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Investment Review 

U.S. inflation data above expectations led to some stock 

market volatility in May as investors started to be worried 

about the likely persistence of rising prices and their potential 

impact on equity valuation. However, most major equity 

indices finally closed in positive territory for the month of May 

on a historically strong reporting season for the past quarter, 

further vaccination progress across the developed world, 

macroeconomic releases pointing to an acceleration of activity 

as well as fiscal and monetary policy support. Since the 

beginning of the current year, most equity markets delivered 

positive returns. The S&P 500 Index gained 12.6%, the Swiss 

SMI Index is up 7.2%, the Euro Stoxx 50 index rose 15.8% 

and the MSCI Emerging Markets index is up 7.2%, all on a 

total return basis in USD terms. Bond yields at the long end of 

the government curve moved sideways in May despite rising 

inflation fears, while the front end continues to remain 

anchored by ultra-low central bank rates. Credit spreads 

moved sideways and remained close to their historic lows. 

Gold closed the month slightly above $1900 per ounce on a 

weaker U.S. Dollar compared to major currencies and falling 

real yields. 

 

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

As mentioned in our previous Investment Outlook, we 

slightly reduced the equity quota across all multi-asset 

mandates by the end of April but remained moderately 

overweight. At the most recent meeting of our Investment 

Committee we decided to stay course. Earnings reports 

above consensus expectations show that the majority of 

companies is strongly positioned to profit from the 

acceleration of the global economic backdrop. We remain 

vigilant regarding rising consumer prices in the U.S., 

which should be a temporary phenomenon. However, if 

inflation should remain clearly above 2% for considerable 

time, the Fed would likely start to become significantly 

more restrictive much earlier than expected. This would 

in turn weigh on equity valuation multiples, which are 

negatively correlated to the yield environment. Rising 

central bank rates usually result in lower equity valuation 

multiples and vice versa. The expected global economic 

rebound seems largely reflected in today’s stock prices. 

While the short-term potential of equities seems 

somewhat restrained, we expect higher stock prices in 

the medium term on rising company earnings.   

 

Global Economy 

Current macroeconomic releases point to an acceleration of 

economic activity in developed and emerging countries. While 

U.S. leading indicators seem to be peaking close to historic 

highs, there should still be some catch-up potential in Europe 

on the relaxation of mobility restriction during the coming 

weeks. Some emerging countries, such as China, Russia and 

Brazil, already started to reduce monetary stimulus, either by 

rising central bank rates or by normalizing liquidity supply. 

High frequency data derived from Google searches show that 

consumer activity across retail areas is already back to pre-

pandemic levels in case of the U.S. and strongly improves in 

U.K., the Eurozone and Switzerland. Consumer confidence 

improved substantially across major countries, which implies 

a positive outlook for consumer spending for the months 

ahead on a return to normal spending habits. We slightly 

increase our global real GDP growth estimate for 2021 to 

5.8%. 

 

U.S. real GDP increased by 6.4% annualized in the first 

quarter of 2021, mainly driven by an 11.3% rise in personal 

consumption compared to the previous quarter. Imports rose 

by 6.7% and government consumption by 5.8% compared to 

a quarter ago. Exports as well as gross private investments 

remained weak at -2.9% and -4.7%, respectively. First quarter 

core personal consumption expenditure inflation was revised 

up to 2.5%, increasing the year-over-year rate to 1.6%. The 
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personal savings rate fell back to 14.9% according to April 

data, which is roughly 7 percentage points above the levels 

from before the pandemic. Home prices continued to rise in 

March. The S&P/Case-Shiller 20-city home price index, which 

gauges developments across the 20 biggest cities, increased 

by 1.6% in March and by 13.3% compared to a year ago, with 

strength being reflected across all 20 cities covered by the 

report. Leading indicators, such as the purchasing manager’s 

indices already reached historically high levels and may 

weaken from here. We believe that U.S. growth will likely 

peak during the second quarter and slightly decelerate in the 

second half of 2021. We increase our estimate for U.S. GDP 

growth in 2021 from 6.1% to 6.3%. 

 

First quarter Eurozone GDP fell by 0.6% compared to the 

fourth quarter of 2020, after strict lockdowns pushed the 

economy into a double-dip recession. However, the outlook 

has materially improved since. Shops and restaurants are 

gradually opening and countries from Greece to Portugal are 

preparing for the summer travel season. The Euro area 

purchasing managers’ composite index (PMI) rose to 56.9 in 

May, which was significantly above consensus expectations. 

Survey data for the manufacturing sector softened marginally 

from April’s all-time highs, whereas the services PMI 

improved strongly. Expectations of future output strengthened 

further in services to a new historical high. Strong PMI data 

for the Eurozone point to a likely acceleration of economic 

activity over the coming months as the reopening continues. 

 

The Swiss GDP slightly contracted by 0.5% during the first 

quarter of 2021. However, signs of an improving economic 

backdrop are now evident. Retail sales increased by 35.7% in 

April compared to a year ago. The PMI for the manufacturing 

sector as well as the KOF economic barometer both reached 

a new all-time high in May. Given indicator levels well above 

the long-term average, the outlook for the Swiss economy for 

the next months can be regarded as very positive. 

 

Key Chinese activity data generally missed expectations in 

April. Year on year, industrial production slowed to 9.8% from 

14.1% in March. Production in most sectors moderated, 

though automobile production was the major drag to April 

growth. Retail sales was well below market expectations, 

decelerating to 17.7% from a March reading of 34.2%. We 

expect overall activity to stay healthy this year and the 

Chinese economy to be able to grow by almost 9% in 2021. 

 

We believe that the global economy is on a clear path to a 

substantial rebound in the second and third quarter of 

2021 on pent-up demand and the normalization of high 

savings rates. 

 

VSWA Forecast; () old forecast 

Bonds 

The month of May was full of surprises for fixed income 

investors. On the one hand, newly created jobs were much 

less plentiful than expected. The widely followed “Non-Farm 

Payrolls” came in at only 266’000, while more than 1 million 

new jobs were expected. On the other hand, consumer prices 

strongly surprised to the upside, which resulted in a large 

number of articles dedicated to the re-emergence of inflation 

in financial media. U.S. inflation, as recorded by the Core 

Consumer Price Index (CPI), which excludes the more volatile 

food and energy prices, increased by 3.0% compared to the 

previous year. The Core Personal Consumption Expenditure 

Deflator (PCE) the FED’s preferred inflation gauge, increased 

3.1% compared to April one year ago. Both inflation gauges 

were significantly above consensus expectations. Various 

regional FED members stated their opinion regarding these 

high inflation numbers and mostly echoed FED Chairman 

Powell by pointing out that this phenomenon will likely be 

transitionary. According to the most recent minutes of the 

FOMC meeting, several participants suggested that it would 

be appropriate to start discussing a reduction in the FED’s 

asset purchases. The market’s expectations for inflation over 

the next 10 years now stand at 2.5% compared to a 10 year 

treasury yield of 1.6%. It is remarkable that the usually strong 

relation between economic growth, inflation and real yields 

currently seems non-existent. In our opinion, inflation 

expectations are currently too high and yields of 10 year 

treasuries too low. However, it is very unlikely that treasury 

yields will move materially higher before the FED seriously 

starts tapering discussions. 

 

According to preliminary estimates, Eurozone core inflation 

will come in at around 0.9% in May, whereas Switzerland 

recorded 0.0% in April. The stark difference in inflation rates 

between the U.S. and Europe can be attributed to the slower 

reopening of the old continent. While the rise in input prices 

stemming from industrial commodities gains traction, wage-

growth is still at subdued levels. The vaccination program has 

recently picked up in speed and our assumption is a broad 

reopening of most European countries by July or August. This 

should start to alleviate some of the slack in the labor market, 

especially in the services industry. 

 

10 year yields of government bonds in the western world 

moved sideways in May despite inflation rates surprising to 

the upside. The bond market currently seems to follow the 

central bank’s view that inflation pressures are a temporary 

phenomenon.  

 

 
[Source: Bloomberg, VSWA] 

GDP growth (in %) 

 2019 2020 Current 

Forecast 

2021 

Forecast 

2022 

Eurozone 1.3 -6.8 -1.8 4.1 4.0 

USA 2.2 -3.5 0.4 6.3(6.1) 4.2 

Japan 0.3 -4.9 -1.8 2.6 1.8 

UK 1.4 -9.9 -6.1 5.2 5.0 

Switzerland 1.1 -3.5 0.3 3.4 2.8 
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Credit spreads continued to move sideways close to historic 

lows, driven by improving global economic prospects. We 

expect credit spreads to stay at current levels over the coming 

quarters, as we live through a period of strong growth where 

credit risks seem to be non-existent, especially with regards to 

high quality investment grade corporate bonds. We continue 

to underweight fixed income given the unattractive real 

returns, which the asset class currently offers. Within fixed 

income we favor corporate over government debt to profit 

from the additional spread at very low risk. 

 

Both, inflation hawks and inflation doves got what they 

wanted in May. While job creation was far below 

expectations, April inflation data surprised to the upside. 

Credit and rates markets remained calm, largely ignoring 

current economic data noise. We remain underweight in 

fixed income in our multi-asset mandates and still favor 

corporates over government bonds. 

 

VSWA Forecast; () old forecast 

 

VSWA Forecast; () old forecast 

 

Equities 
After the exceptionally strong rally of the past 12 months, it is 

fair to say that global equity valuations are at relatively high 

levels, and U.S. stock market valuations are close to historic 

highs. Within the investment community there is increased 

focus on whether this is cause for concern, especially against 

the background of rising interest rates in longer maturities. In 

our view, unusually high stock market valuations have been 

driven by several factors: artificially low bond yields, low 

inflation, a rapidly improving macroeconomic backdrop, as 

well as strongly rising future earnings estimates. However, 

support from several of these factors is likely to erode, so that 

we should expect equity valuations to moderate as we move 

into 2022 and beyond. This is especially true if the market is 

unwilling to view the recent spike in inflation as transitory. If 

inflation should prove to be persistent, this would most likely 

trigger an earlier than expected start of monetary tightening 

by the Fed and other major central banks, implying strong 

valuation headwinds from current levels. The correlation 

between central bank rates and prices or valuations is much 

more evident in the case of government and corporate bonds, 

but it also exists for equities. In this regard, it is very helpful to 

treat equities de facto as a perpetual bond with a coupon 

equivalent to the earnings yield, which is rising over time. The 

fair value of a stock is the net present value of all those future 

coupons or earnings, respectively. If yields rise, earnings 

have to be discounted at a higher rate, resulting in a lower fair 

value of the respective stock. This relationship is the major 

cause of the negative correlation between equities and bonds. 

Stock market returns are mainly driven by three factors: the 

current earnings yield, future earnings growth, and changes in 

valuation. The longer the investment horizon, the more 

dominant becomes earnings growth as the major driver of 

stock market returns. 

 

Although global growth will remain strong through the next 

few quarters, the pace of growth will likely peak in the second 

quarter of the current year, as the tailwinds from record high 

fiscal stimulus, monetary easing and the reopening slowly 

start to fade. Peaking economic growth is usually associated 

with less tailwind for cyclical and lower quality stocks. Going 

back in history, quality growth stocks tended to outperform 

during periods of decelerating economic growth and they 

usually outperformed during periods of accelerating activity. 

More generally speaking, we remain optimistic about the 

medium-term prospects for equities, but we would not be 

surprised about a temporary setback in the coming months. 

 

Consensus earnings estimates continued to move higher in 

recent weeks, largely driven by an exceptionally strong 

earnings season and improving company outlooks across 

major industries. During the past year, earnings estimates for 

the next 12 months increased by more than 30% in Europe 

and by more than 40% for the S&P500 index as well as for 

the Nasdaq 100 index. Given the improving macroeconomic 

backdrop we expect upwards revisions to continue and to 

remain an important counterweight to potentially decreasing 

valuation multiples. 

 

Sentiment among private investors recently changed from 

overly optimistic to neutral, as the American Association of 

Individual Investors’ (AAII) survey shows. With 37% bulls and 

26% bears the survey is in line with its historic average, which 

should be seen as a positive sign as it points towards a lower 

potential correction risk. However, institutional investors are 

still overweight in commodities and equities, as well as heavily 

exposed to cyclical sectors, such as banks, materials and 

industrials. In summary, overall risk sentiment seems positive 

but not overly optimistic.  

 

 

[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 -0.1  -0.2(-0.3)  0.0(-0.1) 

USD 1.9 0.9 1.6 1.6 2.0(1.9) 

JPY 0.0 0.0 0.1 0.1  0.1 

GBP 0.8 0.2 0.8 0.7 1.0 

CHF -0.5 -0.6 -0.2 -0.2(-0.3) 0.0(-0.2) 
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VSWA Forecast; () old forecast 

 

We still view the short-term potential for global equity 

markets as limited and would consider any potential 

correction as a healthy development. A worsening growth 

momentum, relatively lofty valuations, the risk of rising 

bond yields, and the Fed’s reaction function on inflation 

spikes are key risks to take into consideration. We have 

reduced our equity quota across all multi-asset mandates 

at the beginning of May in order to reflect these short-

term concerns. However, this move does not reverse our 

positive medium-term view on equities as the preferred 

asset class.  

 

Currencies 

After appreciating during the first quarter of 2021, the U.S. 

Dollar turned lower against most major currencies over the 

past two months. Fed communication regarding its asset 

purchasing program has shifted slightly in recent weeks, and 

the openness of FOMC members to start tapering discussions 

in the second half of 2021 seems to increase. According to 

the New York Fed, consensus expectations are for tapering to 

be announced in December 2021 and to begin during the first 

quarter of 2022. If macroeconomic data continues to be 

strong, we could expect the conversation on asset purchases 

to start earlier than currently expected. This would potentially 

stop the Dollar’s depreciation trend, at least temporarily. The 

ECB, on the other hand, is far away from even considering 

tapering. ECB officials recently stated that asset purchases 

are still necessary to support the Eurozone economy. They 

expressed concern that tapering expectations had pushed up 

sovereign spreads and warned against a premature removal 

of policy accommodation. 

 

 
[Source: Bloomberg, VSWA] 

 

In an economic recovery, the EUR usually tends to 

appreciate against USD and CHF, which are generally 

perceived to be “safer” currencies. However, based on 

current levels, we do not see much appreciation potential 

for the EUR against USD and CHF and leave our 

estimates for the next 3 and 12 months unchanged. 

 

Currencies 

 2019 2020 Current Forecast 

3 months 

Forecast 

12 months 

CHF per EUR 1.09 1.08 1.10 1.10 1.10 

CHF per USD 0.96 0.88 0.90 0.91 0.89 

USD per EUR 1.12 1.22 1.22 1.21 1.23 

JPY per USD 108 103 109 106 104 

USD per GBP 1.32 1.37 1.41 1.39 1.41 

VSWA Forecast; () old forecast 

 

Commodities 

Much stronger consumption growth than production growth 

pushed the price of WTI above our target price of $65 per 

barrel. Demand will likely remain strong in the short term, as 

the global economic recovery and rising aviation activity help 

to offset the recent hit to South Asian and Latin American 

demand. However, rising rig counts already point to a likely 

acceleration of U.S. crude production in the coming months. 

We expect the OPEC+ member countries to keep production 

discipline, leaving the destocking path unchanged and forcing 

a rebalancing of the oil market. This is consistent with recent 

comments made during the April press conference and also 

easy to implement, as output increases in the second half of 

2021 are yet to be planned. We increase our 3-months 

forecast for WTI to $65 per barrel.   

 
Falling U.S. real yields and a weaker Dollar helped gold to 

recover from losses earlier this year. In our view, real yields 

shouldn’t have much room to fall further, as inflation prints 

may start to normalize in the coming months and bond yields 

are more likely to move higher than to fall. In the shorter term, 

we also don’t expect a significant depreciation of the Dollar 

against the currencies of major trading partners. Thus, the two 

key drivers behind the recent appreciation of the gold price 

will likely fade, increasing the likelihood of a sideways move 

within a relatively narrow trading range. We increase our 3-

months price target for gold from $1800 to $1900 per ounce.   

 

Commodities 

 2019 2020 Cur-

rent 

Forecast 

3 months 

Forecast 

12 months 

Crude oil (WTI, 

USD/barrel) 

61 48 66 65 (60) 65 

Gold (USD/   

troy ounce) 

1517 1897 1’905 1900(1800) 1900 

Copper (USD/    

lb.) 

2.80 3.50 4.53 4.50 4.80(4.50) 

VSWA Forecast; () old forecast 

 
One of the current key risk scenarios for equity markets 

is more persistent inflation combined with increasing 

growth concerns. In such a scenario, gold as the ultimate 

defensive asset would certainly perform well, making it a 

valuable addition to a multi-asset portfolio. Besides those 

short-term diversification considerations, the longer-term 

structural drivers of gold are still intact in our view. 

 

 

Equity market valuations 

 Price to earnings ratios 
Price 

to 

Book 

2021E 

Dividend 

yield % 

2021E  

Expected 

2021 

Expected 

2022 

10 year 

average 

USA 22.6 20.1 19.9 4.3 1.4 

Eurozone 18.5 16.5 19.5 2.1 2.7 

Switzerland 18.4 16.6 17.6 2.9 2.6 

UK 14.1 13.0 21.9 1.8 3.9 

Japan 15.9 14.2 16.5 1.3 2.1 
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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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