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Exit from loose monetary policy 

Political markets dominate the current environment. A reduction or disappearance of 
these risks would probably send equity markets soaring. The fundamental picture has 
become gloomier over the short term. However, it will undoubtedly improve again soon, 
thanks to Europe and the emerging markets. Over the medium term, investors are ad-
vised to get ready for a market re-entry. 
Although global growth expectations for 2019 have 
dimmed noticeably, we are only expecting temporary 
growth weakness and not a recession. Conditions are 
anticipated to stabilise in spring and summer. The Chi-
nese economy is likely to pick up again, and the euro ar-
ea's homespun problems should abate.   

Global economic growth momentum is likely to slow 
from 3.3% in 2018 to 2.9% in 2019, and US growth to de-
cline from 2.9% to 2.4%. Europe is reporting less mo-
mentum and is still struggling with growth rates below 
2%. A key reason for this growth slowdown is the an-
nounced switch from an ultra-loose to a "normal" mone-
tary policy. Market participants fear that central banks 
could trigger a recession by adopting an overly restric-
tive monetary policy stance. 

Worries that growth might slow too sharply will probably 
prompt the US central bank (Fed) to hold off with too 
rapid rate hikes. US interest rates could stand at 3% in 
mid-2019 and then decline again gradually. 

A cooling down is basically nothing negative, only part 
and parcel of a normal, healthy economic cycle. But this 
time it is being driven virtually exclusively by political fac-
tors with binary outcomes. The trade dispute between 
the US and the rest of the world already worried us in 
2018 and could reach a crucial turning point in 2019.  

A global escalation could plummet the entire world into 
recession. We consider this scenario improbable and ex-
pect President Trump and China to come to an agree-
ment. In Europe, the major net borrowers Italy and 
France will also give rise to turbulence next year, as will 
the UK's Brexit.  

Italy, France and the US are prime examples of how peo-
ple's fears can influence the way in which they vote. A 

rise in debt is being preferred to unpleasant structural 
reforms.  

Interestingly, the US and Italy will have to refinance 
more than 50% of their outstanding debt in the next 18 
months. Borrower quality will be a key selection criterion 
for investors next year. This applies to both government 
and corporate bonds. 

In such an environment, having a widely diversified port-
folio is particularly important. Heightened political un-
certainty has prompted us to maintain a neutral to 
slightly positive equity weighting. In the wake of 2018's 
correction, equity valuations look fair again, and the 
markets appear to have already discounted a largely 
pessimistic economic scenario for 2019. We prefer the 
US, Europe and emerging markets and are avoiding UK 
equities for the time being.  
 
We remain cautious on debt securities and are avoiding 
long-dated bonds given not-to-be-underestimated infla-
tionary risks. We will also be raising borrower quality 
during the course of the year. We have benefited from a 
normalisation in yields for US investors and have started 
to buy government bonds. Nonetheless, we are retain-
ing a short duration. We consider emerging market 
bonds as being reasonably priced, but they must be 
carefully selected. 
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Review and outlook 

Equity investors were faced with exceptionally weak markets in the last three months of 
2018. You have to dial back a few years, until the third quarter of 2011, to find a negative 
quarter of similar magnitude. Then as now, several factors triggered the downturn: 
growth concerns and political risks were responsible for broad declines. This year the list 
is even longer: withdrawal of liquidity by the Fed, a trade dispute between the US and 
China, the imminent risk of a disorderly Brexit and unusually unstable political conditions 
in Europe and the US. Finally, the US President questioned the independence of the Fed-
eral Reserve (Fed), and the US Treasury Secretary made unsuitable remarks about the 
health of the banking system. As in 2011, top-rated government bonds, the US dollar and 
the yen as "safe havens" profited from this turbulence. Economic weakness, on the other 
hand, pushed down commodity prices. Finally, gold only partially fulfilled its role as a 
"crisis currency". Unfortunately, we should not expect that all uncertainties and risks will 
vanish overnight. Often, however, such correction phases are also characterized by 
over-reactions and in retrospect constitute a favourable buying opportunity.

The global economic outlook deteriorated further in the 
last quarter of the year. In Europe, this was partly due to 
special effects (new emission standards have heavily im-
pacted car registrations), but worldwide, the trade con-
flict and the associated reduction in capital investments 
weighed on growth prospects. So far, there is little evi-
dence of a slowdown in the US, but here, too, the phas-
ing out of the tax-cut effects will have an impact this 
year. The political budget dispute with a partial shut-
down of government agencies is not helpful either. 

At the same time, the Fed tightened monetary policy and 
the European Central Bank (ECB) prepared to take the 
first steps towards normalizing monetary policy. Political 
challenges in Italy and France, imminent changes in Ger-
many and, in particular, a significant increase in the risk 
of a disorderly Brexit, led to substantial corrections in 
equity prices, initially in Europe, then in the US. Emerg-
ing markets stabilized somewhat after heavy losses in 
previous quarters. The world stock index lost - in local 
currencies - 13.5% in the fourth quarter and 9.1% in all of 
2018. Measured in US dollars, the decline in the fourth 
quarter was 13.7%. British pound-based investors were 
able to profit from the pound’s weakness, leading to a 
loss of 11.7%. Since the beginning of the year, the global 
equity index is 10.4% lower in US dollar terms and 5% in 
British pounds. 

At first glance, the stock markets are anticipating a sig-
nificant economic slowdown, including, for industrialized 
countries, the possibility of a recession. This goes along 
with lower yields for government bonds. Although 
higher interest rates were at the starting point of the 
stock market correction in September, thereafter long-
term interest rates fell, as fleeing investors headed for 
safe havens. 

Owing to the more solid US economy and the more re-
strictive Fed, the US dollar initially continued to rise 
against the euro, but then the foreign exchange markets 
calmed down. This resulted in a full-year decrease of 

4.7% of the euro against the US dollar. The Japanese yen 
was the strongest major currency in 2018 (up 2.7% 
against the US dollar). The British pound, reeling from 
Brexit issues, lost 5.8% against the US dollar, but only 1% 
against the euro. Commodity currencies, on the other 
hand, lost ground against most major currencies.  

As mentioned above, high-quality government bonds 
were able to benefit from stock market turbulence, but 
corporate bonds, both investment grade and high yield, 
suffered from the gloomier economic outlook and in-
crease in risk aversion, leading to rising risk premiums. 
Emerging market bonds, still under heavy pressure at 
the beginning of the year, stabilised. 

The next few months may provide more political clarity. 
The outcome of the Brexit drama should be known, 
while progress in the US/China trade dispute is possible 
as well. It is also likely that gloomy economic forecasts 
will not fully materialize, as the central banks ultimately 
remain supportive and inflation is not on the horizon. 
Nevertheless, there is little doubt that considerable un-
certainty will persist, which will provoke volatility in the 
markets well into the new year.  

The following tables summarise the performance of the 
major equity and bond markets during the fourth quar-
ter and the full year, expressed in local and reference 
currencies. 
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4th quarter 2018 

Equity markets (in %)  Fixed-income markets (in %) 

US UK Europe 
ex UK 

Japan Emerging 
Markets 

World  USD GBP EUR CHF 

In local currency –14.12 –10.46 –11.99 –17.32 –7.81 –13.47  1.68 0.16 0.94 1.42 

In USD –14.12 –12.49 –13.22 –14.43 –7.85 –13.74  1.68 –2.11 –0.46 0.75 

In EUR –12.88 –11.25 –11.99 –13.19 –6.51 –12.49  3.16 –0.72 0.94 2.16 

In GBP –12.13 –10.46 –11.21 –12.43 –5.71 –11.74  4.04 0.16 1.84 3.06 

Based on the MSCI price index, Bloomberg Based on the FTSE Bond Index, SIX Swiss Exchange, Bloomberg 

 

2018 

Equity markets (in %)  Fixed-income markets (in %) 

US UK Europe 
ex UK Japan Emerging 

Markets World  USD GBP EUR CHF 

In local currency –6.33 –12.63 –13.35 –16.76 –12.25 –9.13  0.74 –1.53 0.45 0.06 

In USD –6.33 –17.65 –17.46 –14.55 –16.67 –10.44  0.74 –7.19 –4.31 –0.87 

In EUR –1.68 –13.56 –13.35 –10.27 –12.47 –5.96  5.77 –2.59 0.45 4.05 

In GBP –0.62 –12.63 –12.46 –9.33 –11.56 –4.98  6.87 –1.53 1.52 5.15 

Based on the MSCI price index, Bloomberg Based on the FTSE Bond Index, SIX Swiss Exchange, Bloomberg 

 

Economies: does recession loom? 
Even though recession fears are frequently mentioned 
these days, the global economy is still in an expansion 
phase that has been ongoing since 2010. During this 
time, there were several phases of economic worries, 
but the entire period was characterized by a very gener-
ous supply of global liquidity by central banks, along 
with a very slow reduction of spare capacity and thus lit-
tle pressure on wages leading to inflation. 

At least gradually, in some cases significantly, these posi-
tive conditions have since weakened. We have to assume 
that economic growth peaked in 2018 - for the time be-
ing - and growth rates are now trending downwards. 
This is supported by the fact that leading economic indi-
cators (such as the Purchasing Manager Survey) clearly 
point to slowing global growth momentum. Some 
emerging markets may partially deviate from this trend. 
While trade disputes in China (and thus throughout Asia) 
have negative consequences, India and Brazil seem to 
be better positioned within the developing economies. 

Two factors can be held responsible for these economic 
concerns. Since mid-year 2018, the introduction of puni-
tive tariffs and counter-tariffs between China and the US 
(and to a lesser extent Europe) led to a trade dispute 
that may not have seen its climax just yet. It would be 
too simple to blame this dispute on the large trade defi-

cit the United States runs with China or on an over-ag-
gressive US president. Behind this is the disappointment 
that China, despite being a WTO member, is making life 
difficult for foreign investors and is suspected of "steal-
ing" technology. Sooner or later a conflict could not be 
avoided. It will be difficult, however, to quickly solve this 
conflict by using aggressive wording and threats. 

It is slowly becoming apparent that the trade conflict is 
affecting not only China but also the US itself. Reports of 
increased costs of imported goods and trade barriers for 
US companies in China are piling up, while important US 
companies are announcing profit warnings. Therefore, 
both sides are well advised to seek a face-saving solution 
rather sooner than later. Unfortunately, a further escala-
tion cannot be excluded. 

There is no more doubt that the tariffs are creating col-
lateral damage in a finely-balanced network of trade 
within a framework of globally organized supply chains, 
worsening the consequences of the dispute. This is an 
important element of the deteriorating economic out-
look. 

An additional negative impact stems from the slow with-
drawal of liquidity by the Fed. So far, neither the ECB nor 
the Bank of Japan (BoJ) have actually changed monetary 
policy, and the Fed’s tightening has shown up more in 
the financial markets than in the real economy. Moreo-
ver, as historical experience is lacking, it is not clear 
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whether higher interest rates or the reduction of central 
bank balance sheets (reversal of quantitative easing), or 
both, are responsible for the increased risk aversion of 
market actors. In the medium term, however, the tighter 
monetary environment should also weigh on investment 
and consumer spending. There is even a risk that the 
Fed’s normalization was too late and has already gone 
too far. 

In some ways, the inflationary environment is difficult to 
explain. Given a tight labour market in the US, wage 
pressure should be here for a long time, ultimately rais-
ing inflation rates. In reality, inflation remains at a rela-
tively low level, which can only partly be explained by 
falling energy prices. After all, in Europe, the inflation 
rate has reached the ECB's target of 2%. Overall, how-
ever, inflation currently poses no particular threat. 

In general, political risks, unless they constitute a major 
crisis, have no lasting impact on markets of the econ-
omy. However, when too much political risk occurs at 
the same time, as is currently the case, not only the fi-
nancial markets but also corporate decision-makers be-
come insecure. The list ranges in Europe from the Brexit-
related government crisis in the UK to a fragile govern-
ment in Italy and a French president whose own voters 
are now roaming the streets in protest. The political 
stalemate following the mid-term elections in the US has 
not helped to calm down bitter political fights. These 
tensions are likely to weigh on the global economy for 
some time to come. 

We maintain our global economic growth forecast for 
2018 (3.3%). On the other hand, for the third time in a 
row, we are lowering our forecast for 2019 (from 3.1 to 
2.9%). In 2020, a further slowdown in the direction of 
2.5% is expected, which will bring individual regions 
close to a recession. 

Economic growth in Europe disappointed in 2018, with 
growth falling to 0.2% in the third quarter and the an-
nual rate to 1.7%. Ironically, Germany, the economic en-
gine of Europe, was affected not only by the trade con-
flict, but was also hit by a sharp drop in car registrations 
as a result of new test regulations, which caused GDP to 
contract by 0.2%. Italy's already struggling economy was 
no longer expanding in the third quarter, partially due to 
political uncertainty in the country, but mainly due to the 
general weakness in Europe. Only Spain was able to 
maintain its growth rate. 

Leading indicators point to further weakening, although 
the signs are not entirely clear. This can be attributed to 
uncertainties surrounding the deterioration of world 
trade, for which there is insufficient empirical data. 
There is a possibility, for instance, that Chinese imports 
will partly come from Europe instead of the US. To what 
extent and when this will be the case remains open. In 
addition, it is unclear whether car sales can quickly re-
cover from the supply-related weakness of the third 
quarter. In 2020, the economic dampening effect of the 
ECB’s policy normalization is likely to be noticeable. 

The slow but steady economic recovery in Europe has re-
duced spare capacity and has therefore slightly raised 
the inflation rate. Due to falling energy prices, this will 
decline significantly in the next few months. This should 
give the ECB some leeway when it comes to normalizing 
monetary policy. It is quite conceivable that the central 
bank missed the opportunity to normalize in 2018 and 
that the economic slowdown makes this now even more 
difficult. For the time being, however, Frankfurt assumes 
that the slowdown in growth will be of a more tempo-
rary nature.  

We expect growth of 1.9% for Europe (Eurozone) in 2018, 
which should weaken to 1.6% this year. 

After a surprisingly strong first half, Switzerland’s econ-
omy weakened just as surprisingly in the third quarter, 
contracting by 0.2%. The cause is partially attributable to 
a stronger Swiss franc, but more likely to the slowdown 
in Germany. A not inconsiderable part of Swiss industry 
is directly or indirectly linked to the German car industry. 
A certain degree of uncertainty among consumers could 
also come from the prospect of higher social security 
contributions and political tensions in connection with 
the EU framework agreement. In addition, stagnating 
wages are to be expected overall, despite low unemploy-
ment, as the wage gap with foreigners continues to at-
tract foreign workers, which keeps the labour supply 
high. 

Within Europe, Brexit is certainly the politically dominant 
topic. For the United Kingdom, much is at stake. There 
can be no doubt that the question in which form (if any) 
the country leaves the EU is decisive for economic devel-
opment in the next few years. Regrettably, a "hard 
Brexit" is becoming more and more likely, as those look-
ing for a clearer cut than currently on the table fight 
against those wanting to remain in the EU.  

An exit without any agreement, pushing Britain back to 
WTO status, would hit primarily Britain itself. Although a 
further weakening of the British pound would lead to 
some relief in this case (as it did two years after the ref-
erendum), the cost of Brexit is likely to be substantial 
and will almost certainly push the country into a reces-
sion in 2019. 

So far, economic development in the UK has been 
slightly more positive than we expected. However, the 
estimated growth of 1.2% is clearly below that of the Eu-
rozone. This year - in the case of an orderly Brexit - an 
acceleration to 1.4% is likely. 

In the US, growth continues to be robust, but there are 
more and more doubts about this year and 2020. Look-
ing at a low unemployment rate, slightly rising wages 
and the length of the recession-free recovery, these are 
clearly indications of a late cyclical phase. In addition, 
the current positive mood has been supported by signifi-
cant fiscal stimulus, tax cuts and increased government 
spending. Both impulses expire in 2019 and will not be 
renewed in view of the new majorities in Congress. It is 
therefore to be expected that the US economy will slow 
down from here. Whether this will lead to a recession in 
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2020 is, from today's perspective, not yet clearly predict-
able. 

At the same time, the Fed remains committed on its path 
of monetary policy normalisation, despite the lack of in-
flationary pressure. Four interest rate moves last year 
will most likely be followed by two more moves this year, 
before pausing at 3%. Added to this is the further reduc-
tion in the balance sheet that was inflated by quantita-
tive easing, further removing liquidity and having a 
dampening effect on the economy. 

Although this can only be clearly determined in retro-
spect, the normalisation by the Fed might have been 
somewhat too late and, therefore slowing the US econ-
omy more than desired. If inflation stays at 2%, a 3% Fed 
Fund rate would result in a 1% real rate, which is consid-
ered to be relatively high. Political pressure is likely to 
encourage the Fed to stay on course so as not to lose 
credibility. On the other hand, it retains a certain degree 
of flexibility if growth in the US weakens more than de-
sired. In addition, the impact on stock markets at the 
present time is not as dramatic as a policy change would 
suggest. The banking system does not show any signs of 
special tensions. 

The trade dispute with China (and, to a lesser extent, 
with Europe) so far has had a relatively minor effect on 
the US economy, but is likely to intensify if there is no 
progress in trade talks early this year. Should this be the 
case, the slowdown could be even stronger. 

We have slightly raised our growth forecast for the US 
for 2018 to 2.9% due to the strong third quarter. For this 
year we expect growth to ease to 2.4% 

Within the industrialized nations, Japan occupies a spe-
cial position insofar as a growth rate of 1% is considered 
to be satisfactory, given the demographic situation. In 
this respect, we expect that the 1.7% growth rate of 2017 
will not be repeated. Natural disasters also led to a slight 
decline in the third quarter, which is likely to be largely 
offset by the end of the year. 

In 2019, however, the Japanese economy will be bur-
dened by the two percentage-point increase in the con-
sumption tax (to 10%) planned for October. In the past, 
this often led to significant growth penalties due to con-
sumer restraint. This time the increase is a bit milder. 
Moreover, it cannot be ruled out that the increase, which 
in itself will be necessary in order to tackle the high gov-
ernment deficit, will be postponed again should growth 
disappoint. 

The US/China trade dispute may also lead to weaker 
than expected growth, similar to Europe, as Japan is 
heavily integrated within Asia's export activities (mainly 
as a supplier of capital goods). 

Fiscal stimulus could also be needed, as the BoJ is in-
creasingly concerned whether the ultra-loose monetary 
policy can continue indefinitely. Although inflation has 
not reached its target, the central bank now owns 50% 

of outstanding sovereign debt, which is increasingly af-
fecting the functioning of the market. 

We expect growth of 0.9% for 2018 and 1% this year. 

Emerging markets, especially in Asia, were first affected 
by the US trade conflict. The decline in export activity in 
China put pressure on Asian suppliers. At the same time, 
the stronger US dollar reduced competitiveness and led 
to higher interest costs. 

Within emerging markets, however, further differentia-
tion is needed. In China, in addition to trade concerns, 
the government is still determined to reign in the 
shadow banking system, which has almost gone out of 
control. This is leading to declining investment activity, 
but is also reducing consumer spending, especially in 
the automotive sector.  

The People's Bank of China has not been idle. It has low-
ered reserve rates several times and announced further 
reductions for 2019. At the same time, however, the cen-
tral bank will have to ensure that the Chinese currency 
does not come under too much devaluation pressure, as 
this could trigger further capital outflows.  

On the other hand, the government currently appears 
willing to allow a certain weakness in growth in favour of 
a consolidation of the credit system. In any case, it is 
clear that China's growth rate will gradually slow down, 
as the absolute growth rates required will continue to 
rise to an ever higher level.  

We therefore expect China to post growth of 6.6% in 
2018, thanks to a good start to the year, but this will 
weaken to 6.2% in 2019. 

The economies of Brazil and India are significantly less 
open and therefore less exposed to the spread of pro-
tectionism. Domestic economic aspects are therefore of 
greater importance. 

Brazil was politically paralysed for years and went 
through a recession. In the meantime, an economic lib-
eral government has been elected that has restored con-
fidence somewhat. If the necessary reforms are carried 
out (pension system, government deficit), the gain in 
confidence can be sustained and growth may pick up, 
contrary to a global trend.  

In India, there are still certain problems within the bank-
ing industry, as there is an insufficiently stable shadow 
banking system, similar to China. As lending in this sec-
tor declines due to insolvencies, growth will see a slight 
downturn. But India will continue to outperform China. 
In the May election, a confirmation of Modi can currently 
be expected, which will provide some degree of political 
continuity. 

Finally, a new fiscal programme will come into force in 
Russia in May, containing infrastructure investments in 
addition to an increase in the consumer tax. This should 
boost growth over the next two years, similar to Brazil, 
contrary to the global trend, albeit at a lower level. On 
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the other hand, the risk of sanctions remains in place, as 
does Russia’s dependence on the oil price. 

For the group of emerging countries, we expect growth 
of 4.8% for the past year. Since the other BRIC countries 
will not be able to fully compensate for the slowdown in 
China, a decline to 4.5% is expected in 2019. 

Equities: looking for a bottom? 

Up to the end of the third quarter, the positive perfor-
mance of the US market still led to some optimism, alt-
hough the European and emerging markets had already 
suffered significant losses. In the fourth quarter, how-
ever, the challenges for the market piled up too high: Po-
litical risks (trade conflict, Brexit) combined with the 
Fed's tightening of monetary policy led to economic 
fears. As a consequence, the US market corrected 
strongly, as 10-year US interest rates approached the 
3.50% mark in early October.  

Market corrections in most developed markets were se-
vere, reaching almost 20% in some cases, with excep-
tional volatility, especially towards the end of the year. 
The latter is an indication that increasingly automatic 
buying and selling programs dominate short-term mar-
ket trends. It is also noticeable that corporate news of-
ten leads to very strong price reactions. 

In emerging markets and Asia, the correction was some-
what less significant in the fourth quarter, but these 
markets had already weakened considerably earlier dur-
ing the year.  

Within the industrial sectors, the usual pattern for cor-
rection phases emerged. Cyclical stocks within the en-
ergy, consumer cyclical and industrial sectors lost more 
ground than more defensive sectors (consumer staples, 
telecommunications and utilities). Financial stocks suf-
fered from deteriorating financial market conditions.  

The declines were unexpected in their strength insofar 
as the earnings trend did not disappoint and higher 
profits are also expected for 2019 - despite slowing 
growth rates. On the other hand, valuations are likely to 
come under pressure due to higher interest rates. Valua-
tions have been clearly reduced by the price declines, 
while profits have risen at the same time. 

Almost always, the stock markets will reach their low 
point before the onset of an economic recovery as soon 
as expectations stabilise. In addition, investor sentiment 
has reached a very low level, which at times borders on 
panic.  

It is not unlikely that some of the political risks will clear 
in the coming months, thereby eliminating certain un-
certainties. This would stabilise the stock markets. Until 
then, however, further volatility and possible setbacks 
are to be expected. Nevertheless, looking further out, we 
expect the equity markets to deliver modestly positive 
returns in 2019. 

Due to the advanced correction and more attractive val-
uation, the emerging markets appear particularly attrac-
tive. In our view, this offers the best entry opportunities 

for risk-adjusted investors, although a tailwind from the 
US market is needed for a sustained positive develop-
ment. 

Fixed income: widening spreads 

In the fourth quarter, fixed income markets were divided 
into two parts. Highly rated government bonds (US, Ger-
many) were sought as a safe haven alternative to equi-
ties, which caused yields to fall and prices to rise. In con-
trast, corporate bonds, especially high-yield bonds, were 
- as usual - more closely correlated with the equity mar-
ket. Here, rising risk premiums resulted in significant 
price declines. Italy was also punished for its ill-planned 
budget. 

The decline in bonds apart from high-grade government 
bonds is not only the result of increased risk aversion, 
but also reflects the reduced economic expectations, 
which can have a deteriorating effect on credit ratings. 
In addition, the liquidity shortage and rising short-term 
interest rates in the US dollar area are increasing the in-
terest burden, putting further pressure on creditworthi-
ness. 

By contrast, emerging market bonds held up better at 
year-end, but had lost ground during the earlier months 
of the year. 

We expect this pattern in the bond market to continue 
for some time to come. Although the interest rate level 
for government bonds - especially in Europe - is unat-
tractive in absolute terms, it serves as a safe haven. In 
the US, in view of a possible economic slowdown and a 
"pause" by the Fed, much higher interest rates are not to 
be expected either. At the same time, corporate bonds 
remain vulnerable. The ECB will reduce its purchases, 
and risk aversion is likely to remain in place. However, 
the risk associated with corporate bonds can be some-
what reduced by selecting shorter maturities. 

A weaker US currency would further improve conditions 
for emerging market bonds in US dollars and local cur-
rencies. Interest rate levels in this segment are currently 
attractive. 

Currencies: euro staging a comeback? 

Looking at the major currencies against the US dollar, 
the fluctuations in the fourth quarter were rather small. 
The euro lost 1.4%, the British pound 2.3%; only the yen 
appreciated (by 3.5%). This relative calm in the currency 
market is somewhat at odds with the volatility experi-
enced in the equity and bond markets. 

The picture for the full year shows more fluctuation. The 
euro depreciated by 4.7% against the US dollar, the Brit-
ish pound by 5.8%. The yen gained 2.7%. Commodity 
currencies (e.g. the South African rand, Australian dollar 
and Norwegian krone) were much weaker. 

If there is no outbreak of a debt crisis in Europe within 
the next few months - possibly triggered by a govern-
ment crisis in Italy - the euro can be expected to stabilise 
against the US dollar. Although the interest rate differen-
tial still speaks in favour of the US currency, this is likely 
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to have been factored in by now. Only an unexpectedly 
strong economic slump in Europe, which would make 
the ECB more hesitant, can once again boost the US dol-
lar. 

The Swiss franc, the classic safe haven in Europe, has 
reached a level that the Swiss National Bank (SNB) will al-
most certainly monitor closely. However, as the central 
bank has invested part of its reserves in equities, the 
SNB will have to report high book losses in the fourth 
quarter (and for the year), which will undoubtedly fuel 
the discussion about the soundness of the SNB balance 
sheet. It cannot be ruled out that the SNB's willingness 
to intervene has therefore diminished. 

Commodity currencies will only be able to recover signif-
icantly if commodity prices stabilise. 

Commodities: surprisingly weak 

Soft commodities, precious metals and natural gas were 
the commodities that rose in price in the last few 
months of last year, offsetting losses in previous 
months. By contrast, the cyclically dependent commodi-
ties oil and industrial metals fell dramatically in some 
cases (WTI crude oil fell 38.0% in the fourth quarter and 
24.8% year-on-year). 

On an annual basis, only natural gas and palladium are 
in positive territory alongside some agricultural com-

modities. Although gold benefited from the weak finan-
cial markets in the fourth quarter (+7.5% in US dollars), it 
was also down year-on-year (-1.9%). 

It is obvious that the relative weakness of the Chinese in-
dustrial sector is responsible for the decline in prices for 
industrial metals. The economic slowdown in Europe and 
trade disputes contributed as well. In the case of oil, 
where demand is relatively constant, supply has risen 
again because of the previous rise in prices, and the new 
Iran embargo has had little impact so far, somewhat 
against expectations. 

One can expect that lower prices will again cause supply 
to shrink in the new year. We do not rule out that OPEC 
will make a new attempt to limit production. This means 
that the game of higher prices and higher supply can 
start all over again. 

The industrial metals, on the other hand, will only return 
to strength under a stable economic outlook, especially 
in emerging markets. 
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