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E D I TO R I A L

OUT OF THE FRYING PAN
INTO THE FIRE ?
Just as we were finally coming out of the disruptive phase of
Covid, a devastating war started on European soil. Following
the January pullback, when risky assets were repriced on
account of changing interest rate expectations, the war
is serving as a catalyst for further disruption. Sanctions
on Russia are much broader than initially anticipated, and
Europe and the US are united in applying them.
The probability of a shutdown of energy exports (oil and
gas) is low. The setting being one of a forced buyer (EU) and
a forced seller (Russia), any significant disruption would
imply a lose-lose outcome. The only time Russia stopped
its energy exports was in 1941, upon being invaded by
Germany. A hypothetical European sanction cutting energy
importations would result in an immediate recession on the
continent, that could prove lasting, since central banks have
no remedy for such a situation. Throwing unlimited liquidity
into a market in need of energy would be of no effect.
The (direct and indirect) economic implications of the
sanctions on Russia are broad, and observable mainly in
the commodity channel (energy prices in particular) and
inflation data. The European economy will be the most
affected.
If the war is circumscribed to Ukraine and there is no major
disruption in energy flows within Europe, which is our
central scenario, the post-Covid economic recovery should
continue – albeit with lower growth and higher inflation.
The fact that economies have just reopened, with the
pandemic “ending”, should also help mitigate the shock.
Signs of improvement are especially tangible in the services
area. Worldwide manufacturing PMIs are stable, but the
services figure is up sharply year-to-date (from 51 to 53.9)
and the number of countries in expansionary territory has
broadened from 75% to 95%.

globally would be no less than the best annual rate of the
past decade, save for the 2021 “recovery” year.
Prices surged in the aftermath of the Covid crisis, when
recovering demand met with still disrupted global supply
chains. These logistical issues had begun to dissipate, and
inflation expectations to decline, when the war in Ukraine
poured more oil on the fire via the commodity channel. As
such, even though logistics (e.g. delays in harbours) and
some supply chains continue to improve, commodity-driven
inflation will postpone the normalisation of price indices.
Commodity market imbalances, be they in energy, base
metals or agriculture, will last for a long time. As regards
gold, the sanctions against the Russian central bank will
push other banks to diversify their reserves into other
assets, such as gold (e.g. China with USD 1,000 billion of
Treasury bonds).
Central banks have started to implement more restrictive
monetary policies and lower growth/higher inflation
will not change their objective. The Federal Reserve
(Fed) is expected to hike its deposit rate from 0.25% to
1.5%. The European Central Bank (ECB) will likely keep
rates unchanged but terminate its massive bond buying
programs (PEPP and APP). All other central banks are also
in tightening mode, save for the Peoples’ Bank of China
(PBOC). This desynchronisation is interesting because,
if the PBOC succeeds in supporting its own economy, the
Chinese engine will help the global economy (especially
Europe) in the second half of the year. Overall, we are in
a tightening environment, but not restrictive enough to
significantly slow down the global economy (indeed cause
a recession).

As for 2022 growth estimates, they are not surprisingly
coming down. Global GDP growth is currently projected
at 4%, but further downward revisions – and significant
disparities – are to be expected. While adjustments stand
to be limited in the US (from the current 3.6% estimate),
the old continent should undergo significant downward
revisions. From 4.2%, the 2022 growth estimate for the
Eurozone has already been cut to 3.4%. It will likely end the
year considerably lower (a conservative assumption would
put it between 2.5% and 2.8%). Still, 2.8% GDP growth in
the Eurozone would remain above potential, and ca. 4%

The latest quarterly earnings seasons ended on a very firm
note, with a large number of companies beating estimates
globally. 2022 EPS growth expectations remain firm at 5%
for the MSCI World. Such solid earnings growth, during
times of equity market correction, translates into improving
valuation metrics. The world equity forward price/earnings
ratio has backed down from 19x to 17x since the onset of the
year. This development is even more striking in Europe, with
valuation having improved from 18.4x to 13,5x.
In conclusion, while near-term visibility is all but precluded
by the conflict, the 12-month picture remains constructive
– absent a long-lasting commodity shock. The aftermath
of the conflict should be slower, but still firm, growth,
inflation that is higher for longer than expected, central
bank tightening and supportive earnings growth. Most
companies are not seeing their order books shrink. Rather,
they are finding it challenging to meet the strong demand.
From a sector allocation perspective, energy, gold and
commodities more broadly should remain out of imbalance,
supporting firm prices. Strong free cash flow generation

and the perspective of increasing dividends (even in the
event of a marked drop in the crude price to, say, USD 85)
add to the appeal of companies in these sectors. Aerospace
and defence are also to be overweighted, as a decade of
investment awaits them. And the re-nuclearisation of
Europe could be an investment theme, via some utility and
uranium names. The strive for energy independence will
accelerate the “green” transition, making wind, solar, hydro
and batteries interesting. Once the situation has stabilised,
insurance and bank stocks should continue to perform
well, thanks to sound balance sheets in a rising interest
rate environment (real estate being a notable exception).
We stick to our neutral stance on Technology, given its rich
valuation. Finally, from a regional point of view, it is difficult
to overweight Europe in the current circumstances. We
continue to prefer the US. Commodity-rich regions such as
Brazil, that enjoy a natural hedge against inflation, are also
worth considering.
Florian Marini, CFA, CMT
Chief Investment Officer
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MARKET PERFORMANCE
Economic Indicators (25.03.2022)
Real GDP %

Stock Markets / Total Return & Valuation
Inflation %

Debt
% GDP

PMI

Current
Account % GDP

Budget
% GDP

Unemployment %

USD

Interest rates

EUR

CHF
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-3,4

-9,4

4,2

1,0%

2,5%

S&P 500

-4,3%

-0,9%

-2,3%

-1,9%

18,3

20,1
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0,6%
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20,9

16,8

Euro Gov. 7-10 Years
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Market Performance (from 31.12.2021 to 25.03.2022)
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Sectors / Returns & Valuation (Leading PE)
USA

Europe

World

-10,4%

-17,5%

-11,8%
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World

AGAINST USD (%)

AGAINST CHF (%)

AGAINST EUR (%)
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AUD

AUD
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19,3%

32,7%

CAD
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-4,6%

19,9

16,9
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ALLOCATION GRIDS
Global Asset Classes
Overweight
Stocks

Marketweight

Underweight

•
•

Bonds

Gold

Bonds

•

Main Drivers

Risks

The aftermath of the conflict should be slower,
but still firm, growth and inflation that remains
high for longer than expected.		

European ban on energy.
Global spillover of the conflict.

Developed
Sovereigns

Bond yields should stabilise and move back
into positive territory.

Even higher inflation than is currently
priced in.

Corporates (IG)

Gold remains attractive in a context of
negative real yields. PBOC diversification
of its Treasury holdings could serve as a
catalyst.

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

High-Yield

•

Cash

Overweight

Emerging

Marketweight

Underweight

•
•
•
•

Main Drivers

Risks

Government yields now price in a plausible
path of monetary tightening and should
remain stable during the coming months.

Yields could correct upwards if investors price
in more monetary tightening.

Credit bonds have suffered: solid issuers
should be bought during bouts of risk aversion.

A dramatic downward revision of growth
expectations may hurt risky assets.

Caution is warranted, with a neutral stance
maintained on the riskiest corporations.

High-yield bonds could suffer more if the
USD appreciates further.

The currencies and bonds of commodity
exporters are attractive, in particular those
of countries where the central bank has
hiked rates.

Emerging countries that need to import food
and energy may experience difficulties.

Equities
Overweight
US

Europe

Switzerland

Asia Pacific
ex-Japan

Japan

Marketweight

Underweight

Main Drivers

Risks

•

The US household sector is a healthy driver
of consumption demand. Corporate profitability also remains strong.

A prolonged period of high inflation,
amid continued supply shocks.

•

2022 GDP growth projections for Europe
stand to be revised down from 4% to
2.5-2.8%, still above potential.

European ban on energy.
Global spillover of the conflict.

•

Following the sharp first quarter decline,
valuations of Swiss equities, especially smalland mid-caps, are again becoming attractive.

The current situation is fraught with uncertainty.
Any scenario could be challenged if Russian oil
and gas imports are stopped.

•

Valuations are low, after an indiscriminate
and exaggerated selling wave. And further
fiscal stimulus is to come.

Growth slowdown and worsening economic
imbalances.

•

Increased stimulus lies ahead, to counter
the sluggish consumption and output.

Stagflation.

Currencies
Overweight

PANORAMA Q2 – 2022

Underweight

EUR vs USD

•

With the Fed expected to be more hawkish than the ECB, the USD should continue to
appreciate.

EUR vs CHF

•

Despite an already significant upmove, valuation metrics (such as the Producer Purchasing
Power Partity) continue to point to CHF appreciation.

USD vs CHF

•

Neutral view, although the interest rate differential is now moving in favour of the USD
(to be confirmed by a break of the 0.94 resistance).

EUR vs GBP

•

Both the interest rate differential and central bank policy should support the GBP,
but upside is limited.

EUR vs JPY

•

Neutral view: with the EUR now expensive against the JPY, its appreciation potential is limited.

USD vs GBP

BRUELLAN

Marketweight

•

PANORAMA Q2 – 2022

The Fed is leading the monetary tightening move, closely followed by the BOE. As such,
the USD should appreciate against the EUR.
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SWITZERLAND

The low level of trade elasticity suggests that the exchange rate bears relatively little importance
for exporters4

BACK TO THE OLD WORLD?

Pharmaceuticals
Textiles

Rising inflation, falling GDP growth expectations, the Swiss franc at a record against the euro:
this is what the Swiss economy is facing at the end of the first quarter, even as the war in Ukraine
intensifies. In a seemingly inextricable geopolitical context, Swiss equities appear to have some
appreciable virtues.

Watches
Paper & Printing
Electrical Equipment
Food products
Vehicles
Medical Technology
Chemicals

Just when the skies were clearing ahead of spring – lifting
of health restrictions, receding supply chain disruptions
and the promise of a return to pre-Covid life – the Kremlin
leader’s expansionist impulses brought havoc. More than
a month into the conflict, a scenario that no one dared
envisage just a short time ago is taking shape and Europe
is watching with dismay a war of invasion take place on
its soil, with dramatic consequences. Although the direct
economic impact for Switzerland is relatively modest,
economic interdependence with Russia and Ukraine being
rather weak, indirect consequences are multiple and will
likely weigh on our economy.
Given this new situation, and not surprisingly, the various
Swiss institutes have cut their full-year GDP growth
estimates. While wealth creation of over 3% was still
anticipated recently, expectations have been slashed and
now stand in the 2.5-2.8% range. The large number of
uncertainties due to the international situation means that
these figures could drop further.

Similarly, inflation projections, that reached +2.2% in
annual terms in February, a high since October 2008, have
been revised upwards considerably to reflect the surge in
commodity prices – a direct consequence of the conflict
between Ukraine and Russia. In February, for example,
the energy component accounted for almost half of this
increase. While the gradual easing of supply bottlenecks
following the pandemic had brought about hopes that
inflation would peak in the first quarter, an acceleration in
the second quarter is now foreseen, with the 2% mark most
likely to be exceeded for the full year. Although very high by
historical standards, price increases in Switzerland remain
modest by international standards. This is mainly because
of the strength of the Swiss franc, which has mitigated the
surge in the price of imported raw materials, oil notably.
According to a study by the “economiesuisse” 1 umbrella
organisation, if one US dollar cost CHF 1.70, as it did in
2001, a move in the price of a barrel of oil from USD 30
to USD 120 would imply a price in Switzerland of CHF 153.
With a 0.92 exchange rate, however, a barrel of oil costs

In real terms, the Swiss franc is far from a high against the euro
1.7
1.6
1.5
1.4
1.3
1.2
1.1
1.0

Machinery
Electrical engineering
Measurement & Control instruments
Metal
Plastic
0

0.1

0.2

«only» CHF 83. But the strength of the franc is not the
only factor. Switzerland also has other advantages, such
as greater energy efficiency. According to this same study,
the country requires half as much energy as Germany to
produce the same quantity of goods and services, which
helps minimise the impact of its energy bill.

To get back to the real level of 2015,
the EUR/CHF would have to move to 0,95
Another consequence of the war in Ukraine for the Swiss
economy is the appreciation of the Swiss franc against the
euro. On 7 March, for the first time ever, and for a few hours,
the exchange rate dropped below parity. While the Swiss
franc has never been this expensive against the euro, its
relative stability against other major currencies suggests
that it is more a matter of the euro falling than of the franc
rising. That said, the Swiss National Bank (SNB) does not
seem concerned by the current EUR/CHF rate. It has done
relatively little in recent weeks to counter the move. Indeed,
the inflation differential between Switzerland and Europe
somewhat tempers the franc’s strength. In real terms, the
EUR/CHF rate is where it was in 2017. All other things being
equal, to get back to the real level of 2015, the EUR/CHF
would have to move to 0.95, which for the time being does
not seem to be a major worry for exporting companies. The

0.3

0.4

0.5

0.6

sensitivity of domestic firms to Swiss franc appreciation
should indeed not be overestimated; the low level of trade
elasticity2 suggests that the exchange rate level is relatively
unimportant for exporters, at least those in categories with
high value added and boasting significant pricing power3.
In a context of a return to the world of old, with war
and inflation again part of daily life, Swiss equities do
nonetheless appear to have some very interesting qualities.
In addition to the fact that, like their international peers,
they have undergone a sharp correction and now trade at
valuation levels close to the 10-year historical average, the
relatively defensive nature of the Swiss index, with heavy
exposure to health and consumer staples names, offers an
interesting protection. The considerable pricing power of
Swiss companies, especially small- and mid-caps, that are
often leaders in niche markets, is also to be appreciated in
such times.
A close eye will, however, need to be kept on the economic
health of our neighbours and main trading partners. For if
the German industry were to start coughing badly, Swiss
companies are all but certain to catch a cold.
Anick Baud, Senior Fund Manager
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2 This elasticity indicates the percentage point change in exports if the EUR/CHF exchange rate changes by one percentage point,
assuming constant economic growth abroad.

EURCHF, Spot

3 “Swiss Economics: What EUR/CHF at 1.00 means for the Swiss economy”, Credit Suisse, mars 2022.
4 Source Credit Suisse.

1 « Pourquoi la hausse du prix du pétrole ne se répercute-t-elle pas plus fortement en Suisse ? », economiesuisse, march 2022.

BRUELLAN

PANORAMA Q2 – 2022

PANORAMA Q2 – 2022

BRUELLAN

12

EUROPE

Eurozone goods and services CPI: the impact of
commodity price inflation is much greater on goods
than on services

“DIPLOMACY WITHOUT ARMS IS LIKE
MUSIC WITHOUT INSTRUMENTS” (FREDERICK THE GREAT)

20

1200

In 2012, the sovereign debt crisis led to the implementation of numerous mechanisms to restore financial stability in Europe. In 2018, the global economic crisis brought about closer economic cooperation
between EU countries. And this year, in the space of just three weeks, the conflict in Ukraine has
given rise to unprecedent cohesion among the 27. EU members have not only chosen to speak as one
in sanctioning Russia and supporting Ukraine, but also changed their policy on energy – aiming for
independence – and defence – wanting a common and stronger effort. Europe is changing profoundly,
for the long term.
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Eurozone manufacturing and services PMI

DJ Stoxx 600 Europe valuation: on a forward price/
earnings basis, the market looks attractive
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In response to the high energy prices and other consequences of the war, the ECB has cut its 2022 GDP growth
forecast from 4.2% to 3.7%, which still seems very optimistic.
A more conservative assumption would put it between 2.5%
and 2,8%.
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The coronavirus crisis taught EU leaders that, to avoid
supply disruptions, part of the production chain must
be repatriated, especially when it comes to sensitive
and valuable components such as semiconductors. The
German Minister for Economy Affairs, Peter Altmaier,
stressed in 2021 that “we must act if we want to preserve
our technological sovereignty”. A few months later, the
conflict between Russia and Ukraine is teaching Europe
that energy independence is of paramount importance to
economic sovereignty and that, to be heard and respected,
one needs a strong defence.

historical events, including the Cold War, energy continued
to flood to Europe. The EU currently imports 30% to 40% of
its gas, and more than 20% of its oil, from Russia. As Qatar’s
Minister of State for Energy Affairs, Saad Sherida al-Kaabi,
stated: “There is no single country that can replace that kind
of volume, there isn’t the capacity to do that from LNG”.
A hypothetical European sanction cutting energy imports
would result in an immediate recession on the continent, that
could prove lasting, since central banks have no remedy for
such a situation. Throwing unlimited liquidity into a market
in need of energy would be of no effect.

Sanctions on Russia are much broader than initially
anticipated, and Europe and US are united in applying them.
For the European economy, the consequences are significant
and come mostly through the commodity channel.

Europe is therefore considering a diversification of its energy
imports, a postponement of denuclearisation, a faster move
towards green energy, and brown financing. To this effect,
the EU is planning to unveil a massive issuance of bonds to
finance energy and defence. Governments in Europe are also
planning to shield consumers from part of the energy price
surge (gas and gasoline).

The only time Russia stopped its energy exports was in 1941,
upon being invaded by Germany. During all other major

BRUELLAN

The economic environment before the war was supportive
and will help withstand this shock. The manufacturing PMI
continues to point to firm growth and the economy’s second
engine, services, has just been reignited with the post-Covid
reopening of activity. Corporate balance sheets are healthy
and consumers are also relatively unleveraged – as well as
enjoying a solid labour market, with unemployment (6.8%)
at its lowest point since the creation of the EU.

PANORAMA Q2 – 2022

A hypothetical European sanction cutting
energy imports would result in an immediate
recession on the continent, that could prove
lasting, since central banks have no remedy
for such a situation.
Inflation indices have skyrocketed, a move which, not
surprisingly, is mostly due to energy prices. The CPI has
reached 5.8%, although the core index, at 2.7%, is not that
far above the ECB’s 2% target. Splitting the CPI between its
goods and services components is even more striking, with
a 7.3% progression rate for goods vs. 2.5% for services. This
surge in inflation is not the consequence of an overheating
economy, but the result of a supply shock in the face
of strong demand. We expect the pressure to recede
somewhat during the coming quarters (e.g. oil price to fall
back to ca. USD 80-90) but remain high because of the
structural imbalances – exacerbated by the war.

PANORAMA Q2 – 2022

Such inflationary pressures combined with still solid (albeit
being revised downwards) growth expectations, mean that
the ECB must follow its script and taper monetary policy.
It has decided to terminate its pandemic bond buying
programme (PEPP) at the end of March, which amounted to
EUR 20 billion per week. It intends to continue with its asset
purchase programme (APP), but at a slowing pace (shifting
from EUR 40 billion per month to EUR 20 billion by June).
The market is discounting a 50 pb rate hike before the end
of the year, but this seems to us very unlikely and more of
a perspective for 2023. So, while monetary policy is indeed
tightening in Europe, it cannot yet be considered restrictive.
2022 EPS growth expectations remain firm and have even
been revised up to 10%, from 4% at the onset of the year.
This move is likely to reverse going forward, but because of
margin pressures rather than revenue concerns. Order books
are full, cashflows solid and companies have improved their
balance sheets. Valuation metrics are very attractive (even
if earnings expectations are lowered). The DJ Stoxx 600
Europe forward price/earnings ratio has backed down from
18x at the 2021 peak to 13x today.
In conclusion, this supply shock comes at a time of solid
economic growth, a post-Covid services comeback, a strong
labour market, sound consumers and healthy corporate
balance sheets/cashflows. Still, growth will be lower
and inflation higher than initially expected. The fact that
Chinese policies are turning accommodative, in contrast to
developments elsewhere in the world, should also help the
European economy during the second half of the year. The
equity market should remain very volatile, but the outlook
and valuation are constructive on a 12-month horizon.
Florian Marini, CFA, CMT
Chief Investment Officer
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U N I T E D S TAT E S

PERSISTENT INFLATION?
Inflation stands to remain elevated for some time. Easing supply-side tensions and greater labour
participation will be the mitigating factors to monitor – alongside monetary tightening. Last year’s
steady valuation compression has continued, indeed even accelerated, during the past few months,
with index multiples now approaching recent history averages.
The inflation outlook continues to be the most prominent
topic when it comes to the US economy. The recovery from
the pandemic saw demand increase rapidly in a context
of supply bottlenecks, with the situation on the latter
front improving only very slowly. Continued Covid-related
lockdowns in important Chinese trade hubs mean that
supply chains for the more complex products sold by US
companies will remain sustainably problematic.
US inflation and labour market conditions were already
abnormal coming out of the pandemic. The sanctions
following Russia’s invasion of Ukraine are now intensifying
commodity markets distortions. China’s response to the
war, as well as its own economic slowdown, adds further
layers of complexity and will have a significant bearing
on the outlook for the US. That said, the US economy is
relatively sheltered from the negative effects of warrelated sanctions, given its self-sufficiency in fossil fuels.
Although the commodity intensity of US output has fallen
markedly over the last decades, deteriorating price stability
is a negative for economic activity overall – while a windfall

for some. All these uncertainties make the Fed’s monetary
policy tightening path a low-visibility one.

Producer prices of goods and services

Forward P/Es of S&P 500, Nasdaq and Russell 2500
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Financial conditions in the US have been tightening rapidly
for some time already. The 30-year average mortgage
rate has moved up to 4.3%, and real wages are falling
because of the inflation wave. This is hurting consumer
sentiment, which has dropped to levels not seen in a
decade. Consumption demand is not overly worrisome,
however. Household balance sheets are in good shape and
bolstered by the extraordinarily high savings rate of the
past couple of years. The debt service ratio has started to
improve (from record low levels) and the household debt/
disposable income ratio is down to levels last seen in 2002.
While the surge in job openings has levelled off, the labour
market remains tight. Unemployment is nearing prepandemic lows and hourly wages have been growing at an
annual pace of ca. 5%, with wage pressures partly offset by
increasing workforce participation.
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Taking into consideration their healthy balance sheets and
the labour market situation, households seem relatively
well positioned to withstand the current supply shockdriven inflation.

Households seem relatively well
positioned to withstand the current
supply shock-driven inflation.
While inflation will not be this high indefinitely, there is
significant uncertainty as to whether it will ease over the
next few months or remain more durably elevated. Many
companies are seeing input prices move up and their ability
to pass on these increases to their customers will make
a significant difference should exogenous inflationary
pressures persist. This applies to goods rather than
services, which tend to suffer less from supply chain issues.
Producer prices have been accelerating for goods, while
services inflation has flattened somewhat.

US GDP growth expectations
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The Nasdaq index has suffered a steeper decline, following
previously overstretched valuations. The high-growth
companies in ecommerce, fintech and software that were
buoyed by the pandemic and easy monetary policy have
definitely gone out of fashion, while the largest Nasdaq
constituents are coming under lesser pressure. The index’s
forward price/earnings ratio currently stands at 25x, which
coincides with the pre-pandemic peak – still somewhat
above the historical average. While an expansion back up
to last year’s (over 30x) levels is unlikely any time soon,
the recent correction has increased the attractiveness of
higher-growth names, whose valuations stand to benefit
from the eventual easing of inflationary pressures.
Petteri Pihlaja, Advisor
Antti Tilkanen, Advisor

Even so, the earnings outlook remains rather positive for
US companies in aggregate. The abnormally high profit
growth coming out of the pandemic continues to gradually
subside, but S&P 500 EPS growth for the next 12 months is
still seen at ca. 17%. Valuations have continued to recede,
albeit at a rather much faster pace during the first months
of 2022 than was the case last year. At 18x, the forward
multiple is now almost in-line with its 8-year average, an
undershooting being of course possible depending on
inflation shocks, geopolitics, etc.
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ASIA

HOW IS CHINA TACKLING THE PROPERTY
MARKET CRISIS?

Chinese 70 cities: prices of newly-built commercial
residential buildings YoY Average (CHHEAVG Index)

Chinese outstanding corporate and social borrowing
YoY (CNLZOCSY Index)
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China is taking its usual supply-side measures to stabilise the real estate market. Investments and
leverage will continue to increase, with no true economic restructuring in sight.
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There are no easy solutions when all market participants are
excessively leveraged. The best-case scenario would involve
the central government managing to maintain order and
stability, while large developers work through their balance
sheets. In such a scenario, we would see little (if any) growth
in prices, while overall volumes would remain subdued for a
long period. For even in this “optimal” situation, it would take
years to restructure developers’ balance sheets. Who will
have to bear the ultimate cost is also an obvious question.
Usually, this falls upon taxpayers, and it is a safe bet that will
be the case here too.
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China continues to tackle several structural economic
issues, alongside the property crisis and ongoing coronavirus
lockdowns. The National People’s Congress (NPC) just
convened to address these issues and set the guidance for
the rest of 2022. The government’s GDP growth target is
important factor to consider, not because it is a meaningful
number in itself but because it sets the tone for economic
rebalancing. As we have pointed out several times over the
years, the Chinese economy has grown much too fast and
most of this growth has been “empty” (i.e. generated by
non-productive investments). If Chinese leaders were to
allow markedly slower GDP growth (1-2% for instance) over
a period of several years, this would signal their willingness
to accept short-term economic distress and at least offer
the possibility of a controlled economic restructuring. Yet
the 2022 target having come out of the NPC is 5.5% – a
rate that is clearly way too high and signals that the usual
economic growth drivers will dominate at least throughout
this year.
Economic stability is important because the Party will
convene in the fall to approve the next 5-year plan, beyond
rubber-stamping, as expected, Xi Jinping’s third term. The
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limit on terms served by Chinese presidents was abolished
back in 2018 and this will be the first time a term is officially
extended. One would assume Xi is interested in staying in
power indefinitely, such that no drastic economic changes
are to be expected before fall. That said, more colourful and
ambitious goals might be set during the Congress once the
President has solidified his position.
The Chinese property market remains weak despite the
easing of many restrictions on lending and mortgages. Real
estate prices are an important proxy, as most of household
wealth is tied to this bubble. The market is not exactly in
the collapse mode that prevailed during the second half of
2021, but it is clear that confidence is not very high right
now. A real estate bubble is very difficult to crack because
of wealth effects but also market psychology. For years,
the government stepped in instantly when problems arose,
fuelling yet more speculation. Any sign of weakness in pricing
or volumes led to increased investments through leverage,
deepening the underlying problem. Allowing big developers
such as Evergrande to default on some of their obligations
is all about sending a message that the central government
will no longer necessarily be there to bail everyone out.
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being implemented will stabilise the housing market to some
degree, meaning that no massive crash is to be expected
anytime soon.
In short, the government is following its usual method for
dealing with bubbles and this should not change drastically in
the near-term. It remains to be seen whether policies evolve
following the National Congress in the fall. A conceivable but
unlikely perspective.
Petteri Pihlaja, Advisor
Antti Tilkanen, Advisor

A real estate bubble is very difficult to
crack, because of wealth effects but also
market psychology.
Activity in general is somewhat sluggish right now in China,
and the government is introducing several measures to
boost the economy. Tax cuts are being granted to smaller
companies, alongside rate and required reserve ratio cuts
aimed at increasing lending. Measures specific to the
property market include easing down payment requirements
for first-home buyers, relaxing developers’ access to pre-sale
funds and lowering mortgage rates. All these measures are
of the usual micro-management type, focused on the supply
side. To really have a positive long-term impact, the central
government should concentrate on improving demand.
This is easier said than done, as it would require a shift of
wealth from the state-owned sector to the private sector.
And as we have increasingly seen over the past 20 years,
China is taking the opposite direction: less private freedom
and greater central control. Still, the supply side measures
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FIXED INCOME
The war in Ukraine creates additional downside risks to growth and upside pressures on prices. Most
central banks are withdrawing stimulus but may not need to hike rates as much as expected by investors.
We see opportunities in credit and emerging markets.

Global yield by segment: government, corporates
(investment grade & high yield) and emerging
(USD & local currency)
8

Federal Reserve balance sheet and federal funds
target rate

Waiting for the right moment to add credit exposure.
Credit markets started 2022 with a correction. The average
spread between investment grade credit and government
bonds moved up from ca. 1% to 1.25% in the US and even
1.5% in Europe, the latter standing to be more impacted
by the war in Ukraine and economic sanctions. High yield
spreads also widened to ca. 3.6% in the US and 4.3% in
Europe. The war will probably give rise to episodes of risk
aversion, with sharp increases in credit spreads. That
said, these will probably offer buying opportunities as
credit remains supported by strong fundamentals and
still-accommodative monetary policy. We expect credit to
outperform government bonds over a one-year horizon.
Short-term high yielding debt appears especially attractive
at current levels.
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The Fed began hiking rates in March and implicitly forecasts
a full year increase of ca. 1.5%, a rapid pace that betrays
concerns about economic overheating. US Treasuries are
pricing in a similar scenario, which makes us think that the
short-end of the curve is fairly valued – and might become
attractive if a negative economic surprise warrants a
slower pace of tightening. Nominal government bonds
are 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.
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DEVELOPED MARKET
SOVEREIGNS
Price increases continued to surprise on the upside at the
onset of the year, leading both investors and central banks
to project a much faster pace of monetary tightening in
2022 and in turn causing a dramatic correction in major
government bond markets. The 7- to 10-year maturity
segment of US Treasuries is down ca. 5.5% year-to-date,
while European counterparts have lost ca. 4%.

DEVELOPED MARKET CORPORATES

HARD-CURRENCY EMERGING
MARKET DEBT
Selected 10-year nominal government bond yields
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Commodity exporters should perform well.
Hard-currency emerging debt has experienced highly
divergent fortunes so far this year. Given the war and
sanctions, issuers linked to Russia, Byelorussia and Ukraine
are posting abysmal returns. Countries that import food
or energy have performed poorly, with the supply of such
commodities likely to be disrupted. Conversely, commodity
exporters are liable to see increased demand as buyers
need to find alternatives to Russia.
We maintain exposure to Asian high yield markets after the
Chinese authorities having belatedly signalled their intention
to address investor concerns and remedy the credit crunch
that is spreading throughout the real estate sector.
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US and pan-European high yield option-adjusted
spreads
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LOCAL CURRENCY EMERGING
MARKET DEBT
Barclays emerging spreads & local yield

Emerging currencies offer attractive potential returns.
Local currency-denominated emerging debt has performed
relatively well, with several emerging central banks having
hiked policy rates to contain inflationary pressures –
increasing the relative attractiveness of their long-end
bonds and currencies. Valuations remain cheap following
the negative returns posted by many emerging currencies
in 2020 and 2021. We thus recommend carefully adding
some exposure to local emerging debt, especially that of
commodity exporters. One exception is the Chinese renminbi,
which may depreciate as monetary policy is eased.
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BRUELLAN FIXED INCOME PROJECTION
Segments
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Return View
(12m horizon)
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DISCLAIMER
This publication is for private circulation and information
purposes only. It does not constitute a personal recommendation or investment advice or an offer to buy/sell or an
invitation to buy/sell any security or financial instrument.
The information and any opinions have been obtained from
or are based on sources believed to be reliable. Bruellan
uses its best effort to ensure accuracy. Nevertheless, information, opinions and prices indicated herein may change
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of America or to a US Person.
This marketing communication may not be reproduced (in
whole or in part), transmitted, modified, or used for any
public or commercial purpose.

GENEVA

LAUSANNE

VERBIER

CRANS-MONTANA

Bruellan S.A.
5, rue Pedro-Meylan
CH-1208 Genève

Bruellan S.A.
Rue du Petit-Chêne 18
CH-1003 Lausanne

Bruellan S.A.
Rue de Médran 16
CH-1936 Verbier

Bruellan S.A.
Rue du Pas-de-l’Ours 6
CH-3963 Crans-Montana

Phone +41 22 817 18 55
www.bruellan.ch

Phone+41 21 345 80 20
www.bruellan.ch

Phone +41 27 775 56 56
www.bruellan.ch

Phone +41 27 486 24 24
www.bruellan.ch

Bruellan SA is FINMA regulated.

SOURCE OF GRAPHICS
Bloomberg and Bruellan SA.
Bruellan SA is FINMA regulated.
© 2022 Bruellan SA – Copyright

BRUELLAN

www.bruellan.ch

PANORAMA Q2 – 2022

PANORAMA Q2 – 2022

BRUELLAN

PANORAMA IS ALSO AVILABLE ONLINE
WWW.BRUELLAN.CH

