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EDITORIAL

The end of the beginning?
The third wave of Covid is spreading across the
Just as China led the recovery (it moved back into
globe, with daily new cases only slightly below the level
expansion in March 2020, while the rest of the world had to
experienced during the first and second waves. That
wait until July 2020), it now leads the temporary slowdown.
said, beneath the surface, the situation is actually rather
The People’s Bank of China (PBOC) has already taken a
different this time round. Both the number of
more accommodative turn, however, cutting the required
hospitalisations and the death toll have dropped
deposit reserve ratio for banks, which should serve to
significantly. Despite scepticism, vaccines are working:
stimulate Chinese growth going forward.
unvaccinated people are 30 times more likely to end up
in hospital. Fortunately also, vaccination rates continue
The combination of supply-side shortages/disruptions
to increase. The fully-vaccinated share of the population
and firm demand continues to pressure prices in the
has now reached 53% in Switzerland, 55% in the US, 55%
industrial and commodity-related sectors, as well as
in China, 59% in Israel, 63% ISM manufacturing PMI (smoothed) with recession periods shipping. We expect a
in Germany, 66% in the
normalisation a few months
indicated in blue
UK, 72% in France, 73% in
down the road, when demand
Italy and 76% in Spain. The
calms down and supply chain
70
unvaccinated cohort will
disruptions lessen. Still, in
US manufacturing PMI
face
greater
restrictions
semiconductor-dependent
60
going forward, but strict and
sectors (e.g. automobiles, PCs
generalised lockdowns are
and smartphones), shortages
becoming less and less likely.
are liable to last several years.
50
The huge factory investments
Manufacturing PMIs may
being
undertaken
by
40
have reached their peak, but
companies such as TSMC
their services counterparts
(USD 100 billion) and
30
should remain very firm.
Intel (USD 80 billion) will
1950
1960
1970
1980
1990
2000
2010
2020
Following such a sharp
eventually
address
the
Source: Bloomberg, Bruellan
recovery, the fact that leading
profound
supply-demand
indicators are peaking is quite normal – and should not
imbalance, but they will take time to move into
be read as a sign that the cycle coming to an end. It is very
production.
common to have mini-cycles within a period of growth.
The 2009-2020 expansion, for instance, saw three miniIn this context of inflation alongside still solid growth,
cycles (see chart). Also, since 1950, the average length of
emerging central banks have begun to hike their interest
expansions has progressively increased, with shorter
rates (e.g. South Korea, Mexico, Peru, Chile, Brazil,
intervening recessions. The drawback, however, is that the
Russia and Turkey). And their developed peers are
average growth rate has declined over the period. All told,
preparing to taper – without veering hawkish, though.
we do not believe that today is the beginning of the end of
The US Federal Reserve (Fed) is expected to cut back
this cycle. But it may well be the end of its beginning.
on its market interventions by the end of this year, but
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only very progressively. European Central Bank (ECB)
President Lagarde stated that “the lady isn’t tapering”,
rather only recalibrating the pandemic emergency
purchase program (PEPP). As such, and despite market
concerns regarding tapering, it will be years before higher
rates come to hurt the economy (US and eurozone real
rates are currently negative). Prior to the 2000 and 2008
recessions, rates rose by 3%.
The 2nd quarter earnings season is over and, following
the astounding final quarter of 2020, again proved a
positive surprise. 85% of S&P 500 and two-thirds of
Europe Stoxx 600 companies beat consensus EPS
estimates. Cyclical companies continued their comeback
vs. defensive peers and visibility seems to have improved
markedly, with 70% of companies upping their guidance.

of duration and continued overweighting of risky assets –
equities notably. In the latter space, cyclical regions and
sectors should be preferred and, from a size perspective,
small- and mid-caps are likely to continue to outperform
larger companies. High dividend-paying (and excessive
capital) sectors such as banks and insurance look
attractive. It seems too early to move back into Chinese
and Hong Kong shares, but that thematic should become
interesting closer to the end of this year.

Florian Marini, CFA, CMT
Chief Investment Officer

Earnings momentum is strong across all regions. MSCI
World 2021 EPS growth expectations have increased
from +20.3% to +46.9%. As regards 2022, EPS growth
expectations are firm at around +10% for most developed
markets and this number is expected to be revised higher.
With strong cash flow generation and visibility, a cycle of
dividend increases and share buybacks is beginning.
Given this strong earnings growth, the risk pertaining
to valuations or a possible rise in interest rates is not
relevant. Besides, with 12-month forward earnings
expectations progressing more rapidly than stock prices,
valuations are receding. The greater the cyclicality of a
region or sector, the more striking this development. Over
the last 12 months, the MSCI World index has gained 26%,
while its price/earnings ratio has declined from 21x to 19x.
Normalised inflation, low or negative interest rates
and firm earnings growth (probably alongside increasing
dividends and share buybacks) warrant an underweighting
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MARKET PERFORMANCE
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ALLOCATION GRIDS
Overweight Marketweight

Underweight

Main Drivers

Risks

Global Asset Classes
Stocks

Manufacturing PMIs may have reached their peak
for the year, but the long-term cycle is not over. The
Spillover of the Chinese property developer and
US consumer is sitting on a USD 2.5 trillion excess
real estate fallout.
savings pile, which is very unusual following a
recession.

○

Bonds

○

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

Gold

○

Gold is less attractive, as real yields are liable to
increase towards the end of the year.

A significant rise in real interest rates would be a
drag on this non-yielding asset.

○

Cash

Equities
US

○

The US recovery continues, although slightly
delayed by the wave of Delta variant infections.

Upward price pressure, due to the combination of
capacity constraints and strong demand.

Europe

○

European economic growth remains strong but
should gradually subside, mainly because of the
slowdown of the region’s second largest trading
partner, China.

Long-term inflation, impacting margins.

Switzerland

○

Growth in Switzerland continues to be supported not After its almost uninterrupted 18 month long rally,
only by domestic demand, but also by strong
the equity market could be impacted by the
manufacturing production.
economic slowdown.

Asia Pacific ex-Japan

○

Unsteady recovery in Asia amid consumer caution
and regulatory production restrictions, albeit offset
by fiscal support.

Spillover of real estate problems.

Japan

○

With vaccination coverage now increasing fast in
Japan, the state of emergency has been lifted

Persistent supply chain issues, hampering exports.

Government yields are likely to rise moderately
during the coming months.

Yields could fall if a shock were to roil financial
markets.

Bonds

○

Developed Sovereigns
Corporates (IG)

○

High-Yield
Emerging

Credit spreads on investment grade corporate bonds The low level of spreads offers little cushion in the
still provide a decent carry.
event of a risky asset correction.

○

While high-yield corporates as a whole offer little
compensation for defaults, there is value to be found Spreads may rise if defaults increase.
in selective issuers.

○

There are some attractive opportunities in the
emerging (currencies and issuers) space, notably
those countries in which the central bank is hiking
rates.

Emerging markets are relatively volatile and their
public finances weak.

Currencies

○

EUR vs USD
EUR vs CHF

○

In a firm recovery environment, cyclical currencies (such as the euro) should appreciate against “safe
haven” currencies like the Swiss franc.

○

USD vs CHF

○

EUR vs GBP
EUR vs JPY

○

USD vs GBP
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With the FED expected to be more hawkish than the ECB, the USD should undergo temporary
appreciation.

Some temporary appreciation of the USD against the CHF can be expected, due to a rising interest rate
differential.
With the risks pertaining to the BREXIT deal still present, there is no immediate catalyst for the pound
sterling – although the worst of the depreciation does seem to be priced in.
In a firm recovery environment, cyclical currencies (such as the euro) should appreciate against “safe
haven” currencies like the yen.

○

There is no immediate catalyst for the pound sterling, although the worst of the depreciation does seem to
be priced in.�
�
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SWITZERLAND
After the very sharp rise in all leading indicators over the past year, a stabilisation of the economy
at a very high level now seems likely. As early as next quarter, Switzerland should have returned
to its pre-pandemic wealth level, even if there are some signs of a slowdown. The outlook for the
economy, and for corporate earnings, could indeed be somewhat clouded by factors that we
consider to be mostly transitory, but will nonetheless require close monitoring.
Leading indicators decelerate after hitting record levels

150

100

140

90

130

80

120
110

70

KOF (left)

100

60
PMI

90

50

PMI - services

80

40

PMI - order backlog

70

30

60
50

2017

2018

2019

2020

20
Source: Bloomberg, Bruellan

+7,7%!

Such was the annualised growth rate
posted by the Swiss economy in the 2nd quarter of 2021.
With a large number of indicators set on green for the
past year, Switzerland’s wealth is now only 0.5% below its
pre-crisis level, while Germany’s economic performance
is still some 3% short of what it was before Covid.
Switzerland should thus easily surpass the 2019
production level as early as next quarter, erasing the
effects of one of the most singular crises in economic
history.
Can this unbridled growth continue?
It is true that the various economic indicators have been
brazenly strong in recent months. How else to describe
confidence indices, be it the KOF with respect to business
conditions or the PMIs (both manufacturing and services),
which reached practically unprecedented levels early in the
summer? The same goes for exports, which hit an all-time
high of nearly CHF 21 billion in May, sweeping away the
previous record set in September 2019. Still, there are signs
that the economy is running out of steam, and these same

8

indicators have moved sideways in recent weeks – when
not actually receding. Taking a closer look at Swiss GDP
growth in the 2nd quarter (+1.8% vs. the prior
quarter), we note that it was essentially driven by private
consumption and by sectors hard hit by the measures
taken to fight Covid. Conversely, industrial production,
which has been the driving force of the economy thus
far, is showing the first signs of normalisation. The
moderating factors include the supply shortage, which
resulted in inventory changes that detracted 1.6% from
Swiss economic growth.
While the outlook for 2021 and 2022 remains optimistic,
still involving a sustained recovery in activity (the Swiss
Secretariat for Economic Affairs is forecasting 3.2% GDP
growth this year and 3.4% next year), it could quickly
be overshadowed by a few large clouds on the horizon.
Beyond a rapid mutation of the Delta variant, too
hypothetical a development at this stage, we are of course
alluding to generalised upward price pressures, induced
by production bottlenecks, the rise in raw materials and

BRUELLAN - PANORAMA - Q4 2021

recruiting issues in some sectors, potentially coupled
with a slowdown in demand, caused in particular by a
deceleration of Chinese growth.

« While the outlook for 2021 and 2022 remains
optimistic, still involving a sustained recovery
in activity , it could quickly be overshadowed
by a few large clouds on the horizon. »
Another source of worry, mentioned already in the
last edition of this Panorama, pertains to the behaviour
of the Swiss real estate market. Thanks to the Swiss
National Bank’s (SNB) low interest rate policy, this
sector has recently undergone tremendous expansion,
both in terms of the prices of properties sold and the
number of mortgages granted. Prices of single-family
homes and condominiums have increased by more than
80% on average over the past 15 years, of which almost
6% just in the 2nd quarter of 2021, the fastest pace in
eight years. That said, the SNB is beginning to show
signs of concern, judging that mortgage lending
has increased too much (as evidenced by the
mortgage-to-GDP ratio) and that there is a significant
risk of a price correction. Mortgages being Swiss banks’
largest position of the asset side of the balance sheet
(“30% of the total assets of the banking system, and even
70% if we consider only domestically oriented banks”1),
it is easy to understand why the SNB is paying close
attention to this market, which could pose a real
challenge to the Swiss economy in the event of a rapid rise
in interest rates.

Although such a move is not our base case scenario,
over the coming months we will need to carefully monitor
this market and hope that the countercyclical capital
buffer, lifted at the onset of the pandemic, will be
reactivated in time.
As regards the Swiss equity market, this summer saw
a string of records, which seemed to have peaked in
mid-September. This remarkable rise was fuelled in part
by much stronger than anticipated corporate earnings,
reflecting an exceptional momentum in economic activity.
The coming weeks could prove more chaotic because,
after such a strong rally, investors will certainly be more
sensitive and attentive to any news that could either
confirm the normalisation of the cycle or signal a
slowdown. In this respect, 3rd quarter earnings reports
will be crucial and provide a measure of the strength of
the economy following the catch-up phase. We do not,
however, expect a major correction in this asset class, as
normalisation or deceleration does not mean recession!

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

Real estate prices and mortgages have risen sharply in recent
years
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Source: Bloomberg, Bruellan

1

Source : BNS, « Marchés hypothécaire et immobilier : les développements actuels recèlent des risques

pour la stabilité financière », conference by Fritz Zurbrügg (Lucerne, 31 August 2021).
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EUROPE
European economic growth remains strong but should gradually subside, mainly because of the
slowdown in the region’s second largest trading partner, China. ECB President Christine Lagarde is
reluctant to speak of tapering even though this is, in a context of firm growth and rising inflation,
a perfectly normal and healthy stance. Tapering is not tightening. Companies continues to post
strong earnings growth and are upping their guidance, making for a favourable environment for
equity markets.
ZEW eurozone expectation of economic growth vs Stoxx 600
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uropean vaccination had been lagging for months
but the requirement of a health pass pressured the
unvaccinated population to act. The fully-vaccinated
cohort has thus now increased to 62% in Germany, 66%
in Italy, 67% in the UK, 72% in France and 75% in Spain.
Switzerland, last to introduce the pass, should follow the
same path.
The “at risk” population boasting vaccination rates well
above national ones, hospitalisations and fatalities are
strikingly lower than during the first wave of Covid (MarchApril 2020). Our take is that one should expect to live with
the virus and recurring waves of infections, but hospital
congestion and lockdowns are becoming less and less
likely.
Following the economic reopening, the services sector
is now also contributing, albeit to a lesser extent than
manufacturing, to European GDP growth. 2021 expected
GDP growth has been revised from 4% in the 2nd quarter
to 4,9% currently. That said, with leading indicators having
probably peaked, growth should decelerate going forward
to a more sustainable rate. This pending slowdown is
buttressed by the most liquid segment of the money supply,
M1, whose year-on-year growth has subsided. PMIs are
10
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2014

2016

2018

2020

-70

Source: Bloomberg, Bruellan

stable but other indicators such as the ZEW eurozone
expectation of economic growth, a survey of 350
experts within banks, insurance companies and financial
departments, is also pointing to slower growth.

« The ECB is indeed tapering, but
support from the EUR 807 billion Next
Generation plan has only just begun
to be rolled out. »
This softer outlook reflects both a form of
normalisation, as well as the coming impact of softer
Chinese growth. In March 2020, when the global
economy had not yet reached its trough, China was the
first country to come out of recession. Conversely, it is
today the first to experience some deceleration. Unbiased
indicators of Chinese manufacturing activity, such as the
“credit impulse”, loans, electricity production or rail freight
volume, have all been receding since February or March.
BRUELLAN - PANORAMA - Q4 2021

As the European Union’s (EU) second largest trading
partner, China will inevitably soon come to impact
European growth, but part of the hit should be offset by
the recovery of the services sector. In addition, we expect
China’s loss of momentum to be temporary only. The
cycle is by no means over and the PBOC is already trying
to restore growth.
The Chinese “credit impulse” leads the eurozone
manufacturing PMI by 10 months
20

Eurozone manufacturing PMI (right)
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Inflationary pressures continue to build: the consumer
price index (CPI) has moved from -0.3% to 3% over the past
year. Ex-energy and food, the increase is less pronounced
with the core CPI having risen from 0.2% to 1.6%. Most
of this inflation should prove temporary, resulting from a
surge in demand after the economic reopening and
bottlenecks/disruptions in the supply chain.
During the last ECB meeting, President Christine
Lagarde explicitly stated that “the lady isn’t tapering”. In
reality, however, as done already many times in the past,
the ECB is reducing its PEPP transactions by the week. Ms
Lagarde is thus tapering – but not tightening. A stance that
is normal at this stage of the cycle, and not a risk for the
market. In this context of firm growth and central bank
tapering, interest rates may have seen their bottom and
can be expected to move gradually back up. Meanwhile
though, support from the EUR 807 billion Next Generation
plan has only just begun to be rolled out, with peripheral
countries to be the major beneficiaries.
The 2nd quarter earnings season is over and, following
the astounding final quarter of 2020, again proved a positive
surprise. Two-thirds of Europe Stoxx 600 companies beat
consensus EPS estimates (an even higher 85% in the US),
cyclical companies continued their comeback vs. defensive
peers and visibility seems to have improved markedly, with
70% of companies upping their guidance.
Europe Stoxx 600 2021 EPS growth expectations began
the year at +32.7% and have been revised upward month
after month, reaching +62.7% at the end of July. This trend
is a global one: MSCI World 2021 EPS growth expectations
have increased from +20.3% to +46.9%. As regards 2022,
BRUELLAN - PANORAMA - Q4 2021

EPS growth expectations are firm at around +10% for most
developed markets.
Considering the strong current and future earnings
growth, the risk pertaining to valuations is not relevant.
Besides, with 12-month forward earnings expectations
progressing more rapidly than stock prices, valuations
are receding. Over the last 12 months, the Stoxx 600 index
has gained arroung 20%, while its price/earnings ratio has
declined from 19x to 16.3x. Cyclical companies have also
started to boost their dividends, a thematic that should
continue through 2022.
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In conclusion, the Chinese deceleration should affect
European growth, especially on the manufacturing
side. But the economy is looking strong and the risk
of lockdown now very unlikely, thanks to high vaccination
rates amongst the “at risk” population. Pockets of
inflation will persist for quarters (even years in the case of
semiconductors), but most of the price pressure due to
supply-side bottlenecks should subside. In a context of
normalised inflation, low or negative interest rates, solid
earnings growth (probably alongside rising dividends and
share buybacks), risky assets and especially cyclical regions
such as Europe should be favoured.

Florian Marini, Chief Investment Officer
Anick Baud, Senior Fund Manager
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UNITED STATES
Although the wave of Delta variant infections has weighed on the recovery, it is only a timing
issue from an economic perspective – and does not change the big picture. The labour market
should continue to normalise towards the end of the year. The corporate sector is enjoying very
favourable conditions.
US personal consumption (in USD bn, annual data)
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O

ver the past two months, the Delta variant has
put increasing strain on intensive care capacity in the
Southern states, where the vaccine-averse cohort is
greater. Seven-day average daily deaths have climbed
from a couple of hundred in July to closer to 2,000
recently.
This surge in Delta infections has dampened the
development of outdoor dining, hotel occupancy and
air traffic. This has translated into a temporary pause
in the labour market recovery. In the leisure and
hospitality sector, there was no net new job creation
in August, causing overall payrolls to significantly
undershoot expectations. Other sectors have suffered
similar spill-over effects: the backlog of elective
surgeries remains for instance very high.
The hit from the Delta variant to economic activity
is limited, since no meaningful restrictions have been
reintroduced. GDP growth expectations have been
trimmed somewhat, but the expected 5.9% pace for
2021 remains healthy. The Delta wave will soon start to
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dissipate, demand and hiring will follow with a small
lag, and the whole episode will prove a small blip in
the continuing recovery. The abrupt slowing of the
labour market is nonetheless significant with respect to
monetary policy, as the Fed is expecting to see
substantial further progress towards its inflation and
employment goals.
It is important to note that this recent standstill in
leisure and hospitality jobs – relatively lower-paid ones
– is the main reason for the strong increase in hourly
earnings. But even after adjusting for these distortions,
wage growth remains strong.

« The productivity outlook is very
positive, which is an important
mitigating factor for fundamental
inflation. »
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As regards the inflation outlook, unit labour costs –
rather than wages – are the more important indicator. If
wages rise in line with inflation and labour productivity
growth, then real unit costs remain stable. Wages can grow
slower or faster for extended periods without impacting
inflation. It is only persistently increasing real unit labour
costs that unavoidably exert upward pressure on prices.
Average hourly earnings growth and unit labour costs
12
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Capex investment is a significant component of the
productivity equation. The economic growth cycle
of the last decade was rather asset light. This prior
underinvestment, combined with the current environment
of rising commodity prices and wages, should boost orders
for capital goods. The recovery thus far has been relatively
uneven, and some pandemic beneficiary categories will
continue to see demand wane. The productivity outlook is
very positive, which is an important mitigating factor for
fundamental inflation.
There is today a significant disequilibrium in the labour
market, which stands to persist for some time. Boosted
unemployment benefits of USD 300 per week have kept
supply in check, even as demand soared. These benefits
expired in early September and the labour participation
rate, which has remained below pre-pandemic levels,
should move back closer to normal towards the end of the
year, assuming the Delta wave dissipates as expected.
Stock markets have performed well on the back of
strong profitability, despite valuation drifting down
slightly. The S&P 500 index is posting a 20% gain
year-to-date, closely followed by the Russell 2500 (which
consists of smaller companies), up 15%. On the whole,
company results have persistently and significantly
exceeded expectations, a trend that begun already
early last year. Though the fastest year-on-year revenue
and profit gains are now behind us, the outlook remains
healthy.
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S&P 500 EPS growth is still unusually high, expected at
24% for the next 12 months. Soon thereafter, growth should
normalise towards a single-digit rate. At 20.7x forward
earnings, valuation is not low – but not unreasonable
either. The forward price/earnings ratio started the year
at 22.7x, and has since subsided despite increasing stock
prices, thanks to a 33% progression in forward earnings.
All told, the economic environment remains very
favourable for essentially all sectors, even though supply
chain issues do continue to cause problems. From an
investment point of view, the biggest risks pertain to the
inflation outlook and discount rates, rather than any
fundamental issues.

Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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ASIA
The Chinese property market is in serious trouble, with everyone waiting for the government to
once again step in and save the day.
Chinese fixed asset investments in real estate
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A

s the impact of pandemic-related global
stimulus packages continues to fade, many economies
are now approaching a more normal course. For China,
this means that authorities once again need to address
the issues pertaining to excessive non-productive
investments – which have been the main driver of
GDP growth for two decades. Over the past month,
Evergrande (the largest property developer in China)
has entered a death spiral and is now very close to
defaulting. The company faced difficulties already
earlier this year but was expected to survive thanks to
asset sales. Since then, however, many of its highly
valued assets, such as the electric vehicle
development
company,
have
collapsed.
Today,
Evergrande is effectively bankrupt, with other smaller
Chinese property developers following suit.
Everyone has been expecting the Chinese
government to step in, which indeed does seem
inevitable given the massive USD 300 billion in
liabilities just on Evergrande’s balance sheet. Debt load
is one of the main issues here, but it is also important
to note that the company owes money to contractors
and suppliers, who are already asking for immediate
payment. This is a difficult problem to solve even for the
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government, since Evergrande’s major source of ongoing
funds have been presales of apartment units. This form
of financing is practically dead, with few clients willing to
buy a unit that might be finished in 2-3 years – when the
developer is effectively insolvent.
Chinese per capita consumption expenditure and disposable
income (in YoY %)
20
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Confidence issues in the real estate market may have
spill-over effects on the overall economy. Evergrande
has already stated that its sales will drop significantly in
September and it is safe to assume that this trend
will continue in the 4th quarter. Pressure on home
prices is one thing but, combined with halted projects
and the effect on employment, consumption should
soon also take a hit too. Thus far we have not seen any
deceleration, but this might become reality during
winter. All depends on the government’s response and
the inevitable restructuring of property developers’
liabilities.
Chinese outstanding corporate & social borrowing and
shadow banking social financing growth (in YoY %)
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40

Chinese outstanding social
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– and very creatively – accumulated debt. The central
government has maintained very high GDP
growth rate targets for years while simultaneously
trying to curb leverage in local government balance
sheets. This is obviously nonsensical, as there cannot be
high GDP growth without ever-increasing lending for
property and infrastructure investments. The solution has
been to direct lending through off-balance sheet “wealth
management
products”,
leaving
official
figures
within the limits set by the central government. Local
authorities have also benefited from the real estate
bubble, receiving a lot of funds over the years from
very inflated land sales. This is something that
cannot be overlooked when analysing the state of the
Chinese economy. The property sector is a real problem,
much bigger than the ongoing “big tech” regulatory
oversight. This is not the first time that China is facing a
possible hard-landing scenario. So far, authorities have
been able to avoid it through micro-management. In
our opinion, they will act sometime soon, even if
somewhat unwillingly, and thus postpone the collapse.
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Petteri Pihlaja, Fund Manager
Antti Tilkanen, Advisor
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« Confidence issues in the real estate
market may have spill-over effects on the
overall economy. »
There is nothing surprising about China’s
property bubble. Over the years, many economists have
pointed out the unsustainability of the sector’s growth.
More astonishing has been the Chinese government’s
seemingly endless ability to kick the can down the road.
Its usual response has been to create yet another
“bad bank” and pretend that there is no problem
whatsoever in the real estate market. Ironically enough,
this attitude has led market participants to take even
greater risks, the general opinion being that if home
prices drop even just a little, the government will make
sure they rebound. Any government-sanctioned serious
drop in home prices would most certainly decimate a
large number of “investors”.
Going forward, it will be important to monitor total
borrowing growth, including the shadow banking
segment. The issue is not limited to the property
sector, with local governments having also notoriously
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FIXED INCOME
The economy is showing signs of losing steam but growth should remain positive in the coming
months, which will probably lead government rates to rise moderately. We expect credit spreads
to remain low and would add exposure on weakness.
Global yield by segment: government, corporates (IG &
high-yield) and emerging (USD & local currency)
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DEVELOPED MARKET SOVEREIGNS

Major government bond markets posted positive returns Selected 10-year nominal government bond yields
in the 3rd quarter, thereby regaining more ground after the
4,0
losses experienced during the selloff of early 2021. The 7- to
10-year maturity segment of US Treasuries is down ca. 2% year3,0
to-date, compared to a loss of almost 6% at the end of the 1st
UK
2,0
US
quarter.
1,0
Looking ahead, economic growth is likely to soften but
Germany
Japan
remain positive, which will allow the Fed to withdraw some
0,0
of the monetary stimulus enacted because of the pandemic.
-1,0
The US central bank has announced that, absent a negative
Switzerland
surprise, it will start diminishing the size of its quantitative
-2,0
easing in November, with a view to ending balance sheet
2016
2017
2018
2019
2020
Source: Bloomberg, Bruellan
expansion in the middle of next year. The first rate hike can be
expected at the end of 2022 or early in 2023.
US Treasuries are now pricing in fewer rate hikes than implicitly forecast by policymakers and most observers. Their
valuation therefore appears somewhat rich, warranting a cautious stance. Central banks globally are starting to switch to
a less accommodative policy stance, which favours the long end of the curve relative to shorter maturities. The most likely
scenario, in our view, is a modest bear-flattening of the major government curves. Still, nominal government bonds would
be our safe haven of choice should risky assets undergo a major correction. We also continue to diversify our exposure
across the major markets, notably by holding Chinese government bonds.

INVESTMENT GRADE CORPORATES

We favour carry strategies in investment grade credit and US and pan-European corporate option-adjusted spreads
await a correction to add exposure.
300
Valuation in investment grade credit is rather unappealing,
with spreads over government bonds having narrowed to ca.
250
US IG corporate spread (bps)
0.8% in the US and Europe. That said, credit remains supported
by the benign economic outlook and the still-accommodative
200
monetary policy. We thus expect investment grade credit to
150
continue to outperform government bonds over a one-year
horizon, but with this outperformance being driven by carry
100
more than by a tightening of spreads.
European IG corporate spread
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HIGH-YIELD CORPORATES

High yield spreads have tightened to below 3%. We await a
correction to add.
High yield spreads over government bonds have
declined to approximately 2.8% on average, a level last seen
in 2007 before the Great Financial Crisis. Although the high
yield universe is of higher quality today, and the economic
outlook broadly positive, valuation is rich. We therefore have a
neutral stance and await a market correction to selectively add
exposure.

US and pan-European high-yield option-adjusted spreads
1 000

We are broadly neutral on emerging market (EM)
bonds. Specific hard-currency issuers and a few emerging
currencies offer attractive potential returns.
Hard-currency emerging debt underperformed other
credit segments in the 3rd quarter of 2021, due to USD
appreciation over the summer as well as credit quality
issues in China. EM debt’s average spread over US
Treasuries currently stands at around 3.2% for sovereigns and
3.7% for corporates. We recommend adding issuers that are
relatively solid but whose bonds have suffered from growing
risk aversion. Looking at local debt, several emerging central
banks in Europe and Latin America have hiked policy rates to
contain inflationary pressures, which makes their long-end
bonds and currencies relatively more attractive. With the USD
having moved up in the past months, we recommend carefully
adding some exposure to these countries.
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Barclays emerging spreads & local yield
50
55
60

Emerging
currencies index
(lhs, inverted)

65
70
75
2016

2017

EUR
-0,56
0,81
-0,22
-2,06

2018

1000
900
800
700
600
500
400
300
Emerging
sovereign spread (bps) 200
2019 2020

Emerging
corporate
spread

Source: Bloomberg, Bruellan

Return View
(12m horizon)
CHF
-0,78
0,65
-0,18
n.a.

Spread over Sovereigns (bps)
88
185
381
321
362
n.s.

Source: Bloomberg & Bloomberg Barclays Indices hedged in the respective currency
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ABOUT OUR FUNDS
P R O TE A B A M E U R O P E A N E Q U ITIE S

P R O TE A B A M U S E Q U ITIE S

P R O TE A B A M A SIA P A C IF IC E Q U ITIE S

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
Anick Baud

Fund Managers

Petteri Pihlaja
BAM Team

Fund Managers

Petteri Pihlaja
BAM Team

Fund size

45.9 Million

Fund size

48.8 Million

Fund size

36 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 20%
benchmark

Performance fees on
overperformance over 20%
benchmark

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
Instit.: LU1118008397

ISIN

Retail : LU1118007233
Instit.: LU1118007159

ISIN

Retail : LU1118007829
Instit.: LU1118007589

Bloomberg

Retail : PROBEER LX
Instit.: PROBEEI LX

Bloomberg

Retail : PRBAMRU LX
Instit.: PRBAMIU LX

Bloomberg

Retail : PRAPEXR 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

B R U E L L A N D Y N A MIC TA C TIC A L E Q U ITIE S

P R O TE A BA M S W IS S FA M IL Y E N TE R P R IS E S

Domicile

B R U E L L A N D Y N A MIC SW ISS E Q U ITIE S
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
Anick Baud

Fund Managers

Petteri Pihlaja
BAM Team

Fund Managers

Anick Baud
Florian Marini, CFA, CMT

Fund size

28.4 Million

Fund size

18.6 Million

Fund size

88 Million

Liquidity

Daily

Liquidity

Daily

Liquidity

Daily

Min. Investment

1000 CHF

Min. Investment

1000 EUR

Min. Investment

100 CHF

Management fees

0.8%-1.2%

Management fees

0.8%-1.2%

0.5%-0.8%-1.2%

20%

Performance fees on
overperformance over 20%
benchmark

Management fees

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
Instit.: CH0253810169

ISIN

Retail : CH0019243093
Instit.: CH0281535168

ISIN

Bloomberg

Retail : BDFSECA SW
Instit.: BDFSECB SW

Bloomberg

Retail : BDATACE SW
Instit.: BDATBEU SW

Bloomberg

Custodian

CACEIS

Custodian

CACEIS

Custodian

Retail : LU2099690849
Instit. : LU2099690336
Early Bird : LU2133135843
Retail : PRSFERC LX
Instit. : PRSFEIC LX
Early Bird : PRSFEZC LX
Fund Partner Solutions

Investment Manager

Bruellan S.A.

Investment Manager

Bruellan S.A.

Investment Manager

Bruellan S.A.

Administrator

CACEIS

Administrator

CACEIS

Administrator

Fund Partner Solutions

Auditor

KPMG

Auditor

KPMG

Auditor

Deloitte Audit

Performance fees on
overperformance over
benchmark
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Performance fees on
overperformance over 20%
benchmark
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FOCUS on our new two Luxembourg-registered funds
In June, we launched the Luxembourg version of our two Swiss funds, the Bruellan Dynamic Swiss Equities and the
Bruellan Dynamic Allocation Tactical.
***
Dating back to December 2011 and January 2015 respectively, the Bruellan Dynamic Allocation Tactical and the
Bruellan Dynamic Swiss Equities were the first funds to be launched by the group. In view of their excellent track
record and proven investment strategy, we have decided to offer a Luxembourg version of these funds, making
possible a wider distribution.
The Bruellan Dynamic Swiss Equities is, as its name suggests, a Swiss equity fund. While its investment
universe encompasses the entire Swiss market, a strong emphasis has always been placed on small- and midcap stocks. In most cases leaders in niche markets and at the cutting edge of innovation, these companies often
have growth profiles that are much more dynamic than those of the index heavyweights. Since inception, the fund
has gained 112%, compared to 90% for its benchmark (SPI). In 2020, it was ranked best fund in its category by the
Finanz & Wirtschaft journal.
As for the global equity fund Bruellan Dynamic Allocation Tactical, its investment approach rests on the fact
that the true value of any company is a function of its ability to generate a decent return on capital and sustainable
free cash flow. The fund’s investment process is fundamental and bottom-up, selecting individual companies
according to their long-term business prospects – leaving aside any speculation or market timing. The fund’s
performance since inception stands at 286% compared to 218% for its benchmark (MSCI All-Country World Index). The
fund has a five-star rating from Morningstar.

Anick Baud, Senior Fund Manager
Antti Tilkanen, Advisor

BRUELLAN - PANORAMA - Q4 2021

21

AGENDA
Calendar Q4 2021
Political

Economical

Date

Country / Region

28.10.21

European Union

ECB Rate Decision

28.10.21

Japan

BOJ Rate Decision

31.10.21

UN Climate Change Conference (COP26)

03.11.21

US

FOMC Rate Decision

04.11.21

UK

BOE Rate Decision

15.12.21

US

FOMC Rate Decision

16.12.21

European Union

ECB Rate Decision

16.12.21

UK

BOE Rate Decision

16.12.21

Switzerland

SNB Rate Decision

17.12.21

Japan

BOJ Rate Decision
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WHERE TO FIND US

GENEVE

LAUSANNE

Bruellan S.A.
5, rue Pedro-Meylan
CH-1208 Genève
Tel +41 22 817 18 55

Bruellan S.A.
Rue du Petit-Chêne 18
CH-1003 Lausanne
Tel +41 21 345 80 20

VERBIER

CRANS-MONTANA

Bruellan S.A.
Rue de Médran 16
CH-1936 Verbier
Tel +41 27 775 56 56

Bruellan S.A.
Rue du Pas-de-l’Ours 6
CH-3963 Crans-Montana
Tel +41 27 486 24 24
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