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Equities

▪ We significantly reduced our
global GDP growth estimates as
a result of the Russian invasion
of Ukraine.

▪ Volatility will likely remain high
over the coming months, as
geopolitical uncertainties may
persist.

▪ The main impact of the war on
western economies is via
commodity prices, business
sentiment, consumer spending,
and supply-chain effects.

▪ The trend of rising earnings
started to flatten across indices,
which will likely be a headwind
for equity returns.

▪ We see the risk of a technical
recession in the second quarter
for the Eurozone economy due to
its high dependency on Russian
energy imports. A U.S. recession
in 2022 is unlikely in our view.

▪ Inflation will stay higher for longer
as a result of rising commodity
prices. The Fed is determined to
bring inflation down to normal
levels. Monetary tightening will
have a negative impact on
economic growth.

▪ Earnings growth expectations
for 2022 are most likely too high
given declining growth and
rising input costs

▪ Valuations fell during the first
quarter but may not yet reflect
headwinds from slowing growth,
high inflation, rising yields, Fed
tightening, and geopolitical
uncertainties.
▪ We remain cautious, keep our
equity weight at neutral, and
continue to focus on high quality
stocks with pricing power.

Fixed Income

Currencies

▪ Over the coming 12 months, we
expect six hikes of 25bp each
from the Fed, two hikes of 25bp
from the ECB, and one hike of
25bp from the SNB.

▪ The U.S. Dollar appreciated
over the past months on the
back of rising expectations of
Fed tightening and escalating
geopolitical risks.

▪ The potential for rising yields at
the longer end of the curve
seems increasingly limited given
declining economic growth
expectations.

▪ As long as the Russian war
persists, the U.S. Dollar as well
as the Swiss Franc will be
supported by safe haven flows.

▪ Credit spreads further increased
during the past few weeks,
making corporate bonds of high
quality issuers increasingly
attractive.
▪ We continue to be underweight
in fixed income and overweight
investment grade corporate debt
versus government bonds to
profit from the attractive yield
pick-up.

▪ The market is now anticipating a
very hawkish tightening path,
which limits further U.S. Dollar
strength.
▪ Once near-term risks fade we
expect the U.S. Dollar to
continue its long-term trend of
depreciation, especially against
the Swiss Franc.

Commodities
▪ Oil prices jumped after the
Russian invasion of Ukraine
amid fears that oil producing
countries may not be able to
compensate for lower Russian
oil exports.
▪ We expect short-term risks to
remain high and oil prices to
stay elevated. In the longer
term, oil prices are likely to fall
back towards USD 100 as
supply growth catches up with
demand growth thanks to higher
OPEC production.
▪ High inflation, geopolitical risks,
and a rising probability of an
economic slowdown should be
supportive for gold.
▪ We continue to overweight gold
as a tail hedge against macro
and geopolitical events.
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Investment Review
Equity markets held up well in March despite plenty of headwinds
resulting from rising energy prices, slowing economic growth, high
and more persistent inflation, rising yields, and a hawkish Fed
seemingly dedicated to fight price pressures.
Across regions, U.S. stocks delivered the highest returns, followed
by Swiss and Eurozone stocks. As a net exporter of oil, the U.S.
economy is much less exposed to the war between Russia and
Ukraine than the Euro area, which is strongly dependent on
Russian energy imports. Thus, the Euro area was recently faced
with significant downgrades in GDP growth estimates for the
current year. Within sectors, energy, materials, and industrials
outperformed, whereas technology, communication services, and
consumer staples underperformed.

April, 2022

While we do not expect a U.S. recession in 2022, the Fed’s task of
fighting inflation by rising rates in an environment of slowing
growth seems challenging. Given the Euro area’s dependency on
Russian energy imports, we see the risk of a technical recession
in the second quarter. Earnings estimates for 2022 seem too high
given slowing growth and rising input cost pressures. Earnings
expectations, the major driver of the stock market rally from 2020
lows, already started to flatten. Volatility will likely remain high over
the coming months on geopolitical uncertainties, slowing growth,
and increasing policy risks.

Fixed income markets continued to deliver negative returns due to
rising yields across the maturity spectrum. Driven by hawkish Fed
comments short-term yields rose stronger than yields of longer
maturities. This resulted in a very flat yield curve, which is now
almost inverted. Credit spreads continued to widen, making
corporate debt increasingly attractive. Crude oil moved above
$120 per barrel in early March on supply fears and closed the
month slightly above $100. The price of gold remained around
$1900 per ounce on ongoing demand for safe-haven assets.
At the most recent meeting of our Investment Committee, we
decided to remain cautious and use recent market strength to
slightly reduce the equity exposure relative to benchmarks in all
multi-asset-mandates to neutral.

[Source: Bloomberg, VSWA]
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Global Economy
Globally, the war between Russia and Ukraine and the resulting
rise in commodity prices will lead to more persistent inflation, a
moderation in demand growth, and a more hawkish monetary
tightening path of central banks. This will have a sizable negative
impact on the global growth outlook and offset improvements from
the re-opening across many countries. Global growth expectations
have already dropped due to spiking energy prices and tighter
financial conditions. Despite the recent moderation, global leading
indicators remain in growth territory, most likely not fully reflecting
the impact of the war. We reduce our forecast for global real GDP
growth in 2022 from 4.0% to 3.2%.

[Source: Vontobel, VSWA]
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For the U.S., we further reduced our GDP growth forecast from
3.7% to 3.3% for 2022, driven by a negative impact from rising
energy prices, a sizable fiscal drag and a modestly negative
impulse from tighter financial conditions as the Fed materially
reduces monetary support. Despite these headwinds, recent
macroeconomic releases continued to come in above consensus
expectations. The ISM manufacturing index decreased in March,
against expectations for an increase. The composition of the index
was mixed, with the employment component increasing but the
production and new orders components declining. The University
of Michigan’s index of consumer sentiment was revised down in
the final March report, remaining at its lowest level since 2011.
The report’s measure of average inflation expectations for the next
year and the next 5 to 10 years remained unchanged at 5.4% and
3.0%, respectively, representing the highest readings since 2011.
Growth in retail sales slowed in February, as consumers reduced
spending on high inflation pressures. The advance of 0.3% was
led by a jump of 5.3% in gasoline spending. Excluding gasoline,
sales fell by 0.2% in February.
For the Euro area, we significantly reduce our growth forecast for
2022 GDP from 4.0% to 2.8%. We believe that the economy has
an increased risk of a technical recession during the first half of
the year on trade spillovers from the Russian war, high energy
prices, and a potential slowdown of consumer spending. While we
see little evidence of spillovers into the European gas market so
far, there is certainly a non-negligible risk of gas flow disruptions.
European officials started to discuss the possibility of an embargo
on Russian energy.
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Given the dependency of the Euro area on Russian gas, such a
development would present further downside risk to our Euro area
GDP growth forecast. Euro area consumer confidence already
showed a significant decline in March, reaching the lowest levels
since the early months of the pandemic.

Germany’s Ifo business climate mirrored the decline in consumer
confidence, with the expectations component falling sharply to the
worst readings since May 2020. Inflation and the war are acting as
drags on manufacturing as supply-chain disruptions worsen and
export demand slows.
The Swiss economy continued to slow after a relatively shallow
final quarter of 2021. With the KOF Leading Indicator declining to
below average levels, we should expect only moderate growth
over the coming quarters. According the spring forecast of the
KOF institute, the Swiss GDP could grow by 2.9% in 2022, but
only in a favorable scenario. In a worst case scenario, where the
Swiss Franc appreciates significantly and Russian energy and
commodity exports to Europe are discontinued, GDP growth could
be as low as 1.0% in the current year. As many companies active
in global commodity trading are based in Switzerland, embargos
could cause a significant hit to this sector. We reduce our estimate
for Swiss real GDP growth in 2022 from 2.8% to 2.5%.

[Source: Vontobel, VSWA]

The outlook for growth and inflation deteriorated in recent
weeks on rising energy prices, mixed macro data, and
hawkish surprises from central banks given heightened
inflation pressures. Growth in the first half of 2022 will be
weaker than expected. We see no recession in the U.S. in
2022, but consider the risk of a technical recession in the
Euro area in the second quarter as relatively high. For the
full year of 2022 we still expect positive GDP growth.
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Risk appetite increased materially during March despite plenty
of headwinds from high inflation pressures, growth slowdown
fears, increasingly hawkish central bank comments, and sharply
rising yields. Following hawkish comments from Jay Powell, the
rates move has been particularly sharp at the front end, where
nominal yields increased as markets repriced the pace of Fed
hikes. As investor sentiment had increasingly turned negative in
March, an unwind of bearish positioning has most likely led to
the recent stock market rebound. Across sectors, energy,
materials, and industrials outperformed, whereas consumer
staples, communication, and technology stocks underperformed
due to their sensitivity to rising yields.
Equity market valuations increased in recent weeks, as stock
prices rebounded amid stagnating earnings estimates. With a
Price-to-Earnings ratio of 20.0 based on 12 months forward
estimates, the S&P’s valuation is still above its longer-term
average. Valuations in Switzerland and the Euro area are more
favorable. However, optically cheap Euro area valuations are in
our view justified given significant macroeconomic risks due to
the high dependency on Russian energy imports. Currently,
negative spill-over effects from the war materialize via supplychain issues and the impact on consumer sentiment, while gas
flows from Russia to Europe remain uninterrupted so far.
The strong uptrend in earnings estimates across major indices,
which started in May 2020, seems to moderate given declining
growth expectations and rising input cost pressures. Rising
earnings have been the major driver of stock market returns
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from pandemic lows, making further gains challenging in the
current environment of stagnating earnings estimates. Earnings
growth expectations for the MSCI World index are 8% for 2022.
In our view this is too optimistic in the current environment of
elevated macro risks.

[Source: Bloomberg, VSWA]

The recent flattening of the U.S. Treasury curve already led to
speculation of a likely recession further down the road. While a
yield curve inversion has historically been a reliable indicator
forecasting a recession, it has been a terrible one at predicting
when exactly to expect a shrinkage of output. Just as a more
recent example: before the great financial crisis of 2008, the
U.S. yield curve started to invert in December 2005, long before
GDP growth turned negative in the fourth quarter of 2008.This
makes the yield curve inversion worthless when trying to predict

future equity returns. During the past 40 years, stock market
returns 6 months, 1 year, and 2 years after an inversion was on
average positive. The probability of negative returns after an
inversion between the 2-year and 10-year yield was roughly
30%, a lot worse than a coin flip. Thus, current discussions in
financial media regarding curve inversion should be taken with
a pinch of salt.
The Fed seems determined to fight high inflation by aggressive
monetary tightening in the quarters ahead. Yield hikes will now
be implemented in an environment of declining consumer
sentiment and moderating growth expectations. To achieve a
soft landing of the economy seems to be challenging and the
odds of a policy error are high. However, investors should not
forget that equities are real assets, which typically profit from
nominal growth. Rising consumer prices add to nominal growth,
making stocks a very effective inflation hedge. This is especially
true for companies with pricing power, which can roll over rising
input costs to their customers.

Given plenty of headwinds we expect volatility to remain
elevated over the coming months. Monetary tightening
against a background of declining economic activity is
be a tricky undertaking. The future direction of the war
between Russia and Ukraine is highly uncertain. We
reduce the equity quota in all multi-asset mandates from
slightly overweight back to neutral.
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Despite the increasingly challenging global growth environment,
government bond yields continued to rise throughout March.
The fight of central banks against inflation has recently become
the dominant theme in fixed income markets. The U.S. yield
curve has notably flattened, meaning that yields on short-term
and long-term treasuries are almost equal. The market expects
the Federal Reserve to move interest rates decisively higher to
reign in inflation, even if the price to be paid is lower economic
growth over the next couple of years. This is in line with the
duality of the Fed’s mandate - to achieve a balance between full
employment and low inflation. The Fed’s current focus is clearly
on inflation.
At its March meeting, the Federal Open Market Committee
(FOMC) hiked interest rates for the first time since the pandemic
began and delivered a consistently hawkish message regarding
the future tightening path. Chair Powell reinforced that tone by
acknowledging the seriousness of the inflation situation during
his press conference. He particularly emphasized the strength
of the economy and the labor market, suggesting that it would
take a lot to bring the Fed off of its tightening path.
In February, headline consumer price inflation in the U.S. rose
by 7.9% and core inflation by 6.4% from a year earlier. In the
Euro area, headline consumer price inflation for February stood
at 5.9% and core inflation was recorded at 2.7% compared to a
year ago. Inflation in Switzerland is still relatively low in a global
context, with year-over-year headline and core data recorded at
2.4% and 1.4% respectively in March.

The market has currently priced in a steeper hiking path than
the most recent Fed-survey would have suggested. Longer-term
bond yields moved significantly higher in recent weeks, most
likely limiting further upside in yields against the background of
a slowing growth outlook. Yields of 10-year government bonds
have substantially increased in Europe and Switzerland as well,
surpassing 0.6% in both regions in March.
Both the rise in government yields and the widening of credit
spreads have made corporate bonds increasingly attractive,
even in Euro and Swiss Francs. Corporations face the current
economic slowdown with healthy balance sheets. We expect
defaults to remain very rare, despite rising borrowing costs.
Inflation remains the main problem for fixed income investors.
Real yields remain negative, as nominal yields do not
compensate for high inflation, especially over a medium-term
time horizon.
[Source: Vontobel, VSWA]

Over the coming 12 months, we expect six hikes of 25bp each
from the Federal Reserve, two hikes of 25bp from the European
Central Bank, and one hike of 25bp from the Swiss National
Bank. The moves in the Euro area and in Switzerland are less
certain, since the war in Ukraine is felt much more on this side
of the Atlantic. A further weakening of economic growth in the
Eurozone and a potential technical recession in the second or
third quarter might already be enough to prevent the ECB from
starting to tighten monetary policy.

Short-term and longer-term yields have substantially
increased in recent weeks, driven by expectations for
significant monetary tightening. Aggressive Fed hiking
will dampen economic growth. However, corporate
balance sheets of quality issuers are in good health to
weather the slowdown. We remain underweight in fixed
income in our multi-asset mandates and prefer
investment grade corporate bonds over government
bonds.
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The U.S. Dollar mostly appreciated over the past months on the
back of increasingly hawkish Fed comments and the repricing
of rate hike expectations. Increasing geopolitical risks have
been another factor supporting the U.S. Dollar, as well as the
Swiss Franc. Inflation pressures in the U.S. remain high and
labor market slack continues to decline. However, with Fed
funds futures now pricing in between eight more rate hikes this
year, further upside for the U.S. Dollar seems limited and the
risk/reward of being long the USD has clearly worsened. Rates
outside of the U.S. have recently kept up with rising Treasury
yields, making the case for further USD strength less certain.
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In the short term, the war between Russia and Ukraine and a
slower policy normalization process in the Euro area compared
to the U.S. pose a risk to the Euro. Medium-term drivers, such
as differences in the balances of payments are still in favor of a
stronger Euro.
We see downside potential for the USD versus the Swiss Franc
in the medium to longer term. According to purchasing power
parity, the CHF is significantly undervalued versus the USD,
which was driven by a large difference in inflation rates between
the U.S. and Switzerland for considerable time. Structural
drivers, such as Switzerland’s large current account surplus and
low inflation rates compared to most other countries remain
supportive for the Swiss Franc.
Our forecasts for the next 3 and 12 months for major currency
pairs remain unchanged.

[Source: Vontobel, VSWA]

Geopolitical risks are not resolved and will likely remain
the key source of FX volatility in the short term. Should
news on the Russia-Ukraine war not get worse, we see
the potential for U.S. Dollar depreciation given that a
very hawkish Fed tightening path is already priced in.
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The U.S. administration confirmed plans to release 180 million
barrels of its strategic petroleum reserve over the coming six
months. Other countries may potentially release another 30 to
50 million barrels. Such a record high release would certainly
help to rebalance the oil market in 2022 by increasing supply
and reducing the amount of necessary demand destruction,
which typically occurs after strongly rising prices.
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pressure on the Russian regime following obvious war crimes
against Ukrainian civilians. According to EU officials, a potential
ban on Russian oil exports will be discussed at the upcoming
meeting of foreign affairs ministers. If fully implemented, such
an embargo would lead to a massive oil supply disruption,
which couldn’t be compensated by OPEC spare capacities and
additional releases of strategic reserves. We increase our 3month forecast for WTI to $110 and our 12-month forecast to
$100 per barrel.
Having spiked above $2000 per ounce right after the Russian
invasion of Ukraine, the price of gold moved lower but never
moved below $1900. Hawkish comments from Powell regarding
the Fed’s monetary tightening plans may have been the main
reason for gold’s depreciation. High and more persistent
inflation, slowdown fears, geopolitical uncertainties, and rising
stagflation risks represent an increasingly positive backdrop for
gold. We increase our price target for the next 12 months to
$2000 per ounce.

[Source: Vontobel, VSWA]

The key factor impacting oil prices in the short term would be an
embargo on Russian oil by western countries, to put increasing

Being a highly liquid safe haven asset, gold will likely be
supported by investment demand resulting from the
current environment of geopolitical and macroeconomic
uncertainties. We remain overweight in our multi-asset
mandates.
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The views expressed herein represent the opinion of Vontobel Swiss Wealth Advisors AG (“VSWA”). VSWA is a Switzerland-based investment adviser that is registered with the U.S. Securities and Exchange Commission and has the status of an Exempt International
Adviser in the Canadian provinces of Alberta, British Columbia, Nova Scotia, Ontario and Québec. Vontobel Swiss Wealth Advisors is a wholly owned subsidiary of the Vontobel Group.
The information set out in this presentation is deemed to constitute “marketing material” within the meaning of Art. 68 of the Swiss Financial Services Act. This report 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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