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Executive Summary

Economy

Equities

Fixed Income

▪ The sharp drop of PMIs in many
advanced economies for August
expresses the concerns of many
corporate leaders.

▪ The Fed’s clear message at
Jackson Hole to fight inflation
for longer sent a very negative
message to equity markets

▪ Economic growth outlook is
negative. Many leading
indicators such as the PMI’s
show a contraction.

▪ The tight labor market in the US
which operates at full capacity is
still in the focus of the Fed.

▪ Investors have underestimated
the willingness of central banks
to tightening.

▪ Very hawkish comment of the
Fed at the Jackson Hole
Symposium makes clear there is
not an immediate end of rate
hikes.

▪ We expect further volatility in
equity markets in the next
months.

▪ Labor market in the US is still
tight and inflation on services as
well as food and goods is not
really slowing.

▪ In the euro area (EA), the
economy showed robustness
growing at an average rate of
0.6% and shows more resilience
than expected.
▪ The EA labor market is in a much
more balanced shape compared
to the US. This gives more room
to navigate for the ECB.

▪ Earnings per share (EPS)
growth for Q2 2022 came in as
expected with y-o-y growth of
23% in Europe and 11% in the
US.
▪ We remain neutral positioned in
equities relative to our
benchmarks.
▪ Equities are an asset class that
is useful in portfolio’s during
inflationary times.

▪ US yield curve is inverse
indicating a recession. 2 year
treasury bonds are now clearly
above 3%
▪ Rising bond yields and higher
credit spreads made corporate
bonds increasingly attractive in
recent months.
▪ We add some cash and invest it
in short duration bonds to
benefit from the higher yields on
the short end of the yield curve.

Currencies

Commodities

▪ We still see the potential of a
stronger USD in the next
months ahead. Fed
hawkishness and interest
differential are the main driving
forces.

▪ Rising oil supplies and
escalating concerns over the
deteriorating economic outlook
led to a decent decline in oil
prices from a peak in early
June.

▪ This Swiss Franc has more
potential to strengthen against
the USD as well the EUR. The
inflation differential is in favor for
the Swiss currency.

▪ Oil trades now clearly below
100$ the barrel.

▪ The SNB is not concerned
about a stronger Swiss franc.
The stronger currency reduces
the inflation pressure in
Switzerland.
▪ EUR levels against the USD are
below par. Long-term strategic
investors in foreign currencies
could see these levels as more
and more attractive to enter.

▪ Gas prices increased
significantly in the first half year
but just recently started to
correct. Germany gas inventory
is on high levels. Europe
prepares to substitute Russian
gas.
▪ We remain overweight gold in
all multi-asset portfolios.
Despite its recent consolidation,
gold remains an effective tail
hedge against geopolitical and
macroeconomic risks.
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Investment Review
In the US, economic activity continued to soften during the summer
months resulting into a second consecutive negative GDP growth
rate of minus 0.2% quarter over quarter. Technical speaking,
according to the definition of the National Bureau of Economic
Research, the US economy has entered into a recessionary
environment. Stalling fixed income formation in the US corporate
sector, slipping property investment and strong downsized
inventories have been the main driver of the of the recent
slowdown of economic activity in the US. Despite declining
domestic demand, US inflation, however, proved rather resilient.
CPI inflation just fall to 8.5% in July after 9.1% in June. Ongoing
persistent high inflation in the US and many other advanced
economies prompted the US central bank to increase their key
interest rates by two steps of 75 basis points while the European
Central Bank also started at the beginning of July to hike rates for
the first time in the past eleven years.

During August, our portfolios drifted towards the strategic equity
allocation relative to the respective benchmarks in all multi-assetmandates. At the most recent meeting of our Investment
Committee, we decided to maintain this positioning and keep the
neutral equity exposure. Although we currently do not expect a
broad and sustained rebound in risk assets in the near term,
equity valuations are increasingly attractive. Uncertainties over
how inflation and growth will be impacted by monetary tightening
are gradually abating as all major central banks have investors
assured that they do not monitor closely inflations trends but that
they also watch the respective impact of tighter financial
conditions on future economic activity and employment. Sentiment
of professional and retail investors remains at pessimistic levels,
pointing to likely oversold conditions across risk assets in the very
short term.

Based on this backdrop, equity markets have posted positive
returns since the end of June. Gradually declining inflation rates in
the US and courageous measures to fight inflation by many central
banks in the advanced economies have helped to spur risk assets.
In addition, academic research confirmed the notion of the Federal
Reserve Bank that the natural rate of unemployment is close to the
current unemployment rate. This should limit the necessity of the
Fed to hike rates substantially to bring inflation under control. At the
same time, higher equity prices and a softer USD against major
other currencies have contributed to improved financial conditions
in the US.
[Source: Refinitiv Datastream, Vontobel, VSWA. Blue: equities, yellow: bonds, pink: alternatives]
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Today, it is not the question of whether the global economy is
strong and resilient enough to absorb the retarding impact of
supply chain disruptions and falling real purchasing power due to
accelerated inflation. The crucial question in dispute today is
whether central banks are still convinced they can solve the
current elevated level of inflation only by substantially reducing
domestic demand, triggering a severe economic downturn and
higher unemployment. The sharp drop of PMIs in many advanced
economies for August expresses the concerns of many corporate
leaders that a soft landing appears to be very unlikely as the
current inflation has its roots mainly on the supply side of the
economy.

[Source: Refinitiv Datastream, Vontobel, VSWA]

The main concern in the US with respect to future inflation and the
stance of monetary policy is still the tight US labor market which
operates at full capacity. Unemployment stands at 3.6% and many
investors believe that this low unemployment rate is not
sustainable with falling inflation in the US. Unit labor costs have
risen to around 9% and the employment costs index stands at
approximately 6% and have raised concerns that a wage-price
spiral is imminent. Although inflation expectations have adjusted
from approximately 3% to nearly 5% in the US as the Michigan
inflation survey shows, but they are still well anchored. Thus, the
probability of an ungovernable wage-price spiral is low, in our
view. At the same time, some US labor markets indicators such
as job openings, initial jobless claims and quit rates have stopped
to improve indicating that labor demand may have peaked and
may start to weight on wage growth going forward. In addition,
activity in the US housing market shows signs of deterioration with
negative impact on shelter and housing prices which contributes
by around 15% to the overall CPI in the US. The strong increase
of inflation over the past twelve months has significantly lowered
real wages and purchasing power of disposable income reducing
domestic demand and reduces the pressure on inflation. These
are all reasonable arguments for the Federal Reserve Board to
choose a future path that takes these automatic stabilizers of
inflation into account, especially against the backdrop of the Fed’s
double objectives of creating the highest possible level of
employment and price stability.

In the euro area (EA), the economy showed robustness growing at
an average rate of 0.6% per quarter and resilience despite the
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surge in energy costs, the ban on Russian imports and
exports and the cut of purchasing power due to elevated
inflation. The International Monetary Fund (IMF) expects a
slowdown of economic activity, and this is confirmed by the
recently released PMI for August dropping below the
threshold of 50, although GDP growth should reach 2.6% in
2022, mainly driven by the Next Generation Fund to spur
public investments into infrastructure and a further roll—out of
renewable energy. This public investment spending helps to
support the EA economy. The weakness of the EUR is a
double-edged sword. On the one hand, it helps to improve
international competitiveness and export growth, on the other
hand it contributes to a higher energy bill as energy imports
are denominated usually in USD. The EA labor market is in a
much more balanced shape compared to the US.
Unemployment stands at 6.6% offering sufficient cushion for
an unexpected increase in labor demand.

[Source: Refinitiv Datastream, Vontobel, VSWA; Note: PMI = “purchasing managers’
indices”]

The latest KOF business barometer for Switzerland revealed that
in most of the economic sectors surveyed, the business situation
cooled down in July. This is particularly noticeable in the retail
trade, where the business situation indicator is now trending
downwards after more than a year of soaring. The decline in
financial and insurance services, wholesale and manufacturing is
less pronounced. According to the KOF, the problem of the
shortage of materials and preliminary products has not worsened
since spring, despite the war in Ukraine and the pandemic
measures in parts of Asia. Manufacturing companies were also
able to fill up their warehouses for intermediate products and
wholesalers are expecting longer delivery times less frequently
than before.
In China, monetary policy has become more supportive with a
series of interest rate and reserve requirement rate cuts but will
refrain from significant easing. Fiscal policy will become more
supportive as the composition of spending shifts towards
infrastructure. According to the International Monetary Fund,
however, the official government forecast of GDP growth of 5.5%
for 2022 is out of scope.

The sharp drop of the Purchasing Manager Indices (PMI)
in July and August in the US and the Euro area in tandem
with other falling sentiment indicators such as the
regional GDP tracker of the local Federal Reserve Banks,
the Empire State manufacturing index in the US and the
sharp decline of the ZEW and the IFO indices in the euro
area have fueled further concerns about future economic.
This results in expectations that inflation due to weak
economic activity start soon the decelerate.
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Since the low seen in mid-June equity markets around the
globe witnessed a strong rebound. Expectations of peak
inflation which resulted in lower yields, removed a key
headwind for equities. Cautious positioning, light summer
volumes, bear’s fatigue and in general positive Q2 2022
earnings were the ingredients for such a strong move. The fact
that stocks can climb a wall of worry implies that a lot of positive
momentum is priced in again. However, we do not see a
goldilocks environment at the moment. It is too early for central
banks to reverse their hiking path. Easing financial conditions
are counterproductive, as this may damage central banks
inflation-fighting credibility. Stagflationary forces can be seen in
Europe due to surging energy and power prices. China’s
economy should improve gradually, but it is far from a
convincing growth rebound given a lack of really major stimulus,
zero-Covid and Taiwan tensions.
The highly anticipated annual Fed meeting in Jackson Hole on
August 26, 2022 came up with a clear message – the Fed’s
fight against inflation is far from over. This message was not
well taken by equity markets and it looks like the robust rally
since June has likely stalled. In addition, September has proven
to be a very difficult month for equities. Since 1970, the monthly
average return was a mediocre -0.5% proving the only month
with a negative return.
Earnings per share (EPS) growth for Q2 2022 came in broadly
as expected with y-o-y growth of 23% in Europe and 11% in the
US. Top line growth remained strong, boosted by commodities,
inventory restocking and FX tailwinds, especially in

Europe, whereas margin development disappointed. Headline
EPS growth was largely inflated by commodities, as Ex-energy
EPS growth was more subdued at 5% in Europe and -2% in US
(first quarter of negative EPS growth since Q3 2020. Although
EPS beats improved as the season progressed, they just came
close to long term average and below previous quarters. In
contrast, sales beats remained well above average and near
historic highs in Europe. As EPS growth and beat ratio came in
lower than for top line, this means margins disappointed in Q2
2022.
Valuation Equity Markets
2022E
USA (SPX)
Eurozone (SX5E)
Germany (DAX)
France (CAC 40)
Spain (IBEX 35)
Italy (FTSE MIB)
Switzerland (SPI)
UK (FTSE 100)
Japan (TPX)
China (SHCOMP)
Australia (AS51)
MSCI World (MXWO)

17.4
10.6
10.5
9.7
10.4
7.3
16.4
9.1
12.3
11.1
13.7
15.5

PE
2023E 10y average
16.2
10.4
9.9
10.2
10.1
7.3
14.5
9.2
11.7
9.8
13.2
14.6

18.2
14.9
14.1
15.6
15.0
16.0
17.9
14.1
15.7
13.5
15.8
17.4

Div. Yield
2022E
2023E
1.6%
3.8%
4.1%
3.6%
4.7%
5.3%
3.1%
4.3%
2.6%
2.9%
4.6%
2.2%

1.8%
4.0%
4.0%
3.8%
5.1%
5.8%
3.3%
4.5%
2.7%
3.1%
4.6%
2.3%

[Source: Bloomberg, VSWA]

According to a Barclays study, company guidance was more
cautious than in prior quarters. According to their analysis of
transcripts, overall guidance was positive with 32% of
companies providing positive guidance, 58% have a neutral
view and only 10% commented negatively.

Despite the overall positive guidance, 72% of European
companies were actually negative on the economic outlook
(China and the Russia/Ukraine conflict, poor consumer
sentiment and a looming recession in 2023). Despite the
economic backdrop, the outlook for dividends and share
buybacks remained positive. Easing supply chain constrains led
to a more hopeful outlook on inflation. Despite a noticeable
decline in supply chain concerns, cost inflation from labor, raw
materials and energy did not ease much in Q2 2022, with most
sectors reporting decent pressure. Despite these cost issues,
67% of companies remain confident they can hold their
margins. Overall, regardless of the earnings result, companies
have overwhelmingly agreed on a strong consumer demand
and acknowledged that it was still more of a supply than
demand issue for them.
We remain neutral positioned in equities relative to our
benchmarks. Our positioning does not mean that we do
not have a view. We prefer to express it via a cautious,
less cyclical stance on country level. This translates
into an overweight for US and less pronounced for
Swiss stocks, which tend to outperform in periods of
slowing economic growth. We further maintain for the
time being our underweight for their European peers,
which are most at risk when the economy is losing
steam. We will use market weakness to increase
positions in high quality stocks. Vice versa, if a stock
gets too expensive in the short term we take partial
profit but remain invested in the company. Volatility is
likely to remain in the period ahead.

.
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Fixed Income and Equity investors alike watched the Jackson
Hole economic symposium to get clues about how the fight
against inflation might play out over the coming quarters. Fed
Chairman Jerome Powell held a short and concise speech in
which he stated that the Fed is committed to fighting surging
inflation through restrictive monetary policy even as the U.S.
economy slows. He emphasized that returning to price stability
will take some time and brings short term pain to businesses
and households. However, the costs would be much higher if
the Fed would not act forcefully now. The recent signs of a
slowing US economy and stagnating month-over-month
inflation are not significant enough for the Fed to embark on a
less steep hiking path.
The market’s reaction to Mr. Powell’s speech was very
pronounced in the equity market with the S&P 500 falling
roughly 3%. Bond markets were less impressed and yields only
moved up by a few basis points. We think investors have to
digest the idea that monetary policy will not pivot towards a
friendly stance, even if the months ahead bring more negative
news. Only a sustained downwards trend in the Consumer
Price Index and a softer labor market will eventually lead to an
end of the interest rate hikes. In that sense a flat or inverted
yield curve makes sense to us: The Fed will employ a very
restrictive monetary policy in the short-term to bring down
inflation and once that objective is achieved, move back to a
normal modus operandi.

The stance of the European Central Bank is hawkish, too, but
the economic circumstances are different than in the US.
Inflation in Europe is mainly driven by energy prices including
natural gas, oil and electricity. The inelasticity of demand with
regards to heating and electricity usage means that the ECB
has less leverage to bring down inflation through higher interest
rates. Our expectation is that inflation will be more erratic in
Europe than in the US because so much depends on the
developments in the energy markets.

[Source: Vontobel, VSWA]

Year over year inflation data for July 2022:
– US Headline CPI: 8.5%
– US Core CPI: 5.9%
– Eurozone Headline CPI: 8.9%
– Eurozone Core CPI: 4.0%
– Switzerland Headline CPI: 3.4%
– Switzerland Core CPI: 2.0%

Corporate bond yields increased significantly in recent months
on a combination of rising government bond yields and credit
spreads. The average yield of investment grade corporate
bonds in Euro with a rating of BBB and 5 years maturity stands
at around 3.1%, while the equivalent yield of USD corporate
bonds is currently close to 4.6%. This represents a significant
improvement from the low-yield environment of the past and
makes corporate bonds much more attractive in the context of a
multi-asset mandate.
Post Jackson Hole the attractivity of bonds has
increased on two fronts. First, yields are higher and
second, inflation will be brought down more fiercely.
Both increases the expected real return for investors.
We remain overweight corporates and underweight
government bonds on a relative basis. In terms of
duration we prefer to stay below benchmark.
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EURUSD has been trading below parity lately. This could be
the norm in the next months ahead. Probability that relative
interest rate differentials between the US and Eurozone stay
elevated is high. On one side with have the very hawkish tone
of the Fed, especially since the Jackson Hole conference and
on the other side we see European growth risks may rise with
the energy prices, particularly natural gas prices, reaching new
high levels. In the short run the EURUSD could reach levels of
0.95. But on a longer run we see potential in the EUR. The
FED could be done hiking in the first half year of 2023,
Europe’s energy crisis should as well moderate in spring and
China could stabilize supported by the lower interest rates.
Combined, these changes could bring a top to the USD and
allow more cyclical currencies such as the EUR to bottom out.
We believe the levels seen now and in the coming month are
more and more attractive to enter for long-term strategic
investors in foreign currencies.

The Swiss franc strengthens continuously against the EUR. The
Swiss National Bank (SNB) has shown no willingness in
counteracting the takeoff of the CHF against the EUR which
trades now almost 2 months below parity. Growth uncertainty in
Europe and favorable inflation differential between the
Eurozone and Switzerland support the Swiss franc. Swiss
inflation is at 3.4% y/y which is considerably lower than in
Europe or the US but one of the highest levels since the 90s in
Switzerland. We believe the SNB will tolerate an even stronger
Swiss franc.
We see a trend for a stronger CHF against the USD despite the
hawkish tone of the FED. The inflation differential is in favor for
the Swiss franc. Considering the inflation differential, the CHF
has become even cheaper versus the USD in real terms. On top
of it Europe’s economic growth uncertainty supported the CHF
as safe-haven currency. Furthermore, the SNB believes that
Swiss economy can handle a stronger currency. We believe this
can result in a further strengthening of the CHF against the
USD once the FED rate hike path ends.

The SNB has shown no willingness to weaken the Swiss
franc. Inflation differential between Switzerland and the
Eurozone is on very low levels which supports the
Swiss franc against EUR. We see the potential for
further appreciation of the CHF against major
currencies, as the SNB no longer views currency
strength as an economic risk.
[Source: Vontobel, VSWA]
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Rising oil supplies and escalating concerns over the
deteriorating economic outlook led to a decent decline in oil
prices from a peak in early June. The decline was even more
severe for refinery products as a lackluster driving demand
during the Northern Hemisphere summer season took its toll.
At the same time, natural gas and electricity prices soared to
new records, incentivizing gas-to-oil switching in some
countries. In addition, the heatwave in several regions around
the globe led to an increased oil burn in power generation,
especially in Europe and the Middle East.

Recently, the IEA increased the outlook for oil supply, citing a
less severe decline in Russian supply. Due to sanctions,
Russian exports of crude and oil products declined to Europe,
the US, Japan and Korea since the start of the war. However,
the rerouting of flows to India, China, Turkey and others
mitigated upstream losses. Early August, OPEC+ agreed to
raise its supply target by just 100kb/d noting that “severely
limited” spare capacity should be used with “great caution in
response to severe supply disruptions, suggesting output
increases are unlikely in coming months. Our forecast for WTI
for the next 3 and 12 months remains unchanged respectively.
Since our last Investment Outlook for July, gold fell further from
$ 1807 to$ 1760 per ounce lately. The gold price increased
during Q1 2022 as it was unclear whether the Fed would
prioritize supporting growth or fighting inflation. The price fell
sharply as the Fed made clear that fighting inflation is its top
priority. While the gold price is flat year-to-date in $- terms, it is
up significantly in EUR, GBP and JPY where central banks
have put more emphasis on growth. Our gold forecast for the
next 3 months remains unchanged. We reduced slightly our 12
months expectations from $ 2’000 to $ 1’950.

[Source: Vontobel, VSWA]

Fuel switching is also taking place in European industry,
including refining.

Given the highly uncertain geopolitical environment, oil
will likely stay volatile but well supported around $100
per barrel (BRENT), as supply struggles to meet
demand and OPEC spare capacities remain tight. Gold
is not only supported by the current uncertainty, but
also acts as a god portfolio diversifier. Therefore, gold
remains overweight in all multi-asset mandates.
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Important Disclosures
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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