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Volatility has returned to the financial markets 
this year. But that’s nothing exceptional. What 
was exceptional was the smooth stock-market 
rally that lasted throughout 2017. At this late sta-
ge in the macro cycle, it’s normal to see more 
uneven performances as investors adjust their 
monetary policy forecasts.

At the moment, investors are most worried about 
inflation. Although prices have been surprisingly 

slow to rise around the world, investors are on the lookout for the first 
signs of an upturn in wages. For the time being, wage growth is being 
held back by structural changes linked mainly to such factors as the di-
gitisation of the economy. But a rebound nevertheless seems inevitable 
in countries that are close to full employment, like the USA. Geopolitical 
factors have also had an impact on the financial markets recently, with 
tensions escalating again in the Middle East and northern Asia. And, gi-
ven the USA’s ever-expanding trade deficit relative to China, among 
other factors, President Trump has revived the aggressive tone he adop-
ted during his election campaign and is threatening to impose tariffs on 
US imports of certain goods and services. These moves may have more 
to do with negotiating tactics than with a real intention to spark a trade 
war that no country would win. Beyond inflation, the major central banks 
will be keeping an eye on the economic risks of this tough talk and may 
even slow down or put off the much-awaited normalisation of their mo-
netary policies as a result. Luckily, these tensions have resurfaced at a 
time when global economic growth is back on a firm and even track. 

Barring the worst-case scenario of a large-scale trade war, the climate 
is still ripe for equities to outperform, especially against bonds, which 
offer low returns and are exposed to upward pressure on interest rates. 
This pressure is most likely to be felt in Europe, where the policy of zero 
and even negative rates will probably come to an end soon. We are the-
refore reducing our exposure to European bonds in our portfolios and 
increase cash and cash equivalents. After their recent dip, share prices 
are back at more reasonable levels, at a time when corporate earnings 
are rising sharply. Valuations remain more attractive outside the USA; 
they are particularly appealing on European markets, which are still a 
long way from their record highs. Japan also has some catching up to do, 
even though the Tokyo Stock Exchange may face a yen that starts to 
rally. Using forward exchange contracts to partially hedge against the 
yen is therefore no longer the right strategy.

Solid and even growth  
across the globe
Despite the dip in February, global growth should outweigh investors’ fears  
about inflation, monetary policy tightening and even Donald Trump’s restlessness. 
Stock markets still have some good days ahead.

Synopsis

  Donald Trump’s moves may 
have more to do with negotiating 
tactics than with a real intention 
to spark a trade war that no 
country would win.  
Daniel Varela  Chief Investment Officer
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Most market pundits were extolling the merits of a 
Goldilocks economy at the very start of the year, but 
the scenario appears to have changed since then, 
resulting in a much less rosy outlook. Although the 
economy is still growing at a solid rate of at least 3%, 
the spectre of inflation is looming and is threatening 
to stay for good this time. The US Federal Reserve 
has its guard up, ready to raise rates more rapidly if 

its inflation forecast of 1.9% by the end of the year needs to be revised 
upwards. Interest rates have awoken from their slumber, and the market 
has experienced a slump and renewed volatility.

Wages are the Achilles’ heel. More than 300,000 jobs were added last 
month, which is a phenomenal figure. And yet unemployment still sits above 
4%. As more and more baby boomers retire, however, the proportion of the 
working population will shrink again – as it has been doing since 2000. This 
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Wake-up call
United States

In the USA, February was a wake-up call for investors. 
Nevertheless, the US economy is on a firm track, which means 
that investors can still expect the stock markets to climb further. 

A boost from capex

Since last year, 
investment in 
equipment has 
risen sharply in the 
USA, underscoring 
the solid pace of 
economic growth 
in the country.

will cause unemployment to decline further, which should push wages more 
sharply upwards. The unprecedented technological advances of our time 
could make the Fed’s work easier, although this is far from certain. It’s there-
fore worth keeping an eye on the situation. Nevertheless, our market view 
has not fundamentally changed. After some initial signs of exuberance in 
January, investor sentiment has cooled, and the S&P 500 is trading at 17x 
12-month forward earnings compared with last year’s high of 18.5x. We 
are therefore reaffirming our cyclical bias, for three main reasons. Firstly, our 
favourite sector, financials, will benefit directly from interest rate hikes in a 
growing economy. Secondly, the technology revolution could prolong the 
tech sector’s outperformance. And finally, energy and industrials are lag-
ging behind and are less prized by investors. Energy stocks should never-
theless be buoyed by a rise in oil prices, triggered in turn by solid demand in 
emerging markets. And for industrials, economic growth combined with 
capital expenditure should push margins upwards. So it looks like Goldi-
locks has gone home. But the market can reach new highs without her. 

 The US Federal Reserve has its guard up, ready to raise 
rates more rapidly if its inflation forecast of 1.9% by the end 
of the year needs to be revised upwards.  
Daniel Varela  Chief Investment Officer

Source : Morgan Stanley
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Since February, leading indicators have retreated 
from their extreme highs after a long upward trend. 
At this point, we’re not reading too much into this: 
underlying growth remains solid, although it is no 
longer accelerating. As a major exporter, Germany 
has been hit the hardest, which suggests that the 
euro’s appreciation is starting to have an adverse 
effect. The outlook nevertheless looks bright: 

eurozone growth should reach a cruising speed of around 2.3% in 2018, 
which is well above the rate recorded in recent years. The labour market is 
also doing well, and we are starting to see wage growth. This is a welcome 
sign, as it will help to boost consumer spending. Domestic demand will 
continue to be a major growth driver, and there is still some catching up to 
do relative to the USA and Japan. In this upbeat climate, the European 
Central Bank (ECB) has taken a step towards ending its unconventional 
policies by the end of the year.

Europe clings on to growth
Stock markets have been held back by the euro’s strength and the 
resulting downward earnings revisions, but they are still being buoyed by 
economic growth in the eurozone. Stocks are attractively priced, investors 
are bearish and some good investment opportunities should arise. 

Expectations for the UK economy are low, which explains why the country’s 
economic surprise index has fared better than that of the eurozone. Brexit 
negotiations and their still-uncertain impact on the UK economy remain the 
main causes of concern. That said, as long as the talks are heading in the 
right direction and wages continue to rise, the Bank of England should 
keep tightening monetary policy in order to keep a lid on inflation.
The global economy is in good health, yet the stock-market environment 
has been more complicated since investors shifted their attention to the 
rise in interest rates in the USA and the threat of a trade war. Investors 
have become bearish again, which is actually a good thing. Since the euro 
began moving upwards, the resulting downward earnings revisions have 
weighed on European stock markets. We think these revisions are, for the 
most part, behind us, and investors will once again focus on the funda-
mentals, which are still solid. In addition small and mid caps should do 
well in this context. Because they focus more on the domestic market, 
they can fully benefit from the uptick in growth and are much less affec-
ted by the euro’s appreciation. Although they continue to enjoy positive 
momentum, European stocks – with the exception of UK equities – have 
nevertheless lost some of their appeal. 

  Shares are still attractive: more 
than 80% of European companies 
offer higher dividend yields than 
their comparable bond yields.      
Christina Carlsten Analyste-gérante

Europe

Rising demand in the eurozone

After falling sharply between 2010 and 2013, domestic demand has 
grown steadily since 2014, allowing the eurozone to catch up with the 
USA and Japan.

Source : Thomson Reuters, Credit Suisse



The Swiss economy continues to reap the bene-
fits of the solid momentum triggered by economic 
growth worldwide, which has boosted demand 
and strengthened economic activity. Additionally, 
the Swiss National Bank (SNB) still considers the 
franc to be overvalued and is keeping its expan-
sionary policy in place. Given that inflation is 
barely positive, the SNB will no doubt be the last 

central bank to raise rates, which makes Swiss equities even more 
attractive. Small and mid caps continue to outperform large caps, but 
their multiples declined during the February correction and now stand 
at 21x 12-month forward earnings. The SMI index of Switzerland’s 20 
largest caps is trading at 15x earnings. Barring a bubble scenario, it’s 
unlikely that small and mid caps will continue to outperform, and ear-
nings will have to keep beating expectations to justify current prices. 
We continue to take a selective approach to this market and prefer the 
large-cap segment, which offers a multitude of attractively priced 
stocks. Pharma’s popularity may have dwindled somewhat because of 

the threat of biogenerics. But these companies have promising new 
drugs and pipelines, and investors’ confidence should be revived if 
pharmas manage to unlock their full potential. Banking is still an attrac-
tive sector, while insurance companies have outperformed and should 
fall from the top spot once they have paid out their generous dividends. 
Finally, industrials have corrected and offer some good entry points for 
investors interested in long-term structural themes such as electricity 
infrastructure and robotics.
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Investors are wrong  
to abandon the SMI

Switzerland

Large caps currently offer more attractive multiples than small 
and mid caps. Within the SMI, pharmaceuticals and banks are 
particularly appealing.

  Industrials have corrected 
and offer some good entry points 
for investors interested in long-
term structural themes such as 
electricity infrastructure and 
robotics.      
Daniel Varela  Chief Investment Officer

SMI set to bounce back
Small and mid caps 
regularly outperformed 
the SMI in 2016 and 
2017. But the current 
gap in multiples 
suggests that this trend 
will soon be reversed. 

Source : Thomson Reuters Datastream
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Not much has changed on the economic front: 
growth is still firm, even if the momentum seen in 
recent quarters could wane slightly. The slowdown 
in China, which was already on the horizon in 
2017, could set in this year. As Xi Jinping further 
tightens his grip on the country, he is likely to step 
up efforts to reduce debt, bring in additional 
measures to curb pollution and trim the excess 

capacity of certain sectors. As a result, growth should come in close to 
6.5%, dropping 0.5 percentage point versus 2017. We think that a shar-
per slowdown is unlikely because it would most likely be halted by stimu-
lus measures. As we stated in our last report, other countries – like Brazil 
and Russia – should see an uptick in growth after a couple of tough 
years. This should also be the case for India, where economic growth is 
back on track after being kept in check for 18 months by various initiati-
ves that while bringing structural improvements to the economy over the 
longer term caused some pain in the past quarters.

Emerging markets have more 
catching up to do
The worldwide economic recovery, the gradual tightening of monetary 
policies and the absence of inflation continue to buoy emerging markets, 
where valuations are still very attractive.

This year should be a calm one for central banks. Most of them are get-
ting ready to raise rates, but without any urgency, since there isn’t much 
inflationary pressure. Against this very favourable backdrop, the greatest 
threat seems to come from the political world and the specter of a trade 
war. Although it’s not our core scenario, escalating protectionism on 
various fronts would have adverse effects across the globe. However, we 
think that recent statements and positions may have more to do with 
negotiating tactics than with a real intention to put up barriers to trade. 

If our analysis is right, we should continue to see heightened volatility, with 
stock markets moving slowly but surely upwards and with emerging mar-
kets faring better than developed countries. The reasons for emerging 
markets’ advantage have not changed. Firstly, valuations are lower than in 
the developed world especially the USA, and the earnings outlook is posi-
tive, fuelled by stronger growth. Secondly, the lack of any real inflationary 
pressure means there is little risk of overly aggressive monetary policy 
tightening, which would take some of the wind out of emerging markets’ 
sails. And finally, the dollar’s softness is an impediment to capital flight, 
which would hurt fund inflows and, in turn, emerging stock markets. 

Unsurprisingly, we are maintaining our constructive view. We still prefer Asia, 
especially since the two countries with the biggest stock markets in Latin 
America are preparing for elections, the outcomes of which remain unclear. 

  Emerging-market valuations 
are lower than in the USA, and the 
earnings outlook is positive, fuelled 
by stronger growth than in the 
developed world.      
Michel Salomon Analyst-Manager

Emerging markets

Playing catch-up

Emerging-market multiples are still lagging behind those of global equities. 
However, the gap is likely to narrow somewhat thanks to the positive earnings 
outlook and stronger economic growth than in developed countries.



Economic data are still upbeat overall, despite 
some negative month-on-month base effects. 
January figures for manufacturing output were 
particularly disappointing after December’s 
excellent readings. 

Unemployment is near record lows and the job-
to-applicant ratio, which reached 1.59 by end-

2017, has continued to rise. However, wage growth has been despera-
tely slow off the mark. The ‘good’ news is that companies are finding it 
increasingly difficult to recruit and are being forced to improve their 
terms of employment in order to attract new hires. This is reflected in 
various statistics, such as the increase in fixed-term contracts. Moreo-
ver, women’s labour market participation rate has risen sharply in recent 
years. This positive trend should also lead to major changes in consumer 
spending (e.g. online shopping).

Immigration, which has long been a sensitive issue in Japanese society, 
seems to be increasing. It could be one of the solutions to the country’s 
ageing population and help to slow cost-push inflation. 

Although household income is not going up, surveys suggest that 
consumers will be more and more inclined to increase their spending in 
the coming months. The outlook for growth in the next few years is still 
solid, with a GDP growth forecast of 1.3% in 2018 and 1.5% in 2019.

Recent developments – such as the dip in the US market, trade tensions 
and the expected normalisation of Japan’s monetary policy – have 
pushed the yen slightly higher, giving investors another reason to sell 
Japanese stocks. A rapid rise in the yen above parity with the US dollar 
would hit exporters relatively hard. But such a sharp increase seems 
unlikely given the targets that the Bank of Japan (BoJ) has set itself. The 
BoJ could very well intervene in the foreign exchange markets, which 
leads us to think that the yen’s rally will be short-lived.

If the financial-market uptrend takes root, the Tokyo Stock Exchange 
could ultimately be buoyed by recent major sell-offs by foreign investors 
and the substantial underexposure of US investment funds. Exposure to 
Japanese stocks is very low, as are forecasts. We think this is a good 
combination: positive surprises are more likely when expectations are 
low, and this can trigger a buying wave. 

8

Attractive entry points
Japan

The disparity between the health of Japanese companies – despite the 
yen’s appreciation – and foreign investors’ lack of interest in Japanese 
stocks has created numerous buy opportunities.

  If the financial-market uptrend 
takes root, the Tokyo Stock Exchange 
could ultimately be buoyed by recent 
major sell-offs by foreign investors 
and low expectations for the 
Japanese market.      
Yas Higuchi Analyst-Manager
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After several calm months – if not years – Q1 
2018 was a reminder that fixed-income invest-
ments still present some risk. Most bond markets 
have recorded negative returns this year, and daily 
price fluctuations have been much wider than we 
have become accustomed to. This new configu-
ration was caused by fears of a surge in inflation 
as wages rise in the USA. Salaries can be expec-

ted to go up when an economy is nearing full employment and at this late 
stage in the macro cycle. They are actually increasing quite slowly and 
probably being held back by major structural changes in the economy, 
such as the rise of online shopping and digitisation. 

For the time being, US inflation has not surged but is edging closer to the 
Fed’s 2% target; the Fed can therefore continue to very gradually tigh-
ten monetary policy. US ten-year yields are nearing the psychological 

Investors faced  
with renewed volatility
After staying away for some time, volatility was back on centre stage 
in February. This was a harsh reminder for investors, who had perhaps 
forgotten that risk comes at a price, even with bonds.

Modest growth in wages

Compared with the 
peaks recorded in 
recent years, wage 
growth remains 
relatively moderate 
in the USA. This 
has held back both 
inflation and the 
Fed’s normalisation 
of monetary policy.

threshold of 3%. But we don’t think that yields will rise rapidly beyond 
that level, and we expect US long-term yields to level off. Interest rates 
in Europe remain close to zero and could well do some catching up des-
pite the fact that inflation is surprisingly low. With the uptick in volatility, 
emerging-market debt in local currency has put in a positive year-to-
date performance. We still recommend diversifying with this segment, 
which offers major upside potential.

  For the time being, US inflation 
has not surged and is edging closer 
to the Fed’s 2% target; the Fed can 
therefore continue to very gradually 
tighten monetary policy.      
Daniel Varela Chief Investment Officer

Bonds

Source : Thomson Reuters Datastream



Hedge funds have bounced back this year and 
have even posted the best performance among 
the main asset classes. This represents a break 
with recent years when, in similar circumstances, 
they did not live up to expectations. As the chart 
below shows, they have done well not only 
because they were firmly protected against the 
downturn but also because they participated 

more in the upside – which, crucially, they had failed to do previously. 
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Back to the future
Alternative funds

The recent surge in volatility underscores the advantages of 
alternative strategies. During the stock-market correction in 
February, managers were able to show that they can limit their 
losses in downward phases.

A stellar performance
The performance 
of the HFRX Equity 
Hedge Index 
compared with the 
MSCI World shows 
that alternative 
managers have 
successfully met their 
objectives so far this 
year, by tapping into 
market upturns and 
limiting losses during 
downturns.

This positive trend started last year. But it is much more obvious now 
that volatility has returned, highlighting the asymmetric performance 
delivered by alternative strategies. This rebound is closely linked to the 
greater dispersion among returns, which prompted us to become more 
bullish starting in spring 2017. Share prices are now affected more by 
company fundamentals than by macroeconomic factors or fund flows, 
so active management strategies and stock-picking are paying off. Des-
pite a recent rebound, we expect correlation levels to remain low, which 
will prolong this favourable environment.

Rising bond yields are starting to be a worry for hedge fund investors. 
However, we don’t think this is anything to write home about. The uptick 
in short-term rates is actually good for performance and enhances the 
return on liquid assets. What’s more, correlation with long-term rates is 
negative, which means that alternative funds tend to earn money when 
rates rise. We therefore don’t share the fears of certain market opera-
tors and remain bullish on this asset class.

  Share prices are now affected more 
by company fundamentals than by 
macroeconomic factors or fund flows, 
so active management strategies and 
stock-picking are paying off.      
Léonard Dorsaz Analyst-Manager



The main commodity currencies (Australian dollar and Norwegian krone) 
have been hit by the customs tariffs announced by Washington on cer-
tain products. Nafta countries seem to have been spared for now, but 
the currencies of other exporting nations will continue to be weighed 
down by the threat of tariffs. Past correlations between commodity pri-
ces and currencies don’t seem to apply at the moment. That being said, 
the bright economic outlook should continue to support iron ore prices 
and boost the currencies of the countries concerned as their current 
account balances improve. 

The relative weakness of the Swedish krona can be explained by the 
widening gap between Sweden’s current account and that of eurozone 
countries. The Swedish government has had trouble putting in place a 
less accommodative fiscal policy, which has also prevented the currency 
from making any headway.
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Sentiment on the US dollar is solidly bearish, and 
none of the news coming from the USA suggests 
this trend will reverse. Certain members of Trump’s 
inner circle aren’t convinced by the president’s 
decisions, and some of his closest allies have 
even stepped down because they don’t agree 
with the current occupant of the Oval Office. 
Recent statements have had some influence on 

the dollar. The greenback’s softness could in fact make it easier to gra-
dually bring US monetary policy back to normal, i.e. through further rate 
hikes. Yet the resulting rise in European yields could upset the ECB’s 
efforts to stimulate the economy and inflation. The ECB may then have 
to put in place a series of measures to protect European interest rates 
from US monetary policy. Such moves would of course be bad news for 
the single currency, which is still very popular.

Stirling is at the whim of expectations of a rate hike by the Bank of England 
and developments on the Brexit front. We nevertheless think that the pound 
has already priced in a large part of the bad news since it hit a low last sum-
mer. If economic data were to point to an ongoing recovery in the UK eco-
nomy, the pound’s rally could be long-lasting. Investors seem more bullish 
on the pound than on the US dollar, as shown by speculators’ neutral bias.

The US dollar is being pulled down by low US inflation, 
political instability within the Trump administration and fears 
of a trade war with China. And the greenback’s softness 
could indirectly complicate matters for the ECB.

Downward pressure  
on the dollar

  The ECB may have to put in place 
a series of measures to protect 
European interest rates from US 
monetary policy.      
Yas Higuchi Analyste-gérant

Currencies

Upside potential
Oil

Oil prices, which have fared very well in recent years, could have some 
more surprises in store. After reaching levels of excessive optimisms, 
investor sentiment relative to crude oil has started to wane. But investors 
are not excessively bearish. In the short term, a further consolidation can-
not be ruled out, but that’s without factoring in current inventory levels in 
the USA, which are at record lows. The risk of a sharp rise in output in the 
USA is real. But according to some estimates, growth in global demand 
combined with oil companies’ limited spare capacity following investment 
cuts in recent years should help prevent any market imbalance.  

If robust demand keeps oil prices firm, this would be an excellent oppor-
tunity for companies to ramp up their capex programmes. After all, it 
takes about four years for the impact of an investment decision to be felt 
in terms of output. So the consequences of the capex reduction should 
soon be upon us.
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