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Sentiment on the global economy has waned 
considerably among the public, or at least among 
those in the know. In recent years, there have ra-
rely been so many articles about the risk of a re-
cession. This is because the macro cycle is matu-
ring and has even become the longest on record 
in certain countries, like the USA. But it is also 
because the US yield curve has inverted, another 
sign that the cycle is nearing an end. 

But with consumer spending on the rise, we think these fears are over-
blown. Spurred by the drop in unemployment and the increase in wages, 
consumer spending is doing well across the board and has yet to be 
dragged down by the more lacklustre manufacturing sector, which has 
been hit hard by the US-China trade war. These tensions have weighed 
on manufacturing confidence around the world and caused capex to sli-
de, but they could ease as Donald Trump gets ready for the campaign 
trail and his re-election bid in late 2020. The Middle East has also mo-
ved back into the spotlight as another source of geopolitical tensions. 
The global economy, made fragile by the US-China trade spat, is clearly 
in no shape to deal with an oil crisis.

Central banks, especially those in the world’s main economic regions, 
are having to take steps to counter these political uncertainties. Inflation 
remains under control, so interest rates are being cut almost everywhe-
re. Some central banks have also started injecting money into the eco-
nomy again, including the European Central Bank (ECB), which has an-
nounced a new asset purchase programme. As a result, Swiss and 
eurozone sovereign bond yields are among those that have plummeted 
to new lows. Negative yields have become more widespread on the ca-
pital markets, except in certain countries, like the USA and Italy, and in 
some riskier segments of the bond market. We have therefore increased 
our weighting in US corporate bonds and reduced our exposure to 
European and Swiss issues.

Other asset classes can provide an attractive alternative to the paltry re-
turns offered by bonds. Equities offer the best prospects, since valua-
tions are still reasonable on a historical basis. Real estate should also fare 
well in the current environment. On top of Swiss real-estate funds, which 
are included in CHF-denominated portfolios, we have added internatio-
nal real estate to all of our investment profiles through a specialised fund. 
In terms of currencies, the euro will be under pressure in the short to me-
dium term due to the aggressive stimulus planned by the ECB, and the 
Swiss National Bank will have to take steps to prevent the franc from gai-
ning too much ground. The US dollar should do well given that both nomi-
nal and real interest rates are negative in Europe. Emerging currencies 
still offer some upside, especially if the trade tensions ease.

Politics is holding back  
the macro cycle
In today’s tense climate, where fears are often overblown, central banks 
are once again the ones calling the shots. Monetary policies are as loose  
as ever, which is not good news for bond yields.

Synopsis

  Swiss and eurozone sovereign 
bond yields are among those that 
have plummeted to new lows. And 
negative yields have become more 
widespread on the capital markets, 
except in certain countries, like the 
USA and Italy, and in some riskier 
segments of the bond market.  
Daniel Varela  Chief Investment Officer
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The economic uptick that investors had been hoping 
for won’t materialise in the second half of the year – 
at least that’s how things look at the end of the third 
quarter. Macroeconomic indicators have deteriora-
ted instead, mainly because of the unexpected 
escalation in the US-China trade war. Growth esti-
mates for the fourth quarter and for 2020 will almost 
certainly be revised down as a result. And the chan-

ces of a recession in the USA have gradually increased.
Despite all this, we still don’t think a recession is on the cards – at least 
not for the next 12 months. Most models that forecast a contraction in 
US GDP focus on the yield curve, which represents the spread between 
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No recession in our scenario
United States

Although some indicators point to a risk of recession, like the decline in the manufacturing 
PMI, it’s still too early to worry about the US economy contracting. While it makes sense  
to revise down certain forecasts, economic fundamentals are still firm.

S&P 500 – the winning deciles

As the study by BCA Research shows, the best returns are generated right 
at the start and the end of an upward phase of the stock-market cycle, in 
the first and last deciles. 

Source : BCA Research

three-month and ten-year government yields. The yield curve inverted 
back in May – something that has always happened before past reces-
sions. But this time around, interest rates on sovereign debt continue to 
move further into negative territory; this skews things by creating extre-
mely high demand for US debt and compressing the long end of the 
yield curve. What’s more, the Fed has cut interest rates twice this year in 
an effort to improve things. And it is expected to trim rates for a third time 
before the end of the year. 

Other economists sounded the alarm when the manufacturing PMI 
dropped below the 50 mark, entering contraction territory. We don’t 
think this indicator is particularly useful either when it comes to predic-
ting a recession in the USA, where manufacturing accounts for only 
15% of GDP. Demand in the services sector, which is the main driver of 
growth, is still robust. The same is true of consumer spending, which has 
proved to be particularly resilient. There are other factors that also lead 
us to rule out the risk of an imminent recession: the country is at full 
employment, purchasing power is on the rise and interest rates are low. 
It will therefore take more than a temporary contraction in manufactu-
ring output to plunge the world’s largest economy into a recession. 
There are, of course, a number of economic and geopolitical uncertain-
ties to take account of in the short term. But these have actually stopped 
investors from becoming overly optimistic – another factor that sug-
gests that the country’s stock markets will continue to gain ground. 
Whenever stock markets are in an upward phase of the cycle, the best 
returns are achieved just after a recession or just before the next one, as 
investors give way to euphoria. We don’t think we’ve reached that point 
yet, which is why becoming bearish too early could prove very costly. 

  Other economists sounded the 
alarm when the manufacturing 
PMI dropped below the 50 mark, 
entering contraction territory. 
We don’t think this indicator is 
particularly useful when it comes to 
predicting a recession in the USA, 
where manufacturing accounts for 
only 15% of GDP.      
Daniel Steck Analyst-Manager
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After picking up nicely in 2016 and 2017, the euro-
zone economy is losing momentum. The slowdown 
has been sharper than would normally be expected in 
the middle of the business cycle, sparking fears of a 
possible recession. The main reason for this is no 
doubt the renewed political uncertainty, which can 
mainly be put down to the escalating trade conflicts 
between the USA and China. Things are also strained 

within Europe, where Brexit-related tensions have had a major impact. The 
manufacturing sector has been put under severe strain, while domestic indi-
cators, such as consumer confidence and the services PMI, are still heading 
in the right direction. Although a recession seems unlikely at this point, euro-
zone growth is below the target set by the European Commission and infla-
tion expectations are at an all-time low despite the rise in wages. 

The ECB to the rescue 
The new measures brought in by the ECB to boost the eurozone’s lacklustre economy are likely to 
have only a limited impact. But given that interest rates are still at rock bottom, the context allows for 
governments in the region to pour money into investment projects.

The ECB has responded to this slowdown by beginning a new round of quan-
titative easing. This is the right approach, but as the central bank is running 
out of options, a political move in the form of fiscal stimulus would serve as a 
welcome reinforcement. And this idea is starting to take hold, especially since 
the context allows for this kind of stimulus: a number of countries are running 
a primary surplus and can take advantage of rock-bottom interest rates to 
fund investment projects. 
In the UK, it’s still not clear how Brexit will pan out. The chances of a no deal 
have declined since MPs voted to avoid such an outcome, but there are seve-
ral other possible scenarios. A deal could be reached, or Article 50 could be 
extended to leave time for another general election or a second referendum. 
In the meantime, the lack of visibility continues to weigh on capex, which in 
turn has dragged down the UK economy. In this climate, pound sterling is still 
a good way of gauging stress levels. 
After the relatively sharp rise in stockmarkets   since the start of the year, 
valuations are back in neutral territory but continue to be buoyed by various 
factors. The gap between European dividend and bond yields is one of them: 
it has widened even more since yields have dropped in negative territory, 
which further increases the stock market’s appeal. Thanks to their solid 
balance sheets, a number of companies have been able to conduct major 
share buybacks, which has boosted their EPS. It’s worth noting that earnings 
have risen more in the USA than in Europe recently, in part because European 
companies are lagging behind on this front. Finally, eurozone stocks could 
also get a boost from the euro’s recent softness. 
We still recommend having a diversified portfolio of European equities, with 
the core made up of companies with stable business models and robust 
dividends. This should be supplemented by value stocks, which are cur-
rently very attractive. 

  In the UK, it’s still not clear how 
Brexit will pan out. The chances of 
a no deal have declined since MPs 
voted to avoid such an outcome, 
but there are several other possible 
scenarios. A deal could be reached, 
or Article 50 could be extended 
to leave time for another general 
election or a second referendum.      
Christina Carlsten Analyst-Manager

Europe

Widening yield gap 

The gap between European dividend yields and the ten-year Bund yield is 
at its widest since the euro was created in 1999.

Source : Woridscope, Datastream, Goldman Sachs Global Investment Research



The global economic slowdown and heightened 
geopolitical concerns have been a boon for the 
Swiss stock market, which has largely outpaced glo-
bal indexes so far in 2019. The SPI significantly out-
performed other indexes in both May and August – 
months in which stock-market volatility rose sharply 
– as investors made a beeline for Switzerland during 
these periods of uncertainty. 

This was not only because Swiss stocks tend to be defensive. Despite the 
difficult climate and weakening economic indicators, Swiss companies 
have delivered strong results throughout the year, prompting analysts to 
revise up their earnings growth forecasts for 2019.

But this now means that Swiss stocks are the most expensive among 
developed markets. For Swiss equities to make further gains from current 
levels, the global economic climate would have to deteriorate even more, 
which we don’t think will happen. If economic fundamentals stabilise, or 
even improve, and trade tensions between China and the USA ease, this 
could hurt the Swiss market, especially its blue chips, which outperformed 
small caps over the first nine months of the year.
It is worth maintaining a neutral exposure to Swiss equities given the lack 
of short-term visibility. These stocks will provide some protection during 
the periods of stress we expect to see in the coming months. Finally, inves-
tors would be wise not to overlook small caps, which are likely to start out-
performing if the economic climate improves. 
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The market that fares  
well in tough times

Switzerland

Despite the uncertainty weighing on stock markets, Swiss equities have performed 
well, mainly because Swiss companies have turned in solid earnings figures.  
But share prices are already high, so there is limited scope for further upside.

  If economic fundamentals stabilise, or even improve, and trade 
tensions between China and the USA ease, this could hurt the Swiss 
market, especially its blue chips, which outperformed small caps over  
the first nine months of the year.      
Daniel Steck Analyst-Manager

When volatility soared 
in May and August, SPI 
stocks significantly 
outperformed their 
MSCI World peers.

Volatility provides an unexpected boost

Source : Bloomberg 
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The volatility cycle in the third quarter was similar 
to that seen in the previous one, as trade tensions 
eased in the second month then escalated again 
during the last. The trade war, which has been 
going on for over a year now, has turned into a 
never-ending series of repeated words and 
actions, making it feel a little like the film “Ground-
hog Day”. As tweet after tweet pours forth, it is not 

easy to keep track of the tariff rates in place and the amount of imports 
they affect. This back and forth makes it challenging to position in the 
short-term or to say with conviction how likely a deal could be. 
As in other regions, emerging-market economies have continued to gra-
dually lose steam. The manufacturing sector has fared particularly poorly, 
while services and consumer spending have held up well so far. Several 
central banks in emerging markets, including those in Indonesia and 
Russia, have cut interest rates this year ahead of the Fed or the ECB. The 
People’s Bank of China has trimmed its reserve requirement ratio seven 
times since early 2018, went on to reform its loan prime rate, and let the 

The art of the deal 
On the whole, emerging markets have held up well despite the 
ongoing trade tensions. As the negotiations have dragged on,  
China has taken steps to shore up its economy.

yuan lose ground in order to soften the blow. These coordinated measu-
res led to a rebound in China’s credit impulse, which had fallen in 2017 
and 2018, and could also provide a boost to emerging-market econo-
mies in general.
So what does the rest of 2019 have in store for these countries? Their 
stock markets would respond well to a trade deal, even a temporary one. 
However, China seems to have hardened its stance since early August, 
despite of the olive branch offered recently by President Xi Jinping. In 
fact, its American opponent is so unpredictable that there is little incen-
tive for the Chinese government to agree to a hasty compromise – after 
all Trump or his 2020 successor could reject whatever deal that is rea-
ched at any moment. Meanwhile, China has managed to draw out the 
talks for more than a year, which gave it time to halt its deleveraging cam-
paign. It is now far better equipped for a long battle, a stance Xi Jinping 
made quite clear in early September. If the US wanted to clinch a deal at 
this point, Beijing could possibly demand more concessions from Trump, 
who is gearing up for his re-election campaign. 
Shall we expect the negotiations to break down? The chances of a deal 
being reached are low, but so are those  of a further escalation in ten-
sions, especially since the impact of the tariffs are starting to be felt in the 
USA. In light of recent developments, it is important to remain cautious 
and be prepared for the prospect of a world with persistent customs bar-
riers. However, given the measures taken by central banks and the fact 
that emerging-market valuations remain attractive – both relative to 
other regions and on a historical basis – we believe there is limited down-
side risk and that these markets could surprise on the upside in the event 
of a deal before year-end. 

  The trade war, which has been 
going on for over a year now, has 
turned into a never-ending series 
of repeated words and actions. As 
tweet after tweet pours forth, it is 
not easy to keep track of what tariff 
rates are actually in place and the 
amount of imports they affect.      
Ed Yau Analyst-Manager

Emerging markets

An uptick in credit

The measures taken by the Chinese authorities last year provided a rebound 
in credit, which should, in turn, help to drive up manufacturing output.



While central bankers in Europe, the USA and China 
are bringing in stimulus measures, the Bank of Japan 
(BoJ) has kept surprisingly quiet in recent months.
Japan’s manufacturing sector continues to be drag-
ged down by the tariffs on Chinese goods and the 
uncertainty weighing on corporate spending. 
Machine tool orders, a key indicator of the health of 
Japan’s economy, were down once again in August 

and have plummeted a total of 42% over 17 months. These declines are 
similar in length and scope to those recorded during previous recessions. 
The services PMI is still above the 50 mark, but consumer confidence conti-
nues to wane, as illustrated by the decline in department store sales in July. 
Saying that the time is not right for a sales tax hike would be putting it 
mildly. The VAT increase in 2014 sent Japan into recession, even though 

8

Sales tax hike –  
a questionable timing

Japan

Numerous economic indicators have deteriorated in Japan, and the 
sales tax hike planned by the government may only make things worse. 
What’s more, Shinzo Abe has few options left to soften the blow.

Orders plummet
Over the last 17 months, 
machine tool orders 
have plummeted 42% 
in Japan. This is likely to 
cause GDP to contract in 
the near future.

  The services PMI is still above the 50 mark, but consumer confidence 
continues to wane, as illustrated by the decline in department store 
sales in July.      
Ed Yau Analyst-Manager

the machine tool orders were on the rise. This time the sales tax hike may 
well be the straw that breaks the camel’s back, as the Japanese eco-
nomy has already been weakened considerably by the trade tensions.
Stock-market valuations are still attractive, with a P/E ratio well under the 
long-run average. The ten-year bond yields in Japan are at -0.25% while 
the dividend yield is reaching 2.12%, making a record spread of 237 
basis points. However, the strong yen remains a hurdle for exporting com-
panies, which still assumed a rate of JPY/USD 109-110 on average. 
When it comes to loosening its monetary policy, the BoJ does not seem 
to have many options left. The sales tax hike scheduled for 1 October will 
probably be combined with measures aimed at limiting the negative 
impact on the economy. The timing of this hike is questionable – let’s 
hope the Japanese government will do a better job with the timing of its 
fiscal stimulus.
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Bond markets continue to thwart expectations as 
the long-awaited rise in yields moves further out 
of reach. Over the summer, long-term yields plun-
ged to record lows in Europe and Japan, mainly 
because of geopolitical tensions and the escala-
tion in the US-China trade war, which have dam-
pened the economic outlook. This prompted an 
about-turn in monetary policies, and most central 

banks, including the two biggest, are now looking to stimulate growth. 
The Fed has lowered interest rates, and the ECB had no choice but to 
start injecting money into the economy again.

These central bank moves mean that yields are now negative on close to 
USD 17 trillion in bonds – an unprecedented figure that was unimagina-
ble not so long ago. And while inflation is still largely under control around 
the world, the risk of deflation is clearly not on the cards. As most bond 

Positive yields  
are becoming scarce
The rise in bond yields is proving elusive. With economic growth 
stalling once again, central banks have had to bring out the big guns 
and inject massive amounts of liquidity into the system.

USD 17 trillion in negative-yielding bonds
It’s another new 
record: successive 
rate cuts by central 
banks have brought 
the volume of 
negative-yielding 
bonds to nearly 
USD 17 trillion, 
which is equivalent 
to US GDP.

yields – especially those in Europe – are not high enough to offset cur-
rent or future inflation, we prefer bonds that still offer a positive return. 
This is the case for the US market, and we are particularly bullish on 
inflation-indexed Treasuries. Corporate bonds also still have upside 
potential, as we think the fears of a recession are overblown. We are the-
refore increasing our exposure to this segment by investing in ultra-
short term US high yields via a specialised fund. 

  These central bank moves mean 
that yields are now negative on 
close to USD 17 trillion in bonds – 
an unprecedented figure that was 
unimaginable not so long ago.      
Daniel Varela Chief Investment Officer

Bonds

!

  Global supply of negative-yielding debt (in USD trillions)



Systematic strategies – and especially trend-fol-
lowing strategies – have delivered the best 
returns in recent months. Despite market volati-
lity, these funds have managed to keep up their 
momentum, boosted mainly by the solid outper-
formance recorded by growth investment styles 
and the accelerated decline in interest rates. 
Macro funds also did well, primarily because of 

falling bond yields. Other strategies had a tougher time and ended the 
period down slightly, although the rotation begun in September has pro-
ven to be good for long-short equity managers.

The current cycle is atypical. Central bank interventions have caused 
sovereign bond yields to fall into negative territory, prompting investors 
to go for riskier assets. Portfolios probably therefore carry more risk and 
offer less protection than they did in the past. But we think that certain 
alternative funds can provide the protection needed for proper portfolio 
management. And long-short equity funds more than most: they can 
soften the blow caused by market declines, and even if they don’t gain 
as much as their underlyings during uptrends, they do outperform over 
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Seeking decorrelation  
from risk assets

Alternative funds

In this atypical macro cycle created by central bank policies, alternative funds 
are appealing because they are decorrelated from risk assets. This can help to 
reduce risk levels within portfolios.

The protection afforded by volatility funds
Volatility funds have a 
convex relationship with 
risk assets. Although 
their performance is 
neutral during uptrends, 
they generate gains 
during downtrends. 
Each point represents 
a monthly return. The 
horizontal axis is for 
equities and the vertical 
axis for the fund. To give 
an example, the highest 
point indicates a month 
in which equities lost 4% 
but the fund gained 22%.

the long term. Systematic funds can also add value during downtrends. 
They cover a number of different asset classes, so they tend to deliver 
positive returns during both market corrections and rallies, which means 
they are worth holding onto throughout the cycle. But certain volatility 
funds can offer the best protection. The chart below shows how they 
perform during different market phases. Although their performance is 
neutral during uptrends, they generate gains during downtrends. This 
makes these strategies an attractive complement to other asset clas-
ses, and we are gradually increasing our allocation.

  Systematic funds can add value 
during down trends. They cover a 
number of different asset classes, so 
they tend to deliver positive returns 
during both market corrections and 
rallies, which means they are worth 
holding onto throughout the cycle.      
Léonard Dorsaz Analyst-Manager
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Speculation low on the dollar
Despite the Fed 
chair’s firm stance, 
long positions on 
the dollar are still 
relatively low. If 
economic signals 
improve, the 
greenback could 
rise further.

manages to win over Fed Chair Jerome Powell or pushes him to resign. 
Emerging currencies also have upside potential, although much will depend 
on how the Chinese yuan moves and whether the trade war subsides. The 
fate of the pound, another weak currency, will also depend on political 
developments: it could gain ground if the risk of a no-deal Brexit fades.

Central banks are back in stimulus mode, which 
means they are loosening their monetary policies. 
One of their aims – albeit unspoken – is to weaken 
their currencies. After all, when a country has to kick-
start a stalled economy, devaluing its currency is 
often one of the most effective tools available. But 
our 21st-century world is extremely interdependent 
and countries’ business cycles are very much in sync, 
so currency devaluation often turns into a zero-sum 

game between the main economic regions. Countries or currency regions that 
weaken their currencies get to reap the benefits in the short term but then 
have to face the retaliation. This is typically what happens in a currency war.

Given that interest rates are negative and the ECB has announced another 
asset purchase programme, the Fed’s measured response is unlikely to 
prevent the dollar from gaining ground. That is unless President Trump 

Central banks’ policy loosening has triggered another currency war, 
and Jerome Powell’s refusal to back down is likely to lift the dollar.

A strong dollar by default?

  But our 21st-century world is 
extremely interdependent and 
countries’ business cycles are very 
much in sync, so currency devaluation 
often turns into a zero-sum game 
between the main economic regions.      
Daniel Varela Chief Investment Officer

Currencies

!
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Since we published our last Investment Strategy, 
precious metals have outshone other assets. 
Demand for gold has been much higher than in pre-
vious years and gold prices were lifted in part by 
central-bank purchases, mainly in emerging-market 
countries. But more than anything, it is the sharp 
decline in bond yields and real interest rates that 
prompted investors to move into gold, as the oppor-

tunity cost of holding the metal disappeared. Silver has also been buoyed by 
this trend after initially lagging behind. In the short term, investor sentiment 

Precious metals boosted  
by summer volatility

Commodities

Gold and silver have both been pushed up by the decline in bond yields and 
the large-scale purchases made by emerging-market central banks, especially 
Russia and China. Gold prices reached a six-year high over the summer.

on these two metals is clearly euphoric, and a consolidation would be a good 
thing. In the longer term, gold should continue to be boosted by its safe-ha-
ven status and by negative interest rates.

Just as we were starting to get a clearer idea of the impact that the trade war 
was having on commodities, geopolitical tensions returned to the Middle 
East after the attacks on Saudi oil facilities. The fallout is hard to predict at 
this point. Under negative scenarios, a sharp decrease in local production 
could lead to a major decline in inventories, which would upset current 
expectations of a surplus supply in 2020.

  Just as we were starting to get a clearer idea of the impact that the trade 
war was having on commodities, geopolitical tensions returned to the 
Middle East after the attacks on Saudi oil facilities.      
Léonard Dorsaz Analyst-Manager

A consolidation could be on the way
Both investor 
sentiment and gold 
futures volumes 
are riding high, 
meaning that gold 
could consolidate 
temporarily.

Source : Ned Davis Research
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