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Investment Review 

U.S. equity markets have reached new all-time highs in 

August, just four months after economic activity troughed. 

Major economies experienced their deepest recession on 

record, yet also their shortest. The current economic cycle 

has clearly progressed at a rapid pace as unemployment 

rates have considerably improved and retail sales returned to 

pre-pandemic levels in many countries. Volatility for risk 

assets has settled further, but remains elevated as a rising 

number of COVID19 cases in Europe raises growth concerns. 

Lower real yields due to low inflation and central bank action 

have been a key boost to valuations across assets, especially 

those with longer duration, such as equities. Since the 

beginning of 2020, the Swiss SMI index has gained 5.7%, the 

S&P 500 is up 9.7%, the Euro Stoxx 50 index is still down by 

4.8% and the MSCI Emerging Markets index gained 0.7%, all 

on a total return basis in USD terms. Gold started to 

consolidate from record highs and decreased by 0.4% in 

August, bringing the year-to-date performance to 29.7%. 

Government bond yields moved between 10 and 20bp higher, 

and credit spreads continued to tighten slightly, almost 

reaching pre-pandemic levels.  

 

 
[Source: Bloomberg, Vontobel Swiss Wealth Advisors (VSWA)] 

At the most recent meeting of our Investment Committee, 

we decided to remain neutral regarding our equity quota 

and to reduce our gold quota from currently around 8.5% 

to 6% in all multi-asset-mandates. Since we moved gold 

to overweight in March 2020 our mandates profited nicely 

from strongly rising gold prices. Recent months have 

been a nearly perfect environment for gold as recession 

fears remained high, inflows into gold ETF elevated and 

real yields fell to record low levels in major economies. 

As we are not expecting these drivers to become even 

more supportive for gold, its short-term potential seems 

quite limited. Thus, we decided to close a major part of 

this trade but remain overweight versus our benchmark 

as the long-term prospects for gold still seem intact. 

Stock market valuations seem a bit stretched in a historic 

perspective, but are rather a consequence of extremely 

low nominal and negative real bond yields, which will 

likely remain low for the foreseeable future. Ongoing 

massive monetary and fiscal policy support, the expected 

rebound in economic momentum in the second half of 

2020 and rising earnings estimates across major stock 

indices are further factors likely supporting the stock 

market. 

 

Global Economy 

The world economy continues to recover rapidly from the 

coronavirus induced crisis. We expect global real GDP to 

contract by 3.9% this year, more than during the Great 

Financial Crisis. In our view, global economic activity will 

continue to rebound in the second half of 2020 and into next 

year. For 2021 we forecast global real GDP to increase by 

4.8%. 

 

The index of U.S. consumer sentiment, published by the 

University of Michigan, increased to 74.1 in the final August 

report. Relative to the preliminary reading, the survey’s 

current conditions and expectations components both 

increased. The report’s measure of medium-term inflation 

expectations remained at +2.7% and the median inflation 

expectations for the next year increased by one tenth to 

+3.1%. New orders for durable goods increased by 11.2% in 

July compared to the previous month, a much larger increase 

than expected, while durable goods orders ex-transport 

increased by 2.4%, which was slightly above consensus 

expectations. New home sales increased by more than 

expected in July from an upwardly revised June level. Sales 

of new single-family homes increased by 13.9% in July to an 

annualized rate of 901k units. Existing home sales also came 

in way above expectations, rising by 24.7% to an annualized 
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rate of 5.86 million units in July. These data most likely point 

to a stronger pace of residential investment growth in the third 

quarter. We increase our forecast for 2020 U.S. real GDP 

growth from -5.5% to -5.1% as a result of significantly positive 

macroeconomic surprises in the U.S. in recent weeks.  

 

German industrial production increased by 8.9% in June, 

slightly ahead of expectations. The improvement was broad-

based across major components, with capital goods 

production continuing to grow at the fastest rate after having 

suffered the largest contraction in April. These data point to a 

recovery of industrial activity following the lifting of COVID19 

restrictions and are consistent with a significant improvement 

of the purchasing manager index (PMI) for the manufacturing 

sector from depressed April levels. Eurozone retail sales are 

back to around pre-crisis levels, rising 5.7% in June compared 

to the previous month, after an increase of 20.3% in May. 

However, Eurozone consumer sentiment remains weak, 

especially in Southern Europe, where the economic future is 

seen uncertain and the willingness for major purchases low. 

 

The Swiss real GDP contracted by 8.2% in Q2/2020, which 

was above consensus expectations. Leading indicators point 

to a material improvement of economic momentum. The 

Swiss KOF Economic Barometer rose strongly in August to 

the highest level since 2010. With a reading of 110.2 the KOF 

indicator is clearly above its long-term average, signaling that 

a strong recovery of the Swiss economy should be expected. 

A strong increase in retail sales of 4.1% in July on a year-

over-year basis, as well as improving imports and exports 

confirm this expectation. 

 

The China manufacturing PMI remained in expansion territory 

in August, suggesting a continued recovery in manufacturing 

activity. The non-manufacturing PMI increased to 55.2, the 

highest level since January 2018. In sum, PMIs suggest 

overall activity continued to recover in August. The recovery 

pace is faster in the services sector as activities in the hotels, 

tourism and restaurant sector rebounded strongly. Chinese 

exports increased by 7.2% in July year-over-year, imports fell 

by 1.4% after having expanded by 2.7% in June. Industrial 

production rose 4.8% in July, modestly below expectations. 

Among major sectors, automobile and electrical machinery 

were the top contributors while electricity production weighed 

on industrial production growth. 

 

Macroeconomic leading indicators continue to improve 

across major countries, pointing to an ongoing recovery 

of global activity in the second half of 2020. Despite 

rising infections in several countries we stick to our view 

that governments will not return to harsh lockdowns. 

 

VSWA Forecast; () old forecast 

Bonds 

Federal Reserve (FED) Chair Jerome Powell announced in an 

update to the FED’s monetary policy framework that a more 

flexible approach to targeting price growth will be applied in 

the future. After periods of inflation persistently running below 

2%, appropriate monetary policy will likely aim to achieve 

inflation moderately above 2% for some time in order to 

achieve an inflation that averages approximately 2% over 

time. Inflation, as measured by annual personal consumption 

expenditure stripping out food and energy costs, dropped to 

0.9% in June after rising 1.0% in May. According to Dallas 

FED president Robert Kaplan, a modest overshoot of the 

inflation target means to temporarily accept between 2.25% 

and 2.5% inflation. After the announcement, U.S. Treasury 

yields slightly fell across the maturity spectrum. The 

communicated explicit aim to temporarily lift inflation above 

2% represents a significant dovish long-term shift of FED 

policy, which in our view points to a high likelihood of an 

ongoing loose monetary policy stance over the foreseeable 

future. 

 

Eurozone headline inflation rose slightly to 0.4% in July from 

0.3% in June and 0.1% in May, while core inflation jumped to 

1.2% as upward pressures from industrial goods probably 

more than offset the expected impact from the temporary 

reduction in Germany’s value added tax rate. The medium-

term break-even inflation swap rate for the Euro area 

recovered from its record low reached in March. However, 

current levels still don’t signal much confidence among 

investors in the Governing Council’s ability to avoid a 

persistent undershoot of the inflation target. Addressing this 

loss of faith is certainly one of the biggest challenges facing 

Christine Lagarde’s presidency. Weekly buying of the ECB’s 

Pandemic Emergency Purchase Program (PEPP) has 

averaged about 23bln EUR, which will likely continue for the 

rest of 2020. Approximately 85% of purchases have been 

public sector securities, the remaining share being corporate 

bonds and commercial paper. Government bond yields across 

Europe slightly increased during August, most likely driven by 

better than expected macroeconomic releases.  

 

 
[Source: Bloomberg, VSWA] 

 

Year-to-date, defaults among bond and leveraged loan 

issuers have increased to levels comparable to those reached 

in previous downturns. In contrast, bankruptcy filings among 

small businesses have remained at extremely low levels so 

far, most likely as a consequence of strong policy support for 

small businesses compared to previous economic downturns. 

The U.S. Paycheck Protection Program and the Main Street 

GDP growth (in %) 

 2018 2019e Current 

Forecast 

2020 

Forecast 

2021 

Eurozone 1.8 1.2 -15.0 -7.1(-6.3) 5.6(5.3) 

USA 2.9 2.3 -9.5 -5.1(-5.5) 4.0 

Japan 0.7 1.0 -10.0 -5.3 2.3 

UK 1.4 1.2 -21.7 -7.9(-6.9) 5.9(5.3) 

Switzerland 2.7 0.9 -1.5 -5.4(-5.7) 5.8(6.4) 
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Lending Program helped to boost liquidity and allowed small 

businesses to withstand the loss of income caused by the 

virus related lockdowns. Bankruptcies may rise as policy 

support starts to fade but the risk of severe permanent 

damage has likely subsided. 

 

The FED’s adoption of a more flexible form of average 

inflation targeting comes in response to concerns about 

inflation persistently falling below the longer-term 

objective of 2%. However, Jerome Powell also noted that 

the FED would not hesitate to act if inflation pressures 

were to build. As we expect real bond yields to remain 

unattractive for the near future we remain underweight in 

fixed income in all multi-asset-mandates. 

 

VSWA Forecast; () old forecast 

 

VSWA Forecast; () old forecast 

 

Equities 
The S&P 500 index has returned to its pre-pandemic high and 

the Swiss SMI index is close to breaking even since the 

beginning of the current year. Generally speaking, there are 

two major drivers of share prices: the expected future stream 

of earnings and the rate at which these profits are discounted 

to present value. The expectation that yields will remain at 

extremely low levels across major countries for considerable 

time partially explains why equities have performed so well 

since March 2020. The five largest stocks in the S&P 500 – 

Apple, Amazon, Facebook, Google and Microsoft – accounted 

for approximately 14 percentage points of the market’s 51% 

rally and now constitute 23% of the index capitalization. We 

are expecting earnings to rise substantially in 2021, driven by 

higher sales and an expansion in profit margins. Information 

technology stocks will most likely continue delivering strong 

earnings growth, while sectors, such as energy and financials 

may struggle to return to their prior level of peak earnings. 

 

Valuation multiples further expanded in August, as equity 

markets increased more than consensus earnings estimates. 

With a price-to-earnings (PE) ratio of 26.4 for 2020 and of 

20.8 based on estimates for 2021, the valuation of S&P 500 

index is still at the higher end of its historical range. The 

valuation of Swiss and in particular the Eurozone equity 

markets is still below historic averages. Based on estimates 

for 2021, the Swiss SPI index is trading at a PE ratio of 16.8 

and the EuroSTOXX 50 index stands at 15.6. Relative 

valuation multiples versus bonds remained more or less 

unchanged during August. Equity risk premiums ranging from 

around 4% for the U.S. to above 6% for Switzerland and for 

the Eurozone are attractive and confirm our positive longer-

term view on equities. 

 

With the U.S. election just two months away, equity investors 

are mostly focused on the prospect of higher corporate tax 

rates in case of Biden’s victory. Apart from tax policy, potential 

changes in fiscal spending and trade policy suggest upside as 

well as downside risks to earnings depending on the election 

outcome. However, over a full presidential term, stock market 

returns have been relatively independent of the political party 

in control. According to a study by Fidelity, the average total 

return of the U.S. stock market during four years of republican 

presidency was 49% in contrast to 46% for a democratic 

president. Market returns are driven by the economic cycle, 

interest rates, longer-term earnings growth, innovation and 

productivity growth and seem to be less dependent on which 

political party is ruling the country. 

 

Investor sentiment slightly improved in recent weeks, as the 

most recent American Association of Individual Investors 

(AAII) survey shows. However, with 32% of respondents 

currently being bullish versus 40% with a negative view on the 

stock market, the overall market sentiment is still slightly 

pessimistic despite strongly performing equities. Historically, 

unusually low optimism and unusually high pessimism have 

been followed by above-average stock market returns. 

 

According to the most recent Bank of America monthly fund 

manager survey, institutional investors are now most bullish 

on stocks since the start of the COVID19 induced market sell-

off. 46% of fund managers characterize the current market 

rally as a bull market, an increase from 40% in the prior 

month. Despite the recent rise in investor optimism, BofA 

considers the current sentiment as still “far from dangerously 

bullish”. As evidence, the bank points to cash levels among 

fund managers of around 4.6%, which are still in neutral 

territory. 79% of survey respondents believe global growth to 

be positive over the next 12 months, representing the highest 

reading since December 2009. Major tail risks, according to 

the survey, include a second wave of COVID19, increased 

trade tensions between the U.S. and China and the upcoming 

U.S. election. 

 

 

[Source: Bloomberg, VSWA] 

Key interest rates (in %) 

 2018 2019 Current 

Forecast     

3 months 

Forecast    

12 months 

EUR  -0.40 -0.50 -0.50 -0.50 -0.50 

USD 2.50 1.75 0.25 0.25 0.25 

JPY -0.10 -0.10 -0.10 -0.10 -0.10 

GBP 0.75 0.75 0.10 0.10 0.10 

CHF -0.75 -0.75 -0.75 -0.75 -0.75 

10-year government bond yields (in %) 

 2018 2019 Current 

Forecast     

3 months 

Forecast    

12 months 

EUR 

(Germany) 

0.2 -0.2 -0.4  -0.4  -0.3 

USD 2.7 1.9 0.7 0.7 1.0 

JPY 0.0 0.0 0.0 0.0 (-0.2)  0.0 

GBP 1.3 0.8 0.3 0.3 0.5 (0.8) 

CHF -0.2 -0.5 -0.5 -0.5  -0.3 
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VSWA Forecast; () old forecast 

 

Improving economic leading indicators across major 

economies combined with the expectation of a much 

better economic environment in 2021, a still attractive 

valuation of equities versus bonds, rising 12 months 

forward earnings estimates, the massive fiscal and 

monetary policy response, the desperate and ongoing 

search for yield as well as the still relatively pessimistic 

investor sentiment are factors that may justify a 

continuation of the upwards trend in major equity indices. 

While rising volatility before the upcoming U.S. elections 

is likely, history shows that market returns are quite 

independent of the political party in charge. 

 

Currencies 

The USD continued its devaluation trend against most G10 

currencies in August. In our view, the structural case for USD 

weakness remains intact. Real rates in the U.S. will likely 

remain deeply negative for the next years, the twin deficit is 

set to stay at elevated levels and the global economy is on a 

steady upward path out of the coronavirus recession. This is 

usually a perfect environment for sustained USD weakness. 

However, as USD depreciation during the past few weeks has 

been quite strong, a consolidation period may be in the cards. 

The view, that a potential Biden administration would raise 

U.S. corporate tax rates have likely weighed on the 

greenback. However, approval rates for President Trump’s 

politics found a bottom and started to improve in recent 

weeks, making the final election outcome a close call.  

 

 
[Source: Bloomberg, VSWA] 

 

In the very short term, we do not see much potential for a 

further strengthening of the EUR, as the region has seen high 

infection growth in some areas, which may negatively affect 

GDP growth assumptions. Now that the Eurozone Recovery 

Fund has been priced, and long positions in EUR/USD 

options are relatively elevated, there may be no near-term 

catalysts, which could propel EUR crosses higher. 

Switzerland took a smaller economic hit than many of its 

neighbors thanks to a less severe lockdown and a 

positive contribution of the healthcare industry. The 

relatively better economic performance of Switzerland 

versus other countries is reflected in a strong Swiss 

Franc, which appreciated against most G10 currencies 

since the beginning of 2020.  

 

Currencies 

 2018 2019 Current Forecast 

3 months 

Forecast 

12 months 

CHF per EUR 1.13 1.08 1.08 1.08 1.07 

CHF per USD 0.99 0.96 0.91 0.91(0.94) 0.89(0.92) 

USD per EUR 1.14 1.12 1.19 1.19(1.15) 1.20(1.16) 

JPY per USD 110 108 106 107 105 

USD per GBP 1.28 1.32 1.34 1.32(1.27) 1.30(1.25) 

VSWA Forecast; () old forecast 

 

Commodities 

Despite the recent slowing in the oil market rebalancing the 

price for West Texas Intermediate (WTI) continued to move 

higher. We believe that this move reflects growing evidence of 

a positive oil market outlook for 2021 given that both OPEC+ 

and shale producers keep production discipline, upstream 

CAPEX remains low and international majors are starting to 

shift investments towards renewables on growing investor 

focus on ESG governance. A rebound in oil demand, resulting 

from an improved global economic backdrop, combined with 

limited production growth, will likely speed up a rebalancing of 

the oil market in 2021. We increase our 3 months’ price 

forecast for WTI from 40 to 45 $/bbl and from 45 to 50 $/bbl 

on a 12 months’ time horizon. 

 
Gold reached a new all-time high at the beginning of August 

and consolidated between 1900 and 2000 $/oz since. In an 

environment, where governments are debasing their fiat 

currencies and pushing real interest rates to all-time lows, 

Gold shines as the currency of last resort. However, with the 

prospect of lower-for-longer yields likely priced in, virus 

related risks slowly abating and the recent down-move of the 

USD seemingly a bit exaggerated, we struggle to see the 

potential for much higher gold prices in the very near-term. 

All-in sustainable costs of production, which should in theory 

represent the longer-term floor for the gold price, are still 

below 1200 $/oz for most major gold producers. 

 

Commodities 

 2018 2019 Cur-

rent 

Forecast 

3 months 

Forecast 

12 months 

Crude oil (WTI, 

USD/barrel 

45 61 43 45 (40) 50 (45) 

Gold (USD/   

troy ounce) 

1281 1517 1’990 1950 2000 

Copper (USD/    

lb.) 

3.30 2.80 2.95 3.05 

(2.80) 

3.15 

(3.00) 

VSWA Forecast; () old forecast 

 
We decided to reduce the gold quota in all multi-asset-

mandates from around 8.5% to 6% on limited near-term 

catalysts. The long-term case for gold is still intact, as 

rising public debt and negative real yields drive hedging 

demand. Thus, we remain overweight in gold relative to 

our respective benchmarks.  

Equity market valuations 

 Price to earnings ratios 
Price 

to 

Book 

2020E 

Dividend 

yield % 

2020E  

Expected 

2020 

Expected 

2021 

10 year 

average 

USA 26.4 20.8 19.1 3.7 1.7 

Eurozone 21.2 15.6 18.5 1.6 2.9 

Switzerland 19.8 16.8 18.3 2.5 2.8 

UK 20.0 13.9 22.9 1.5 3.6 

Japan 20.1 14.8 17.8 1.2 2.2 
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The views expressed herein represent the opinion of Vontobel Swiss Wealth Advisors AG (“VSWA”). This report is deemed to 
constitute “marketing material” within the meaning of Article 68 of the Swiss Financial Services Act, is for your information only 
and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment instruments. The analysis contained 
herein is based on numerous assumptions. Different assumptions could result in materially different results. All information 
and opinions expressed in this report were obtained from sources believed to be reliable and in good faith, but no 
representation or warranty, express or implied, is made as to their accuracy or completeness. Past performance of an 
investment is not indicative of its future performance. Some investments may be subject to sudden or large falls in value and 
on realization you may receive back less than you investment or may be required to pay more. Changes in foreign exchange 
rates may have an adverse effect on the price, value, or income of an investment. This document may contain forward-looking 
statements, generally identified by our use of forward-looking terminology such as "may", "will", "expect", "intend", "anticipate", 
"estimate", "believe", "continue", “forecast”, “see” or other similar words. Readers of this report should be aware that there are 
various factors that could cause or contribute to such differences including, but are not limited to, changes in general 
economic and business conditions, industry trends, changes in government rules and regulations (including changes in tax 
laws) and increases in interest rates. Accordingly, readers are cautioned not to place undue reliance on these forward-looking 
statements, which speak only as of the date of this outlook. We do not make any representations or warranties (expressed or 
implied) about the accuracy of any such forward-looking statements or the performance or valuation of any investment 
instrument or strategy discussed in this report. This report may not be reproduced or copies circulated without prior authority 
from VSWA. VSWA expressly prohibits the unauthorized distribution and transfer of this report to third parties for any reason. 
Since VSWA does not provide tax advice and is unable to take into account the particular tax implications of an investment 
instrument, we recommend that you seek specific advice from a specialized tax advisor prior to making any investment 
decision. 
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