trend (for instance the move in the  
10-year US yield from 0.5% in August 2020 to 1.6% in 
March 2021) is more worrisome. The ECB has assured 
the market that it will remain very accommodative 
and could “recalibrate” and increase its support if  
necessary. The Pandemic Purchase Program (PEPP) 
has almost EUR 1 trillion of dry power left and the 
ECB said in March that it intends to increase its EUR 
20 billion weekly bond buying to prevent financing  
conditions from tightening.  

Rising interest rates imply a higher discount rate in 
valuation models, hence a lower asset present value  
assuming constant cash flow growth. But if cash flow 
growth improves faster than the discount rate moves  
up, the present value actually rises. As such, so long 
as the rise in bond yields goes hand in hand with  
improving earnings growth expectations, which is the 
case for the foreseeable future, there is no risk on the 
valuation front, nor for the equity market. 2021 earnings 
growth expectations began the year at +32% and, with 
the recent earnings season having proved much better 
than anticipated, have now increased to +39%.

Another consequence of rising rates pertains to  
sector rotation. When the discount rate moves up,  
investors do not want to be positioned in stable cash 
flows sectors. Rather, they want to be invested in  
cyclical sectors. Year to date, the worst performing sectors 
are Healthcare, Food/Beverage/Tobacco, Personal goods 
and Utilities. Conversely, Travel & Leisure, Banks, Autos 
& Parts, Basic Resources and Energy have outperformed. 
In a context of improving macroeconomic conditions 
and interest rate normalisation (i.e. further steady rise), 
this sector rotation should continue.

In conclusion, China was first on the recovery road,  
in the second quarter of 2020, followed one quarter  
later by the US. Sometime between the second and 
third quarters of 2021, it will be Europe’s turn, with an  
acceleration then to follow. Rising rates and valuation 
are not an issue for the time being, since we also  
foresee improving growth expectations. The very  
cyclical nature of the European market should drive  
outperformance relative to global equities. The  
unprecedented government and central bank support 
should continue for the foreseeable future – warranting 
an also unchanged long-term positive view on European 
equities. 

« So long as the rise in bond yields goes  
hand in hand with improving earnings  

growth expectations, there is no risk  
on the valuation front. »
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UNITED STATES

The US will return to normal sometime between May and July, the main variable being the 
UK variant, which could cause minor delays. The combination of high excess savings, a large 
stimulus package and new consumption opportunities makes for strong growth prospects and, 
unsurprisingly, an increased focus on inflation.

US GDP growth expectations

The US are making good progress in deploying  
coronavirus vaccines and infections are down 80%  
from their peak. Having been early to secure sufficient 
supplies with the relevant manufacturers, and with  
production on the rise, results are starting to show. 
About 12% of the US population is fully vaccinated and 
more than 20% have received at least one dose, which  
already significantly reduces the risk of infection. Some  
2.5 million people are being inoculated daily, and the 
pace is increasing. 

To date, no variants have appeared that stand to  
excessively hamper vaccine efficacy. While certainly  
not out of the woods, the US does seem to be largely  
staying clear of the B117 variant mess that Europe is  
battling. This risk is not immense, however: the US  
economy will soon be fully open, and the only issue is 
whether this will be in May or in July.

Coronavirus-related risks to the economic outlook 
have diminished, with the latter half of the year shaping 
up very well. There are several factors at play that will 
hasten the closing of the output gap in the US.

The household sector has accumulated more than 
USD 1 trillion of excess savings, some 5% of GDP.  
Personal income, helped by fiscal stimulus,  
increased even as consumption dropped for lack of  
spending opportunities. The restaurant, travel and  
accommodation businesses will see a huge jump in  
demand, and it will likely take some time for capacity to 
adjust. 

The recently passed USD 1.9 trillion stimulus  
package will serve as a growth accelerator. It has played  
a significant role in pushing up GDP expectations, to  
close to 6% for this year and continuing into 2022. 
Amongst others, this package includes support to  
households, such as direct payments, increased jobless 
payments and child benefits, as well as school reopening 

« There are several factors at play that  
will hasten the closing of the output gap  

in the US. »
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Nonfarm payrolls and average hourly earnings growth

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

S&P 500 12-month forward P/E and EPSfunds, business support and local government funding. 
There is still significant slack in the US labour  

market, especially the leisure and hospitality sectors.  
Restaurants and bars employ 2 million fewer people  
compared to one year ago. Overall, the gap stands at ca. 
10 million, meaning that there is scope for continued 
strong increases in payrolls. Importantly, this pickup 
will add downward pressure on hourly earnings, since 
the jobs in question are mainly low-paid ones. The rapid  
improvement in employment demand is not pushing 
average hourly earnings up, quite the contrary. Unit  
labour costs are a usual starting point in gauging  
inflation prospects, but for now the temporary effect of 
the reopening of the economy is to the downside.

Even so, it is clear that inflationary pressures are  
increasing in many segments. As pent-up demand is  
unleashed, temporary capacity constraints will surely 
drive prices up. This is not very structural inflation by  
nature, however, and monetary and fiscal policies  
should remain ultra-expansionary. The Fed has time  
and again communicated that they intend to remain  
patient and be careful not to jump the gun in face of a  
pickup in inflation – after having undershot the target  
for a decade – which is the correct approach. Despite  
short-term pressures, the big picture is not that  
dramatic, even though the topic will surely  
dominate headlines this year. It should also be borne 
in mind that the level of certainty is not high, given  
the unprecedented nature of the current monetary  
situation.

US corporate profits have already reached  
pre-pandemic levels and should continue to improve 
in the near future. The companies that suffered  
covid-related issues will recover strongly, and those 
that did not are sustained by secular trends. Expected 
12-month EPS growth for the S&P 500 index stands at 
29%, illustrating both the magnitude of the collapse and 
the ensuing recovery.

The forward P/E has remained stable at around 
22x for the last nine months. As the above-mentioned  
profit growth is realised, buoyed by reopening and  
stimulus, valuations should subside gradually. With  
the path to a definitive reopening of the economy  
rather clear, speculation surrounding inflation and  
monetary policy will be the most prominent risk to  
equity market valuations going forward – which in  
essence represents a very positive change of scenery.
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ASIA

The Chinese economy will continue to expand fast this year. The new official GDP target of  
above-6% growth will be met thanks to the usual drivers, investments and exports, with  
consumption lagging behind.

Each quarter of 2020 saw Chinese growth improve, 
with lockdowns now a thing of the past. GDP dropped 
6.8% during the first three months of the year, followed 
by steady 3.2%, 4.9% and 6.5% quarterly growth rates. 
For 2021, the “official” target is above 6%. But, with many  
local governments expected to aim for growth of up 
to 10%, market anticipations well exceed that level –  
currently standing at 8.4%. Which is problematic in 
many regards.

China’s response to lockdowns, namely an expansion 
of credit and total debt through infrastructure and 
real estate spending, is pretty reasonable and not that  
different from the massive spending programs initiated 
in many Western countries. The problem, however, is 
that authorities have now set an unreasonably high 
growth target, which can be only achieved through  
further “investments”. In truth, the Chinese  
government very well understands that this is not  
sustainable (and has been for years already). Yet, at  
the same time, it is not able to accept the lower growth 
rates that a meaningful rebalancing of the Chinese  
economy would inevitably require.

Once again, the new five-year plan aims for supply- 

Chinese total debt to GDP % 

side reforms, alongside new demand-side reforms.  
But this is meaningless unless the root of the problem 
is addressed. As of the end of 2019, total debt to GDP  
already exceeded 300%. We do not yet have the 2020 
data, but conservative expectations call for an increase 
of at least 25 percentage points. This would put the total 
figure closer to 340%, with no decline in sight.

Chinese GDP forecast (Annual YoY %) 
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Chinese bank loans (in USD trillion), US bank loans (in USD 
trillion) 

China’s debt issue becomes even more apparent 
when you compare outstanding bank loans (USD 27  
trillion currently) to those in the US (ca. USD 10  
trillion). This does not include other debt such as  
shadow banking, but is sufficient to underline how  
bad a problem China already has. 

China’s GDP is also much smaller than that of the 
US, especially the private consumption component 
(40% of the total vs. 70% in the US). This is structurally 
very weak, but understandable when one takes into  
account the unsustainable investment growth drivers  
of the past 20 years. On this point, it should also be  
noted that Chinese GDP figures are not exactly  
comparable to those of the US (or other countries), due  
to capitalisation of expenses on a massive scale. 
This is just another way of describing the root issue:  
making non-productive investments and rolling over  
non-performing debts, for the sake of attaining a  
predetermined GDP growth target. In effect, had China 
properly measured its GDP, the structure would have  
collapsed a long time ago. It is because the state has  
total control of the banking sector that it has been able 
to keep the system afloat for much longer than any free 
economy. 

The current five-year plan’s focus on demand-side 
reforms is a continuation of some of the actions taken 
during lockdowns, that also aimed to support demand. 
Tax cuts, for instance, have had a positive effect on  
disposable income even though, generally speaking, 

such measures have been limited. Both disposable  
income and consumption expenditure growth lagged 
investments and exports throughout 2020. Chinese  
authorities are very good at making grandiose  
statements of a general nature about their intention  
to rebalance the economy but, as we have seen over the 
years, often lack the will to act. 

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor

Chinese bank loans (in USD trillion), US bank loans (in USD 
trillion) 
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« Chinese GDP figures are not exactly  
comparable to those of the US (or other  

countries), due to capitalisation of expenses  
on a massive scale. »

While we acknowledge that it is entirely possible 
that this time might be different – and would indeed  
welcome such an outcome – the sad truth is that it 
is most unlikely. Not only does the already stated  
high-growth target imply otherwise, but the whole  
point of even setting GDP targets in advance is  
counterintuitive. Our base assumption is thus that  
China will continue to grow fast in 2021 (meeting its 
target of course), with debt further mounting and  
consumption lagging behind.
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FIXED INCOME
2021 started with a major correction in government bond markets, especially in the US, while  
credit and risky assets in general posted a moderately positive performance. We now expect  
bond markets to remain range-bound over the coming months. The positive economic outlook  
for 2021 will probably keep credit spreads low and is priced into current government bond yields. 
We favour carry strategies and would add to credit exposure on a pullback.

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

Federal Reserve balance sheet and federal funds target rate 

We favour carry strategies in investment grade credit 
and wait for a correction to add exposure.

Valuation in IG credit is rather unappealing, with  
investment grade spreads over government bonds having  
narrowed to approximately 0.9%-1% in the US and Europe. 
That said, massive liquidity creation by central banks  
continues to support asset prices. And investors know that 
monetary authorities will directly support credit markets if 
the need arises. We therefore expect investment grade credit 
to continue to outperform government bonds over a one-year 
horizon, 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 rise in yields has restored some value to the US  
Treasury market. The unprecedented monetary stimulus 
and dramatic deterioration in public finances still warrant 
a cautious stance, but to a lesser degree than a few months 
ago, as valuation now appears fair.

The US 10-year Treasury yield rose by 74 bps from 0.91% 
at the end of 2020 to 1.65% in late March 2021. The rise in US 
yields had started last August but it accelerated because of 
the massive fiscal stimulus voted by the US Congress. The  
certainty of a huge increase in Treasury issuance and the  
likelihood of tighter-than-expected monetary policy led  
investors to demand higher yields, in the form of the  
bear-steepening move that we had feared since spring 2020. 

US Treasuries now price in more inflation than the Fed is targeting for the next 10 years, as well as faster rate hikes 
than preannounced. This means that valuation is looking moderately attractive in the US market.  Any further rise in 
yields will be limited by lacklustre expectations for economic growth and central banks’ promises to keep policy rates 
at rock-bottom levels. 

DEVELOPED MARKET SOVEREIGNS
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High yield spreads have tightened to a level where they 
barely compensate investors for future defaults. Issuers 
must be carefully selected.

High yield spreads over government bonds are in 
the 3.2%-3.3% range, a level that may not be sufficient to  
protect investors against defaults, the rate of which is north 
of 6%. Assuming a loss given default of 60%, a 6% default 
rate would translate into a 3.6% loss, which would more than  
erase the yield premium over government bonds at the  
current spread level. This leaves us with a neutral stance on 
the high yield segment at large. We are waiting for a market 
correction to selectively pick new opportunities. 

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

HIGH-YIELD CORPORATES

BRUELLAN FIXED INCOME PROJECTION

Christophe Pella, CFA 
Conseiller

Barclays emerging spreads & local yield

EMERGING MARKET DEBT
We are broadly neutral on emerging markets (EM).  

Specific hard-currency issuers and a few emerging  
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 debt, both  
sovereign and corporate, trades at a 3.1% spread over US  
Treasuries. This is the low-end of the long-term range, at a 
time when several issuers are under stress. We therefore 
have a neutral stance on hard-currency EM debt. Assuming 
US yields and the greenback have ended their upward 
correction, local-currency debt will probably offer  
decent returns because EM currencies should do well in the  
reflationary and carry-friendly environment that we expect for the remainder of 2021.

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 
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TECHNICAL CORNER

EQUITIES 

BONDS - 10-YEAR YIELDS
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CURRENCIES

COMMODITIES
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ABOUT OUR FUNDS

Early Bird : LU2133135843

Early Bird : PRSFEZC LX

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

PPRROOTTEEAA  BBAAMM  EEUURROOPPEEAANN  EEQQUUIITTIIEESS PPRROOTTEEAA  BBAAMM  UUSS  EEQQUUIITTIIEESS PPRROOTTEEAA  BBAAMM  AASSIIAA  PPAACCIIFFIICC  EEQQUUIITTIIEESS

Domicile Luxembourg/UCITS IV Domicile Luxembourg/UCITS IV Domicile Luxembourg/UCITS IV
Inception date 21 January 2015 Inception date 20 January 2015 Inception date 20 January 2015
Currency EUR Currency USD Currency USD
Fund Managers Florian Marini, CFA, CMT Fund Managers Petteri Pihlaja Fund Managers Petteri Pihlaja

Anick Baud BAM Team BAM Team
Fund size 43 Million Fund size 46.1 Million Fund size 40 Million
Liquidity Daily Liquidity Daily Liquidity Daily

Min. Investment 1000 EUR Min. Investment 1000 USD Min. Investment 1000 USD
Management fees 0.8%-1.2% Management fees 0.8%-1.2% Management fees 0.8%-1.2%
Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%

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

Instit.: LU1118008397 Instit.: LU1118007159 Instit.: LU1118007589
Bloomberg Retail : PROBEER LX Bloomberg Retail : PRBAMRU LX Bloomberg Retail : PRAPEXR LX

Instit.: PROBEEI LX Instit.: PRBAMIU LX Instit.: PRAPEXI LX
Custodian Pictet & Cie (Europe) S.A. Custodian Pictet & Cie (Europe) S.A. Custodian Pictet & Cie (Europe) S.A.
Investment Manager Bruellan S.A. Investment Manager Bruellan S.A. Investment Manager Bruellan S.A.
Administrator Fund Partner Solutions Administrator Fund Partner Solutions Administrator Fund Partner Solutions 
Auditor Deloitte Audit Auditor Deloitte Audit Auditor Deloitte Audit 

BBRRUUEELLLLAANN  DDYYNNAAMMIICC  SSWWIISSSS  EEQQUUIITTIIEESS BBRRUUEELLLLAANN  DDYYNNAAMMIICC  TTAACCTTIICCAALL  EEQQUUIITTIIEESS PPRROOTTEEAA  BBAAMM  SSWWIISSSS  FFAAMMIILLYY  EENNTTEERRPPRRIISSEESS

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

Fund size 68.3 Million
Anick Baud BAM Team Florian Marini, CFA, CMT

Liquidity Daily Liquidity Daily
Fund size 49.8 Million Fund size 49.3 Million

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

Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%
Performance fees on 
overperformance over 
benchmark

20%

High Water Mark Yes High Water Mark Yes High Water Mark Yes
Benchmark Swiss Performance Index Benchmark MSCI World AC Net Return Benchmark Swiss Performance Index
ISIN Retail : CH0253810144 ISIN Retail : CH0019243093 ISIN Retail : LU2099690849

Instit.: CH0253810169 Instit.: CH0281535168 Instit. : LU2099690336

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

Custodian CACEIS Custodian CACEIS Custodian Fund Partner Solutions 

Administrator CACEIS Administrator Fund Partner Solutions 
Investment Manager Bruellan S.A. Investment Manager Bruellan S.A. Investment Manager Bruellan S.A.

Liquidity Daily

Auditor KPMG Auditor KPMG Auditor Deloitte Audit
Administrator CACEIS
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FOCUS On The Protea Fund - BAM Asia-Pacific Equities Ex Japan

The Asia fund’s recent returns are the result of a high-quality focus that worked well during the 
coronavirus-related downturn, as well as the subsequent economic recovery.

The Protea BAM Asia Pacific ex Japan fund’s investment process focuses on businesses that boast a strong and  
sustainable competitive position and profitability. Key to long-term success is the ability of such companies to improve 
on these criteria over time. Quite naturally, the fund’s holding periods tend to be long, as such investment cases unfold 
over several years.

Stock selection results purely from a bottom-up process, with no speculative bets on sectors or countries. Nothing 
disrupts the steady execution of the investment strategy: despite the past year having been eventful from a market 
perspective, turnover remained close to the usual 20%.

The fund has returned more than 70% over the past 12 months, an anomaly of course – due to a strong rebound after 
the initial overreaction to the coronavirus. That said, it also performed relatively well during the selloff, the companies 
that fall under its investment approach tending not to be those most susceptible to external shocks. 

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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AGENDA

Date Country / Region Political Economical

27.04.21 Japan BOJ Rate Decision
28.04.21 US FOMC Rate Decision
22.04.21 European Union ECB Rate Decision
06.05.21 UK BOE Rate Decision
10.06.21 European Union ECB Rate Decision
16.06.21 US FOMC Rate Decision
17.06.21 Switzerland SNB Rate Decision
18.06.21 Japan BOJ Rate Decision
24.06.21 UK BOE Rate Decision
16.07.21 Japan BOJ Rate Decision

Calendar Q2 2021

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

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

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

Source of graphics: Bloomberg & Bruellan SA. Bruellan SA is FINMA regulated.
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Bruellan S.A.
5, rue Pedro-Meylan
CH-1208 Genève
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