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The risk of recession has subsided in the USA and 
the rest of the world. Low inflation enabled most 
central banks to bring in further stimulus measu-
res, which are now starting to pay off. Consumer 
spending, spurred by rising wages and declining 
unemployment, is robust across the board, but the 
same cannot be said of manufacturing output, 
which is flagging everywhere. However, there are 
early signs that the manufacturing sector is star-
ting to bounce back. International trade should 

also pick up now that the USA and China have come to a truce. But geo-
political tensions have not totally disappeared, and there’s always the risk 
of fresh turmoil in the Middle East. Still, the main thing that could derail the 
economic uptick forecast for this year is a sharp rise in oil prices. At a time 
when investors appear relatively sanguine, we will also have to pay close 
attention to inflation. Although it has been undeniably sluggish in recent 
years, it’s unrealistic to think that it’s gone for good. 

We forecast a slight upturn in prices as wage growth picks up and cer-
tain commodities bounce back. In portfolios, we recommend some ex-
posure to industrial metals, which should be buoyed by the economic 
recovery and the increase in infrastructure spending. 

We expect interest rates to rise slightly in the long term. This means that 
bond markets will offer very few opportunities, except when it comes to 
emerging-market debt and especially debt denominated in local cur-
rencies, as those currencies should gain ground against the US dollar. At 
the same time, we have reduced our exposure to the greenback in most 
of our investment grids – the dollar tends to fall when growth is accele-
rating at a slower pace in the USA than it is elsewhere in the world. 

The economic recovery will be driven first and foremost by emerging mar-
kets, particularly those in Asia. We have therefore increased our exposure 
to equities on Asia’s emerging markets, at the expense of Japanese equi-
ties. Prices have gone up on Japan’s stock market in recent months, even 
though the economy is still being dragged down by the sales tax hike 
brought in last autumn. More broadly speaking, we continue to take a 
constructive stance on equities, which offer more upside than other asset 
classes, even if it will be more limited than in 2019.  

For Swiss-franc portfolios, we are reducing the euro’s weighting through 
currency hedges. The Swiss National Bank (SNB), which has been hea-
vily criticised for its negative interest rates policy, now seems willing to 
tolerate a rise in the franc, provided the outlook for the Swiss economy 
remains robust. Finally, we are reducing our allocation to Swiss real-es-
tate funds – the sharp rise in mortgage debt among Swiss households 
should lead to some form of stabilisation in property prices after off after 
years of rising non-stop.

Stockmarket cycle continues  
as global economy picks up 
Central banks’ loose monetary policies, the weaker dollar and the easing of US-China trade 
tensions should prompt an uptick in global growth. Stock markets still offer substantial upside, 
although they are unlikely to do quite as well as they did in 2019.

Synopsis

  The dollar tends to fall when 
growth is accelerating at a slower 
pace in the USA than it is elsewhere 
in the world.  The economic 
recovery will be driven first and 
foremost by emerging markets, 
particularly those in Asia.  
Daniel Varela  Chief Investment Officer
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Thanks to the positive developments that took place 
on both the economic and geopolitical fronts in Q4 
2019, we can rule out the risk of the USA falling into 
recession in the coming quarters. Economic fore-
casting models have been boosted by the country’s 
steepening yield curve and firmer industrial output. 
And the manufacturing sector should continue to 
recover, supported by the US Federal Reserve and 

its monetary policy, which will remain loose for a good chunk of the year. 
The easing of trade tensions and China’s promise to significantly increase 
its purchases of US manufacturing products should push the manufactu-
ring ISM back into expansion territory in 2020. 
This good news has already been largely priced into US equities, 
whose valuations are currently generous. The stellar stock-market 
performance in 2019 was mainly down to expanding P/E ratios. Ear-
nings growth will therefore have to take over if stock-market indexes 
are to continue to rise in the months ahead. Earnings per share (EPS) 
figures stagnated last year, but we expect them to gain around 5% in 
2020, boosted by the uptick in real GDP, a slight rise in consumer pri-
ces, and share buybacks. And if industrial output picks up, they may 
gain much more than that. What’s more, there’s no sign of consumer 
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The US stock market still has 
some wind in its sails

United States

While it’s true that 2019 was an exceptional year, we shouldn’t rule out another solid 
performance in 2020. The robust US economy and efforts to ease tensions between the 
USA and China could boost earnings growth, which was quite limited last year.

«It’s the economy, stupid!»

As Bill Clinton 
so rightly said, a 
healthy economy and 
financial markets 
are good news for a 
president seeking 
re-election.

spending running out of steam. New jobless claims remain low, and 
purchasing power is still being boosted by rising wages and a buoyant 
property market. 
As risk assets are likely to do well in this climate, we remain constructive 
on US equities. This year will clearly have two halves. Investors are likely 
to focus on the uptick in US economic fundamentals in the first six 
months of 2020, while the presidential election will take centre stage in 
the second half. A win by Donald Trump – the outcome preferred by a 
market that hates change more than anything – could further extend 
this already exceptionally long cycle of economic expansion.

  The stellar stock-market 
performance in 2019 was mainly 
down to expanding P/E ratios. 
Earnings growth will therefore 
have to take over if stock-market 
indexes are to continue to rise in 
the months ahead.      
Daniel Steck Analyst-Manager

Source : NDR 
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Last year will be remembered as the eurozone’s best 
stock-market performance in ten years, but the same 
is not true for economic growth in the region. Ger-
many and Italy were hit particularly hard by the trade 
tensions and the slowdown in China. Their two eco-
nomies came very close to a technical recession 
because of the large weighting of their manufactu-
ring sectors. This year, however, is looking better, 

partly because the risks relating to the trade tensions and Brexit have dimi-
nished and partly because of the ECB’s accommodative measures.

For several months now economic data in the eurozone has been surprising 
more to the upside than in any other region  – by far. Leading indicators, espe-
cially in Germany, are once again on the rise, as is the M1 money supply. If his-
tory is anything to go by, economic growth can be expected to accelerate. All 
that is left now is for the fiscal stimulus in Germany to materialise and the politi-
cal and social tensions to ease – then the stars would really be aligned. 

Better circumstances
After several tough quarters, the environment in Europe is much improved. It should be 
the first region to reap the benefits of the decline in geopolitical risks and central banks’ 
stimulus measures. Numerous leading indicators are now confirming this outlook.

The economic news coming out of the UK has been disappointing. That said, 
the Tories’ sweeping victory in the general election eased some of the pre-
vailing concerns, created a post-election surge in optimism, boosted busi-
ness confidence and strengthened property prices. But until the details of 
the UK’s post-Brexit relationship with the European Union have been fully 
hashed out, some uncertainty will remain. Greater visibility and more specific 
details of what Brexit will actually entail will be needed if growth is to pick up 
over the long term, spurred by capital expenditure, which has been flagging 
for three years now. Until then, the UK economy should be buoyed by the 
improvement in global growth and the upcoming fiscal stimulus. 

In Europe, like in most other regions, the solid stock market rise in 2019 was 
driven almost entirely by expanding multiples, with earnings revised 
downwards throughout the year. One highlight of Q4 2019 was that inves-
tors showed a renewed interest in stocks in the region, after a long period in 
which fund flows had been negative. We expect this trend to continue, given 
that European valuations are attractive, with the region’s stocks trading at a 
discount of close to 20% relative to the MSCI World. We recommend diversi-
fying across European equities, and draw attention to value 
stocks, which have been lagging behind the recent rise in yields and could be 
ready for a catch up. It is particularly the case of financials, as they have lately 
seen the biggest improvement in earnings revisions compared to the market. 

  One highlight of Q4 2019 was 
that investors showed a renewed 
interest in European stocks, after 
a long period in which fund flows 
had been negative. We expect 
this trend to continue, given that 
European valuations are attractive, 
with the region’s stocks trading at a 
discount of close to 20% relative to 
the MSCI World.      
Christina Carlsten Analyst-Manager

Europe

A critical mass

As has often been the case since the late 1990s, the rise in the M1 money 
supply should prompt an uptick in eurozone growth. 

Source : ECB, Eurostat and Citi Research



Investors’ appetite for risk has been growing since 
the end of the summer, which has weighed on the 
Swiss stock market – or at least on its defensive 
blue chips, which account for much of the SMI and 
SPI indexes. We expect this trend to continue in 
early 2020, and the uptick in the global economy 
and decline in geopolitical risks are likely to drive 
up more cyclical segments of the market. 

One advantage of this recent underperformance is that Swiss stocks, which 
were still very expensive a few months ago, are now trading at a lower pre-
mium relative to global equities, making them slightly more attractive.
Switzerland’s economic fundamentals are nevertheless still robust, and 
GDP growth is forecast to near 2% in 2020. Swiss SMEs in particular 
should get a boost from the much brighter economic climate in the 
countries they trade with the most. This includes Germany, where lea-
ding economic indicators have improved considerably. 

We continue to prefer small caps in the industrial and finance sectors to 
blue chips, and our geographical allocation remains neutral. Even if pri-
ces seem reasonable in relative terms, the Swiss stock market is still one 
of the most expensive among developed countries. What’s more, if the 
Swiss franc continues to rise and the SNB can’t push rates further into 
negative territory, this could soon weigh on Swiss exporters, damaging 
the domestic economy. 
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Normalizing valuations
Switzerland

Investors turned their backs on Swiss equities last year because of their defensive nature. 
This has made them more attractive relative to global equities. This year, they should also 
be lifted by the brighter economic outlook in Europe.

  Swiss SMEs should get a boost 
from the much brighter economic 
climate in the countries they trade 
with the most. This includes Germany, 
where leading economic indicators 
have improved considerably.      
Daniel Steck Analyst-Manager

After their 
underperformance 
in the second half of 
2019, SPI equities 
are now trading at 
levels close to those 
of global equities 
(MSCI World).

Premiums are down

Source : Bloomberg 
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The ease in trade tensions has materialized before 
the end-of-year celebrations, but few market obser-
vers expect the dispute between the USA and China 
to be over for good. Indeed, the geopolitical situation 
will most likely continue to remain a source of market 
volatility in 2020. But let us enjoy this brief respite to 
focus on the fundamentals in the emerging markets.
Let’s start with a question that often comes up: how 

quickly will the Chinese economy grow in 2020? Each year, many econo-
mists play a guessing game, trying to predict whether growth will come in at 
5.9% or 6.0%. We see no point in that exercise. The fact is that China’s eco-
nomy is gradually slowing, and given its current size, it would take some tre-
mendous level of stimulus to reverse that trend. And such measures would 
only be taken in a crisis situation. If GDP growth remains within the 5.5–6% 
range in 2020, that means Beijing still has its hands firmly on the helm. The 
current normalisation looks set to continue and it is unlikely that growth will 
re-accelerate any time soon.

A brief respite
In the current climate of low inflation and lacklustre growth, emerging markets 
should be buoyed by central banks’ loose monetary policies and the easing of 
US-China trade tensions, especially since the dollar is now heading downwards.

Meanwhile, the recent economic indicators paint a rosy picture for emer-
ging markets, and especially those in Asia. First of all, earnings should grow 
faster than in the USA and Europe, since companies are feeling less the 
pain from the effects of the customs tariffs, as reflected in the uptick in 
exports and in China’s manufacturing PMI at end-2019. Secondly, the 
renewed tensions in the Middle East should hold the USA’s attention for 
now, with China temporarily taking the backseat. The «Phase one» trade 
agreement has just been signed, and the on-going «Phase two» discussion 
should keep investors optimistic, while a further easing of tensions – 
although that’s certainly not a given ¬– would help to boost business confi-
dence. Finally, credit conditions have improved significantly in China since 
the end of the debt deleveraging in 2018. The Chinese government is also 
likely to maintain its selective stimulus policy in order to face off any chal-
lenges that may arise in the run-up to the US presidential election.
Although there are reasons to be optimistic, it is important to keep in 
mind that the solid market performance in 2019 was largely down to 
expanding multiples (P/E ratios), which means that equities have already 
partially priced in the forecast growth in earnings. Although the trade 
situation seems to have stabilised, the market rebound and renewed 
investor confidence mean the risks are now higher. We will continue to 
watch out for sign of weakness, in case the economic recovery or geopo-
litical stability turn out to be more fragile than market operators had 
implied. That said, it seems too early to adopt a contrarian approach, 
which is why our exposure reflects the expectations of a continuing per-
formance in emerging markets.

  Although there are reasons to 
be optimistic, it is important to 
remember that emerging markets’ 
solid performance in 2019 was 
largely down to expanding multiples 
(P/E ratios), which means that equities 
have already partially priced in the 
forecast growth in earnings.      
Ed Yau Analyst-Manager

Emerging markets

The dollar’s influence

In the past, emerging markets have picked up when the dollar is in a 
downward cycle, and the dollar index spot shows that the greenback may 
be about to embark on such a cycle. 

Source : Bloomberg 



What a year-end rally! For an economy that has just 
narrowly avoided a recession, the Topix’s rise of 
more than 12% since the end of August is simply 
impressive. It has mostly been down to external fac-
tors, and especially the easing of trade tensions. The 
global economy is now expected to pick up, and 
some indicators even suggest that a new techno-
logy cycle may be starting, particularly in the semi-

conductor industry. This all bodes very well for Japan’s tech companies.
However, domestic retail sales fell 14.2% in October after the hike in sales 
tax and typhoons swept across the country, before it rebounded back to 
4.5% in November. In early December, Prime Minister Abe Shinzo appro-
ved a stimulus package focused on infrastructure and aimed at mitigating 
the negative impacts on growth. The package amounted to JPY 26 trillion, 
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A market ahead of its economy
Japan

Japan equities are faring better than the real economy. Major concerns continue to 
weigh on the manufacturing and services sectors, which have contracted sharply.

Contradictory signs
Despite the solid 
stock-market 
performance, 
Japanese economic 
indicators are still a 
concern – the service 
PMI, for instance, is 
at its lowest since 
September 2016.

  In early December, Prime Minister Shinzo Abe approved a stimulus 
package focused on infrastructure and aimed at mitigating the negative 
impacts on growth. The package amounted to JPY 26 trillion, with fiscal 
spending accounting for close to half of it.      
Ed Yau Analyst-Manager

with fiscal spending accounting for close to half of it. The measures are 
expected to push up the country’s GDP by around 1.4%, but the imple-
mentation will be spread out over several years, with spending starting 
high in 2020 and then gradually declining over the following three years.
Up until now, the weakness in the manufacturing sector had been mostly 
offset by a robust services sector. But the sales tax hike and the typhoons 
weighed heavily on consumer confidence. It remains to be seen whether 
the improvement in November can be sustained over the long term. 
What’s more, the Japanese stock market has quickly priced in a cyclical 
recovery, which means there is now little room for disappointment. 
Unlike in emerging markets, signs of a rebound in Japan’s economy are 
less tangibles. That is why we are taking a more cautious stance on this 
market, and therefore proactively reduced our exposure following the 
impressive year-end rally.

Source : Bloomberg 
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For central bankers, the absence of inflation at this 
point in the macro cycle is nothing less than an 
enigma. They will be concerned about inflation 
being too low when the cycle finally ends, as that 
could easily turn into severe deflation once the 
recession sets in. History shows that deflation is a 
much more formidable enemy for central banks. 
Stimulus policies have less effect when economic 

agents postpone purchase and investment decisions in the hope that pri-
ces will fall even further.

The US Federal Reserve surely had these thoughts in mind last year when 
it reversed policy course. It announced a new round of rate cuts, conside-
red suspending the process of reducing its balance sheet (which has 
indeed further expanded since then) and raised its long-term inflation tar-
get from 2% to 2.5%. Other central banks – led by the European Central 
Bank and the Bank of Japan – followed suit, even though unemployment 

Overly sanguine about inflation?
The low interest rates put in place by the US Federal Reserve, the Bank of Japan and the 
European Central Bank continue to weigh on bond yields. Inflation is still playing hard to get, 
so this trend should evolve slowly.

Switzerland – a lull for 10-year yields
After dropping 
below the –1% mark 
in 2019, ten-year 
Confederation yields 
moved up to around 
–0.5% at the start 
of the year. It’s still 
too early to expect 
the SNB to drop its 
negative rate policy, 
especially given the 
strength of the franc.

is at rock bottom and wages are on the rise. The excessive drop in sove-
reign bond yields in the second half of 2019 can undoubtedly be attribu-
ted to this change in tactics. For investors, long-term interest rates barely 
offset current inflation. Even a minor uptick in inflation expectations will 
inevitably push bond prices downward. Given this scenario, it would be 
wise to avoid very long-term bonds. In the broader bond market, emer-
ging-market debt – especially issues denominated in certain local cur-
rencies – offers the best prospects.

  For investors, long-term interest 
rates barely offset current inflation. 
Even a minor uptick in inflation 
expectations will inevitably push 
bond prices downward.      
Daniel Varela Chief Investment Officer

Bonds

Source : Bloomberg 



Alternative funds were clearly buoyed by the 
strong market momentum in 2019, but their 
returns were modest, with a gain of 6% at end-
November. Unsurprisingly, the best results were 
posted by more directional funds, particularly 
equity funds that invest in growth sectors or 
emerging markets. Systematic funds also fared 
well, although they benefited more from falling 

interest rates than rising stock indexes. 

There were just a few disappointments. Distressed funds were the big-
gest let-down: this asset class suffered from investors’ utter lack of inte-
rest in the value segment as well as from an unexpected turn of events in 
several special situations. Market-neutral funds, which were unable to 
generate alpha, also finished down.
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Aren’t they supposed to be 
uncorrelated with risky assets?

Alternative funds

While alternative funds did generate solid returns last year, their decorrelation meant that all of 
them except directional strategies could have done better.

Thinning the ranks
For the fifth year in a 
row, more alternative 
funds closed down 
than were created, 
showing that this 
asset class is out of 
favour with investors.

For the fifth year in a row, more alternative funds closed down than were 
created. Such a tally, unthinkable ten years ago, reflects investors’ 
disenchantment with active management and, conversely, the sharp rise 
in index-based strategies. This sort of clear-out is a good thing, and the 
resulting decline in assets under management has so far been limited. It 
is worth waiting for this trend to level off in order to make the most of the 
subsequent opportunities.

  Systematic funds fared well, 
although they benefited more from 
falling interest rates than rising 
stock indexes.      
Léonard Dorsaz Analyst-Manager

Source : Hedge Fund Research 
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The SNB’s conundrum

In January 2015, the SNB dropped its floor against the euro. The franc’s recent rise to CHF 1.05 
against the euro has prompted further intervention by the SNB.

industrial output should pick up again, which will be particularly good for 
emerging markets. This climate is likely to weigh on the dollar, especially 
against the currencies that are most sensitive to global growth. These 
include emerging currencies, which look set to outperform in 2020.

The current outlook, however, is not so good for safe-haven currencies like 
the yen. It certainly suits the Japanese authorities – they’ve been doing eve-
rything they can to rein in the yen, in an attempt to wipe out the deflationary 
pressures that continue to hurt the Japanese economy. The SNB has its fin-
gers crossed that the franc will follow the same course as the yen. So far it 
hasn’t, probably because the SNB is unwilling to move interest rates further 
into negative territory. In the meantime, the SNB will probably continue to 
use its balance sheet to try and protect the Swiss economy.

There’s no doubt that the US dollar reaped the 
benefits of a favourable yield differential over the 
past two years. Large amounts of cash flowed into 
US capital markets during this period of geopoliti-
cal uncertainty and lacklustre global growth. As 
they sought out positive yields in an ocean of nega-
tive rates, investors were prepared to turn a blind 
eye to the USA’s swelling twin deficits (i.e. both the 
fiscal and current account deficits). But things have 

changed, and the dollar has lost some of its appeal. The Federal Reserve’s 
radical change of course and its rate cuts have shrunk the USA’s yield 
advantage. On top of that, China and the USA have come to a truce in their 
trade dispute. Now that tensions have eased, both international trade and 

Making economic recovery a priority, the measures put in place by central banks have helped 
to push up emerging currencies and their respective economies. The expected decline in the 
dollar should help to strengthen this trend.

Prospects of a global recovery 
weigh on the dollar

  As they sought out positive yields in an ocean of negative rates, investors 
were prepared to turn a blind eye to the USA’s swelling twin deficits (i.e. both the 
fiscal and current account deficits). But things have changed, and the dollar has 
lost some of its appeal.      
Daniel Varela Chief Investment Officer

Currencies

Source : Bloomberg 
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Since our last commentary, precious metals have 
continued to perform despite the rising stock mar-
kets. Demand for gold has been stronger than in 
recent years, thanks to purchases by central banks 
– mainly in emerging-market countries – but also 
to renewed interest among private investors. We 
still think that gold is the best way of protecting 
portfolios: it offers significant upside potential 

during turbulent times (such as when tensions between the USA and Iran 
flared recently) with only a limited cost during periods of stability.

A clear preference for metals
Commodities

Gold prices have been pushed up by the purchases made by China and Russia’s central banks, 
keen to reduce their dependence on the dollar. Industrial metals should be buoyed by increasing 
demand as economic growth gathers pace.

The recent improvement in relations between the USA and China is likely 
to lift a number of market segments. One of these is agricultural commo-
dities, which was hit the hardest by China’s move to slash purchases of US 
products. The latest news suggests that US exports could rise signifi-
cantly. This would help grains like soybeans, which, despite improving 
technical indicators, are still suffering from extremely negative sentiment.

The positive developments mentioned above should help economic 
growth to pick up. If that happens, industrial metals (especially copper) 
should see an uptick in demand, given the low inventory levels. Since com-
modities underperformed considerably in the recent past, they offer an 
attractive entry point for investors. That said, there is no reason to expect 
a repeat of the super cycle that happened in the 2000s.

Oil, on the other hand, is not particularly appealing at this point. With sup-
ply and demand relatively well-balanced, exporting countries, which are 
worried about covering their future production, are selling massive 
amounts whenever the price per barrel looks set to surpass US$60. We 
do not expect to become more bullish on oil unless the geopolitical situa-
tion in the Middle East takes a turn for the worse or demand rises sharply 
(beyond what Opec members can reasonably supply).

  Oil is not particularly appealing at 
this point. With supply and demand 
relatively well-balanced, exporting 
countries, which are worried about 
covering their future production, are 
selling massive amounts whenever 
the price per barrel looks set to 
surpass US$60.      
Léonard Dorsaz Analyst-Manager

Futures are leading the way

As the period of economic contraction is expected to come to an end, 
industrial metals – and especially copper – should bounce back.

Source : NDR 
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This document is published by PIGUET GALLAND & Cie SA. It is not intended 
for circulation to natural persons or legal entities falling under a jurisdiction whose 
laws and/or regulations applicable in this area prohibit access to such information 
by reason of their nationality or domicile. The information or data presented in this 
document must not be regarded as an offer, an invitation to invest or investment 
advice. Nor may they be construed as advice on economic, legal or fiscal matters.

PIGUET GALLAND & Cie SA cannot guarantee the accuracy, reliability, topicality or 
exhaustive nature of the data contained in this publication, either explicitly or implicitly. 
Moreover, any opinion stated herein is liable to be changed without notice. Investment 
decisions based on the information contained in this document are your sole 
responsibility. Before considering a purchase transaction in investment instruments, 
every investor must read and study carefully the prospectuses or other relevant 
legal documents and the brochure of the ASB on specific risks in securities trading. 
Any investment decision must likewise be based on the personal experience of the 
investor and, as appropriate, on specific advice given by experienced specialists.

Past performance reported in this document cannot prejudge or guarantee future 
results. Moreover the value and income drawn from securities or financial instruments 
may rise or fall and it is possible that investors will not recover the totality of their initial 
investment. The losses which may result from this situation can also represent the 
totality of the invested capital or even exceed that capital. Performance data does  
not include commissions or costs charged when shares are purchased or redeemed.

PIGUET GALLAND & Cie SA expressly declines all liability for errors or omissions in 
this publication. Reproduction in whole or in part of this document without the prior 
written authorization of PIGUET GALLAND & Cie SA is prohibited. 
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