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Investment Review 

After a strong start into the New Year, January was finally a 

mixed month for stock markets as several global equity 

indices pared earlier gains to close the month slightly in the 

red. Many European countries re-imposed strict lockdowns 

and several U.S. states extended restrictions on still high 

infection numbers. However, most developed world countries 

started to administer first doses of vaccine and announced 

ambitious vaccination targets. Recent trial results from 

Novavax and Johnson & Johnson indicate that alternatives in 

addition to already existing vaccines from Pfizer, Moderna 

and AstraZeneca could soon be available. Since the 

beginning of 2021, most major equity indices are now slightly 

in negative territory. The S&P 500 Index lost around 1.0%, the 

Swiss SMI Index is down 1.9%, the Euro Stoxx 50 index lost 

3.6% and the MSCI Emerging Markets index, as the best 

broad market index so far, returned 3.0%, all on a total return 

basis in USD terms. Closing the month at $1847/oz, gold 

continues to move in a trading range between $1800 and 

$1950 per ounce. Government bond yields moved slightly 

higher at the long end of the curve and credit spreads moved 

sideways close to historic lows.  

 

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

Having slightly reduced the equity quota across all 

mandates at the beginning of the current year, we 

decided to stay course at the most recent meeting of our 

Investment Committee and to remain overweight equities 

in all multi-asset mandates. Despite most countries being 

behind their schedule regarding vaccination plans, they 

are now starting to speed-up. This process will likely be 

further supported by two more vaccine candidates very 

close to approval. Thus, we still believe it is reasonable to 

assume that around 50% of the developed world’s 

population can be vaccinated by the end the first half of 

2021. This essentially limits the economic downside risks 

for the first quarter and brightens the prospects for a 

strong recovery during the second quarter and thereafter. 

With inflation below central bank targets across all major 

economies, monetary policy will stay accommodative for 

the foreseeable future and fiscal policy will likely dampen 

the negative side effects of the pandemic. We expect 

corporate earnings to strongly recover during 2021, 

which will be supportive for the stock markets, especially 

in light of almost zero yields in the higher quality fixed 

income space. 

 

Global Economy 

Vaccine deployment recently started to pick up in many 

countries around the world. The shares of the population 

having received a first shot stand at around 35% in Israel, 

which represents a new model case, at close to 13% in the 

U.K, 7.6% in the U.S., 2.2% in the European Union and 

approximately 2.3% in Switzerland. Following strong trial 

results from Pfizer, Moderna and AstraZeneca, recent data 

from Israel, the U.K. and the U.S. show early signs of vaccine 

efficacy in the real world. In the U.S., cases and fatalities in 

long-term care facilities are falling stronger than in the rest of 

the population. Similarly, cases and hospitalizations in Israel 

and the U.K. show stronger decreases among the elderly. 

These early patterns suggest that the vaccines significantly 

reduce infection rates and have the potential to lead to mass 

immunity once administered to the majority of the population. 

This will likely drive a sharp pickup in global growth during 

2021. 

 

Longer term damage to the U.S. economy resulting from the 

pandemic seems to be limited so far. Around two-thirds of the 

25 million jobs initially lost have returned, and close to 49% of 

the newly unemployed are on temporary layoff. Job openings 

per unemployed worker are significantly higher than during 

the recovery following the financial crisis. Bankruptcies slightly 

increased in December 2020 but remain well below pre-crisis 
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levels. Consumer spending declined at hotels and restaurants 

in November and December reflecting the negative impact of 

rising infections but remained resilient in other categories. 

Overall consumer spending even increased in recent weeks, 

partly driven by a jump in lower-income spending following the 

disbursement of stimulus rebates. Purchasing manager 

surveys for the services and manufacturing sector as well as 

regional business surveys remain comfortably in expansion 

zone. Against the background of strong macroeconomic 

releases we increase our U.S. GDP growth forecast for 2021 

from 4.0% to 5.0%. 

 

Eurozone industrial production is back to pre-crisis levels and 

the respective Purchasing Manager Index (PMI) for the 

manufacturing sector remains in expansion territory. However, 

tighter nationwide restrictions in many countries across 

Europe to tackle the new and more transmissible strains of 

the virus, as well as a relatively slow pick-up of vaccine 

deployment do not bode well for consumption in the first 

quarter of 2021. This is already indicated by a material decline 

in the Eurozone Services PMI and still muted consumer 

confidence amid protracted curbs on public life. Economic 

activity will most likely contract during the first quarter, 

followed by a recovery thereafter. Thus, we reduce our GDP 

growth forecast for 2021 from 4.9% to 4.7%. 

 

Retail sales growth of 4.7% in December compared to a year 

ago and a strong Manufacturing PMI in January point to a 

relative resilience of the Swiss economy compared the rest of 

Europe. However, the strong recent decline of the KOF Swiss 

Leading Indicator shows that macroeconomic momentum 

starts to suffer from nationwide restrictions, which will likely 

remain in place until at least the end of February. Taking into 

account weakness in the first quarter, we reduce our growth 

forecast for 2021 from 4.0% to 3.4%. 

 

With a real GDP up 2.3%, China was the only major economy 

having delivered positive economic growth in 2020. However, 

consumption lags industrial production as wage growth is still 

down on a year-on-year basis, leaving household spending 

plans more or less unchanged. Despite a strong recovery 

from March lows, retail sales remain considerably below 

historic growth levels of around 10% per year. However, we 

expect China to deliver above 8% GDP growth in 2021 on 

rising global demand for its industrial products.  

 

We increase our forecast for global GDP growth for the 

current year from 5.0% to 5.5%. We believe that a weak 

Q1 will likely be followed by a substantial rebound in 

economic activity on pent-up demand once restrictions 

are lifted. 

 

VSWA Forecast; () old forecast 

Bonds 

Recent data releases show that U.S. inflation remains well 

below the FED`s target. Its preferred inflation gauge, the core 

personal consumption expenditures index, increased by 0.3% 

month-over-month in December and by 1.4% compared to the 

previous year. Given relatively low inflation readings and a 

moderating pace of recovery, FED Chairman Powell stated 

that discussions regarding a potential tapering would be 

premature and that the FED would continue asset purchases 

until substantial further progress had been made. As industrial 

capacity utilization is still low and there is plenty of slack in the 

labor market, inflation pressure will most likely remain muted 

over the coming years, supporting the FED`s stance to remain 

accommodative. Since the beginning of 2021, the yield for 

U.S. Treasuries with 10 years maturity rose from 0.91% to 

1.07% while the front end of the curve remained largely 

unchanged close to zero. We expect this trend to continue 

during the course of the year, as shorter maturities remain 

anchored by FED policy and longer-term yields continue to 

reprice a likely economic recovery. New issuance to refinance 

the huge U.S. budget deficit of more than 10% of GDP in 

2021 will be a supporting factor for yields to go higher. 

However, this upside pressure will certainly be kept in check 

by the FED`s ongoing large scale asset purchasing program. 

Thus, we see only moderate upside for 10 year Treasury 

yields to around 1.4% over the next 12 months. 

 

Inflation numbers in the Eurozone are lower compared to the 

U.S. and well below the inflation target of the European 

Central Bank (ECB). As of December 2020, core inflation in 

the Eurozone was 0.2%, whereas headline inflation even 

decreased by 0.3% on a year-over-year basis. This is also 

true for Switzerland, where core inflation fell by 0.4% and 

headline inflation decreased by 0.8% compared to the 

previous year. The ECB’s Governing Council member Olli 

Rehn recently described the region’s inflation outlook as too 

low and suggested to change the ECB’s inflation goal to a 

clear, symmetric target of 2%, similar to the monetary policy 

target of the FED. In his view, such a shift would help to boost 

expectations after years in which inflation has stubbornly 

remained too low despite trillions of euros of monetary 

stimulus. However, if implemented, such a policy goal would 

most likely mean even more monetary stimulus and a likely 

continuation of the zero rate policy for the foreseeable future.    

 

 
[Source: Bloomberg, VSWA] 

 

Investment grade credit spreads in the U.S. and Europe are 

now back to the bottom of their historical ranges, not leaving 

much room for further tightening. While we believe that 

GDP growth (in %) 

 2018 2019 Current 

Forecast 

2020 

Forecast 

2021 

Eurozone 1.9 1.3 -4.3 -7.5 4.7(4.9) 

USA 3.0 2.2 -2.8 -3.6 5.0(4.0) 

Japan 0.6 0.3 -5.7 -5.3 2.6 

UK 1.3 1.4 -8.6 -10.4 5.5 

Switzerland 3.0 1.1 -1.7 -3.5(-4.7) 3.4(4.0) 
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spread compression will likely continue in 2021 against the 

backdrop of an improving economy, rising corporate earnings, 

an ongoing search for yield, and strong credit risk appetite, 

this move may very well be limited to a few basis points. 

Thus, our return expectations for the investment grade fixed 

income bucket in 2021 are moderate, at best. However, 

compared to sovereign bonds we still prefer corporate bonds 

given their yield pick-up, their steeper yield curve, central 

bank support, and our expectation of an improving 

macroeconomic backdrop during the course of the year. 

 

The short-term and medium-term return expectations for 

the high quality fixed income space are quite limited 

given record low yields, narrow credit spreads and a high 

likelihood of slightly rising yields at the longer end of the 

curve. We underweight fixed income relative to our 

benchmarks in all multi-asset-mandates and keep our 

focus on corporate credit, which should do better than 

sovereign bonds. 

 

VSWA Forecast; () old forecast 

 

VSWA Forecast; () old forecast 

 

Equities 
Generally speaking, global stocks markets had a good start 

into the New Year. However, during the last week of January, 

concentrated purchases from retail investors forced several 

Hedge Funds to unwind some of their short positions. This 

triggered a spike in volatility and one of the largest short 

squeezes in history. The covering of shorts triggered an 

unwind of long positions, which resulted in corrections of 

around 5% in popular Hedge Fund longs and triggered a 

decline in major market indices. We view this as a welcome 

and healthy correction of a stock market environment, which 

had probably become a bit overheated. Stock market 

performance following past short squeezes has largely 

depended on the general macroeconomic backdrop. In case 

of an accelerating economic activity, stock market returns 

were positive during the months following the short squeeze. 

In episodes of decelerating activity, subsequent average 

returns were flat or slightly negative.  

 

Based on consensus estimates for 2021, Price-to-Earnings 

(PE) ratios for major stock market indices are 17.6 for the 

Eurozone, 17.7 for Switzerland and 22.4 for the S&P 500. 

Thus, the U.S. market trades slightly above its longer-term 

average, whereas the Eurozone and Switzerland are valued 

in-line or even below their 10 year average. Thus, markets are 

not outright cheap, given the fact that most countries recently 

exited from a deep recession and that the macroeconomic 

backdrop is still relatively uncertain. However, taking record 

low yields into account, current valuation multiples of equities 

seem justified. The aggregated earnings yield as well as the 

dividend yield of major stock market indices is way above the 

yield of government bonds or investment grade corporate 

bonds. In contrast to bonds, equity investments do not only 

offer a fixed yield in form of dividend payments, but also the 

potential for continuously rising earnings and dividends due to 

a growing underlying business. 

 

Consensus earnings estimates for the next 12 months 

continue to be revised upwards across all markets. Estimates 

for the NASDAQ 100 Index are already above pre-crisis 

levels. Given the strong start into the reporting season for the 

past quarter we believe this trend will continue during the next 

months. With more than 40% of all members of the S&P 500 

Index having reported so far, the overall picture is very 

positive. Close to 75% of companies reported sales above 

estimates and more than 80% beat earnings estimates. In 

aggregate, sales came in around 3.5% above consensus and 

earnings even 20% above estimates, making the current 

reporting season one of the best ever. Among sectors, the 

most convincing results came from Financials, Basic Materials 

and Technology, whereas Energy and Utilities tended to 

surprise to the downside. 

 

According to the American Association of Individual Investors 

(AAII) survey, risk sentiment reached a post-crisis high in 

November 2020, where 56% of investors were bullish for the 

stock market and only 25% bearish. This optimism steadily 

decreased since and reached neutral levels by the end of 

January, which is a positive development, as high levels of 

investor optimism often coincide with temporary market 

peaks. However, other measures of market sentiment, such 

as the put/call-ratio, equity flows or equity future positions still 

point to elevated risk taking. The most recent Bank of America 

fund manager survey confirms this observation. Most fund 

managers believe that the global economy is at an early stage 

of the cycle. Consequently, the cash allocation in institutional 

portfolios was further reduced to 3.9%, the lowest level since 

2013. 

 

 

[Source: Bloomberg, VSWA] 

Key interest rates (in %) 

 2019 2020 Current 

Forecast     

3 months 

Forecast    

12 months 

EUR  -0.50 -0.50 -0.50 -0.50 -0.50 

USD 1.75 0.25 0.25 0.25 0.25 

JPY -0.10 -0.10 -0.10 -0.10 -0.10 

GBP 0.75 0.10 0.10 0.10 0.10 

CHF -0.75 -0.75 -0.75 -0.75 -0.75 

10-year government bond yields (in %) 

 2019 2020 Current 

Forecast     

3 months 

Forecast    

12 months 

EUR 

(Germany) 

-0.2 -0.6 -0.5  -0.5  -0.3 

USD 1.9 0.9 1.1 1.1(0.9) 1.4(1.2) 

JPY 0.0 0.0 0.0 0.0  0.0 

GBP 0.8 0.2 0.3 0.3(0.2) 0.5 

CHF -0.5 -0.6 -0.5 -0.5  -0.3 
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VSWA Forecast; () old forecast 

 

Our global equity market outlook remains unchanged. We 

believe that a positive vaccination path will ultimately 

trigger a strong economic recovery once restrictions 

ease and also drive corporate earnings significantly 

higher during 2021 and thereafter. Record low yields and 

ongoing monetary and fiscal support will be supportive 

for equities. 

 

Currencies 

Since the beginning of the year, the U.S. dollar appreciated 

against most major currencies, gaining back some ground 

after a relatively weak fourth quarter of 2020. For the current 

year, we view further USD depreciation as highly likely given 

our expectation of a recovering global economy, a 

continuation of the ultra-accommodative FED policy, and 

record U.S. refinancing needs resulting from large-scale fiscal 

stimulus programs. However, the fact that asset managers 

and non-commercial traders are already holding record high 

net short positions in USD should be interpreted as a warning 

signal. It increases the risk of a sudden USD rally due to 

potential short covering, especially in the case of economic 

disappointments. 

 

 
[Source: Bloomberg, VSWA] 

 

On a 12 month’s horizon we increase our forecast for 

EUR/USD from 1.23 to 1.26, for EUR/CHF from 1.08 to 1.10 

and maintain our forecast of 0.87 for USD/CHF. Risks to our 

positive view on the EUR are mainly centered around the 

possibility of lengthier lockdowns across the continent due to 

slow vaccination progress and its likely negative impact on 

Eurozone growth. 

 

Given the already bearish consensus view on the USD, 

the key question is which factors could potentially 

change this negative market perception. In our view, 

there are two main points to consider. First, if the 

vaccination progress should disappoint, or vaccines 

should prove less effective than assumed, this would 

have negative implications for global growth and most 

likely drive USD demand. Second, if the U.S. equity 

market should continue to outperform other markets, this 

could trigger flows into U.S. equities and drive demand 

for the USD. 

 

Currencies 

 2019 2020 Current Forecast 

3 months 

Forecast 

12 months 

CHF per EUR 1.09 1.08 1.08 1.08 1.10(1.08) 

CHF per USD 0.96 0.88 0.89 0.89 0.87 

USD per EUR 1.12 1.22 1.21 1.21 1.26(1.23) 

JPY per USD 108 103 104 103(107) 101(105) 

USD per GBP 1.32 1.37 1.37 1.37(1.32) 1.39(1.35) 

VSWA Forecast; () old forecast 

 

Commodities 

In January, the price of West Texas intermediate (WTI) rose 

to above 52 $/bbl on the back of an unexpected production 

cut of 1 million barrels per day from Saudi Arabia, which is 

expected to tighten supplies further this and next month. A 

committee of ministers led by Saudi Arabia and Russia 

recently stressed the importance to ensure a speedy 

rebalancing of the oil market amid uncertain prospects for oil 

demand. OPEC+ is currently withholding around 7 million 

barrels of daily output, representing approximately 7% of 

global supply. This is already reflected in falling crude 

inventories in the U.S. as well as in China. Any decision on 

the timing of potential production increases should not be 

expected before the next regular OPEC meeting in March. We 

remain positive on oil and increase our 12 months forecast 

from 50 to 60 $/bbl. 

 
Gold continues to trade in a in a range between approximately 

1800 and 1950 $/oz with a tendency to move towards the 

lower band. One of the main factors impacting the gold price 

are real interest rates – the difference between longer-term 

bond yields and inflation expectations. U.S. inflation 

expectations strongly recovered during the past months and 

are now back well above 2%. We believe that further potential 

for inflation expectations to rise is limited given the FED’s 

inflation target of 2%. This means that further downside for 

real yields is also limited because longer-term bond yields will 

most likely rise in an improving economic environment. Due to 

the usually negative correlation between the gold price and 

real yields, the potential for gold seems limited in the short 

term. 

 

Commodities 

 2019 2020 Cur-

rent 

Forecast 

3 months 

Forecast 

12 months 

Crude oil (WTI, 

USD/barrel) 

61 48 52 55(45) 60(50) 

Gold (USD/   

troy ounce) 

1517 1897 1’864 1900 1900 

Copper (USD/    

lb.) 

2.80 3.50 3.55 3.65(3.45) 3.65(3.45) 

VSWA Forecast; () old forecast 

 
The longer-term perspectives for gold are still intact in 

our view. A potential further weakness of the USD, public 

debt levels close to record highs in many countries 

Equity market valuations 

 Price to earnings ratios 
Price 

to 

Book 

2021E 

Dividend 

yield % 

2021E  

Expected 

2021 

Expected 

2022 

10 year 

average 

USA 22.4 19.3 19.9 3.8 1.6 

Eurozone 17.6 15.0 19.5 1.7 2.9 

Switzerland 17.7 16.1 17.6 2.8 2.9 

UK 14.8 12.4 21.9 1.6 3.8 

Japan 22.7 16.3 17.1 1.3 1.9 
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across the world, and the looming risk of debt 

monetization speak in favor of gold as a portfolio 

diversifier and currency of last resort. We continue to 

overweight gold relative to our respective benchmarks.  
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