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The growth outlook for the coming quarters looks promis-
ing. Vaccinations, the lifting of lockdown measures and the 
ongoing fiscal and monetary stimulus, coupled with the fact 
that consumers have been setting aside a lot of cash and 
will be keen to spend a (large) portion of this as soon as 
possible, should pave the way for rapid economic expan-
sion. Our economists are constantly revising their GDP 
growth forecasts upwards. Inflation, which had been de-
clared moribund, also looks set to soar in the coming quar-
ters, with services in particular in far greater demand, even 
though their supply has barely increased and even con-
tracted during the coronavirus crisis. In addition, commod-
ity prices have climbed sharply in recent quarters, which will 
increasingly be reflected in inflation figures. Numerous sup-
ply chains have been interrupted, causing bottlenecks for 
microchips and in sea container transport along the Asia-
Europe and Asia-US routes. One such bottleneck was exac-
erbated recently by the temporary blockage of the Suez Ca-
nal.  
These expectations have already been priced in to a signifi-
cant degree; share prices and commodity prices have risen 
rapidly, as have inflation expectations and, to a lesser ex-
tent, long-term interest rates. Concerns about higher inter-
est rates over the long term have been growing in recent 
weeks, but so far this has only led to a rotation from tech-
nology stocks into cyclical equities and bank stocks that 
benefit from such interest rate trends. In order to align our 
portfolios to the various possible scenarios, we are currently 
examining the following questions: What can we say in the 
longer term about growth and inflation expectations? Will 
rising long-term interest rates continue to pose a problem 
for equities? How will central banks respond? 

In our main scenario, our economists expect strong global 
growth over the next two years. They see the US and the 
emerging markets as the main driver of growth, while Eu-
rope appears to be lagging once more. This will be followed 
a slight slowdown in global growth, albeit at a pace that is 

still faster than the past 10-15 years. Governments and cen-
tral banks will do everything they can to maintain the mo-
mentum they have created with their expansionary mone-
tary and fiscal policies. Central banks are currently confirm-
ing that they will not raise interest rates in the years ahead, 
and as long as market participants have confidence in these 
statements, real assets such as equities and commodities 
should continue to trend higher. We expect a temporary up-
tick in inflation in the coming quarters, which could spark 
fears of a structural rise. Nevertheless, we anticipate that 
other, highly deflationary forces will persist, which should 
prevent inflation from increasing substantially in the me-
dium-to-long term. The next few quarters could be charac-
terised by increased volatility, however.  
Moderate inflation combined with healthy global growth 
will continue to support valuations of real assets, meaning 
that we will retain our overweight in equity investments. We 
also continue to favour corporate bonds over overvalued 
government bonds. 

 

   Giovanni Leonardo, CFA 
   Head of Investment Management 
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While in many countries around the world the much-
cited light at the end of the tunnel can only be seen in 
the distance, many investors are no longer scared of the 
pandemic the way they once were. Instead, concerns 
about rising inflation and thus rising interest rates have 
now shifted to the forefront of many risk considerations. 
Indeed, massive stimulus programmes, monetary injec-
tions and strong growth in consumption carry the risk of 
higher consumer prices. However, there are also good 
reasons to conclude that this is a temporary phenome-
non. 

It would be foolish to ignore the dangers of the pan-
demic at this stage. For example, virus mutations or de-
layed side effects could obstruct the path to herd im-
munity or stop the vaccination rollout in its tracks. At the 
moment, however, the vaccines appear very robust and 
new ones are being launched. It can therefore be as-
sumed that what is currently being observed in Israel 
and the US will largely be replicated across the world: a 
swift return to normality, at least for those who are vac-
cinated. 

Nevertheless, economic forecasts remain fraught with a 
number of uncertainties. There is a dearth of experience 
regarding the simultaneous effects of significant relief 
packages in the form of direct transfer payments, mone-
tary stimulus and catch-up effects for consumption. At 
least in the US, however, we anticipate that the money 
flowing to lower-income households will prop up con-
sumption, which is also important for the rest of the 
world in terms of demand for imports. In many emerg-
ing economies as well as in Europe, vaccination cam-
paigns are struggling to gain traction, but the pandemic 
itself has been brought under better control – especially 
in Asia. 

After a slump of 3.7% last year, we therefore expect the 
global economy to recover strongly by 5.3% this year – 
an upward trend that should continue through to 2022. 

Emerging countries and the US, in particular, should 
therefore return to pre-crisis levels towards the end of 
the year. This should entail sharply rising corporate prof-
its and continued low risk premiums for bonds. 

The widespread uncertainty and likely persistent high 
unemployment as a result of structural trends, as well as 
the sharp increase in debt in many countries, should al-
low central banks to maintain their low interest rate poli-
cies.  

At the same time, longer-term interest rates are more 
exposed to market forces. There is a risk that rising infla-
tion expectations will push up yields not only in US dol-
lars. While central banks will have a dampening effect 
here as well through their bond purchases, there is a 
limit to what they can do. For the time being, however, 
low interest rates and only moderately rising inflation 
for real assets, such as equities, remain positive. 

After the US dollar came under pressure last year – not 
least because of the sharply lower interest rate differen-
tial versus the euro – this trend has now started to re-
verse on the back of the growth discrepancy between 
the US and large parts of the world. The US dollar re-
mains vulnerable due to the double deficit (current ac-
count balance and government budget balance), but is 
able to offset this at the moment thanks to the success 
the US has achieved in combating the pandemic.  

The following table summarises the performance of the 
major equity and bond markets during the first quarter 
of 2021 (expressed in both local and reference curren-
cies): 
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1st quarter 2021 

Equity markets (in %)  Bond markets (in %) 

USA GB Europa 
ex GB Japan 

Emerg-
ing 

mar-
kets 

World  USD GBP EUR CHF 

In local currency 5.10 4.05 7.86 7.89 3.62 5.74  -3.33 -4.20 -1.87 -1.20 

In USD 5.10 5.19 3.67 0.75 1.95 4.52  -3.33 -3.15 -5.69 -7.21 

In EUR 9.39 9.45 7.86 4.83 6.11 8.79  0.62 0.77 -1.87 -3.42 

In GBP 3.99 4.05 2.55 -0.31 0.88 3.42  -4.35 -4.20 -6.71 -8.18 

MSCI price index FTSE Bond Index, SIX Swiss Exchange 

 
 

A green light for the economy 

For many consumers and self-employed individuals, 
such as those in industries subject to restrictions and es-
pecially in the service sector, the pandemic is far from 
over. While selected countries have shown what is possi-
ble, a delayed start to the vaccine rollout (with a signifi-
cant acceleration only expected during the current quar-
ter), more dangerous mutations and, in many places, po-
litical incapacity mean that an end to the pandemic still 
seems a long way off, especially in Europe. With respect 
to the global economy, however, the recovery is clearly 
visible. China is already starting to apply the brakes; 
while in the US, the successive lifting of lockdowns and a 
gigantic stimulus programme (totalling approximately 
14% of the pre-crisis economic output since the outbreak 
of the pandemic) are creating renewed momentum. The 
US is thus once again spearheading the recovery, creat-
ing a better mood in the rest of the world and increasing 
demand for consumer and capital goods. While the tem-
porary blockage of the Suez Canal once again reminded 
us of how vulnerable global supply chains are, the inci-
dent also highlighted the importance of global connec-
tivity to the world economy. 

The recovery will certainly not be uniform. In the goods 
sector, restrictions have had a smaller impact on certain 
businesses, thanks to growing online commerce. Mean-
while, services are doubly affected, as they cannot take 
advantage of the digital trend – for example, when it 
comes to a visiting a restaurant or going on a trip – and 
because the catch-up effects are less pronounced. More-
over, we can no longer ignore certain structural changes 
(working from home, online retail) that will not undergo 
a reversal after the crisis. 

Since it can be assumed that vaccination progress will 
bring an end to the pandemic during the course of this 
year, at least from an economic point of view, concerns 
about rising inflation are now coming to the fore. So far, 
the global central banks (with a few exceptions) are 
demonstrating a high degree of composure. 

It is inevitable that we will have to brace for higher infla-
tion rates in the coming months, as the very low prices 
seen in the previous period will be eliminated on a year-

on-year basis. This short-term increase (we expect 2.6% 
worldwide this year after 1.8% in 2020) should therefore 
not give rise to any particular concern. More important 
is the question as to whether, in the face of the sharp 
rise in demand combined with potential shortages in 
some areas, the longer-term inflation expectations of 
consumers and investors will trend upwards and thus 
carry the risk of a wage-price spiral that would be diffi-
cult to control and would necessitate sharp interest rate 
hikes. With regard to interest rate developments, it 
should be noted that the Federal Reserve (Fed), the Euro-
pean Central Bank (ECB) and the Bank of Japan (BoJ) 
have signalled some flexibility in inflation management. 

The decisive factor is likely to be whether the savings 
from (forced) lower consumption will be spent on con-
sumer goods (or spent too quickly), or whether they will 
be put aside for emergencies, retirement or to offset a 
possible rise in taxes. There is a lack of precedent here. 
However, it can be assumed that transfer payments, 
such as those made on a large scale in the US, will di-
rectly benefit consumption, while crisis-related savings 
will be slow to filter their way back into consumption. For 
example, demand in the US is almost certainly expected 
to surge, pushing inflation close to the 3% threshold this 
year. Nevertheless, deflationary pressures remain active 
both in the US and globally. There is free production ca-
pacity, unemployment has risen and digitalisation is 
counteracting stronger wage demands. In the short 
term, therefore, a sharp increase in inflation expecta-
tions is unlikely.  

As mentioned before, the vaccination campaign in the 
US at a relatively advanced stage (by the end of March, 
38% of Americans had received at least their first vac-
cination). At the same time, the change of majority in 
Congress following the January run-off elections has re-
defined the political landscape and paved the way for a 
stimulus programme of USD 1.9 trillion. This programme 
– which includes stimulus cheques of USD 1,400 for indi-
viduals – is now coinciding with an economic recovery 
that was already underway. After the –3.5% slump seen 
last year, we are forecasting growth of 4.7% for 2021. 
This is linked to a rapid reduction in unemployment. In 
addition, an infrastructure plan is currently making its 
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way through Congress. While the plan is expected to be 
financed partly by taxation, it should provide a further 
boost over the next few years. The economic outlook is 
therefore positive for this year and beyond. 

This development is accompanied by the aforemen-
tioned inflationary risks and a sustained rise in the struc-
tural trade deficit, which could increase global imbal-
ances and – perhaps – lead to protectionist tendencies 
on the part of the Biden administration. In the longer 
term, the enormous public debt is also problematic: in 
2021 alone, the budget deficit is expected to reach 10% 
of economic output. 

In Europe, the economic recovery has been disappoint-
ing. In the fourth quarter of 2020, a temporary recovery 
was followed by a further setback. Subsequently, the 
first quarter of 2021 was characterised by a sluggish vac-
cine rollout (in most countries, only just over 10% of the 
population have received at least one dose of the vac-
cine) and a disappointingly subdued economic rebound. 
In contrast to the US, the stimulus measures are limited 
to the replacement of employment income (by more 
generous unemployment benefits), so higher consump-
tion is more likely to be triggered by catch-up effects 
once restrictions are lifted. It also remains to be seen 
whether scepticism about the vaccines in some countries 
(especially France) will require longer-term measures to 
tackle the pandemic. For the south of the continent, the 
key question is whether summer tourism can go ahead 
as normal.  

The EU’s reconstruction fund has not yet had any effect, 
since the relevant investment programmes have been 
delayed in the member states. In addition, political risk is 
slowly coming into investors’ focus due to the upcoming 
election in German, where a shift in power in favour of 
more ecological, left-wing policy can no longer be ruled 
out. 

Overall, therefore, we expect a recovery of only 3.6% in 
Europe after a sharp fall in the previous year (–6.8% for 
the eurozone). Pre-crisis levels are therefore not ex-
pected to be reached until 2022, unlike in the US. 

The Brexit agreement has been unable to solve all of the 
pressing problems between the UK and the EU; at the 
same time, however, the country’s outstanding vaccina-
tion campaign – compared with its European neighbours 
– has seen almost 60% of the population receive protec-
tion (partly thanks to delaying the second dose of the 
vaccine). This means that the strict lockdown can now be 
gradually lifted. As a result, following a very sharp de-
cline in economic output in the previous year (–9.9%), 
the forecast is now for a strong recovery (we expect 
5.3%). The rebound will likely be concentrated on the do-
mestic economy initially, since certain frictions have 
emerged in the export sector and in financial services as 
a result of Brexit. 

Japan has managed the pandemic relatively well, despite 
some setbacks, although there is deep uncertainty sur-
rounding the debate over the Olympic Games. Contrary 
to expectations, the vaccination rollout is not progress-
ing quickly either. The already comparatively low growth 
prospects remain subdued; we expect 3.9% this year af-
ter a decline of –4.9% in 2020. Japan is thus generally 
better off than the eurozone and its export sector is ben-
efiting from the upswing in key regions of Asia. 

Within emerging markets, major differences have again 
resurfaced in terms of growth prospects and pandemic 
management. For example, China, Taiwan, and South 
Korea have used different methods to effectively control 
incidents of infection and minimise the economic dam-
age. The rather hesitant vaccination campaigns are 
therefore not as important. Although China fell far short 
of the usual growth target of 6% last year (+2.3%), it will 
return to its growth trajectory this year with 9%. The 
government has even committed to taking the first steps 
to prevent overheated speculation. These three coun-
tries are also benefiting from the surge in demand from 
the US. 

India is picking up the pace with its immunisation pro-
gramme, but it is still struggling with rising infection 
rates, which will at least somewhat delay the country’s 
economic recovery. Nevertheless, this is still likely to be 
very strong following last year’s stagnation. Brazil is pay-
ing the price of its politicians’ failure to recognise the se-
verity of the pandemic and an overall sluggish vaccine 
rollout. The country is in danger of becoming a breeding 
ground for mutations, which is stoking global concerns.  

In most emerging economies, fiscal and monetary lee-
way is greater than in industrialised countries and has 
been less affected by the pandemic. A prominent excep-
tion is Turkey, which is once again heading for a cur-
rency crisis. 

Overall, emerging markets maintained healthy growth in 
the previous year and will continue to contribute to the 
global upswing this year to the tune of 3.6%. 

Equities: more broadly based 

January and February of this year were still marked by 
various uncertainties. The pandemic appeared to be re-
gaining traction, financial scandals (Greensill) and exces-
sive speculation (GameStop) hit the headlines and rising 
interest rates in the US were a cause for concern. In 
March, the positive signs started to multiply, spurring 
encouraging advances. In contrast to the previous year, 
the European markets and Japan performed slightly bet-
ter than the US (measured in local currency), while the 
strong US dollar lowered gains abroad. The world stock 
index rose by 5.74% in local currency and by 4.5% and 
3.4%, respectively, in US dollar and British pound. 
Emerging markets, which posted a very strong perfor-
mance in the final quarter of 2020, lagged their peers 
somewhat at the beginning of the year, with the Chinese 
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market in particular exhibiting weaknesses (2.0% and 
0.9%, respectively). 

While most stock markets were still driven by technology 
and defensive stocks last year, the picture has changed 
since mid-November and looks set to continue in 2021. 
Energy and financial stocks took the lead as they bene-
fited from higher commodity prices and the steeper 
yield curve. Value stocks gained ground versus growth 
stocks (technology and pharmaceuticals). This should be 
viewed against the backdrop of years of relative weak-
ness. 

Valuations remain high with these gains, although the 
outlook for corporate profits has continued to improve 
looking ahead to 2022.  

In our view, two fundamentally positive factors for the 
stock markets continue to hold true: on the one hand, 
central banks – according to their own statements – will 
keep interest rates low for the foreseeable future, and it 
is even conceivable that an active influence will be ex-
erted on longer-term interest rates (similar to the stance 
of the BoJ). On the other hand, fiscal measures are also 
contributing to a good overall situation. The US infra-
structure investment programme, in particular, has po-
tential for a long-term impact here.  

It should be pointed out, however, that various uncer-
tainties can also lead to setbacks at any time, as has al-
ready been observed several times this year. Effective 
Covid-19 management is still a hope in many respects; 
valuations are high in some areas and unfavourable in-
flation is not entirely out of the question. This suggests 
that compensatory positions such as government bonds 
and gold still have an important role to play in the con-
text of portfolio management. Long-term growth trends 
in technology, medicine and alternative energy sources 
should likewise not be neglected. 

The more cyclical components of the market speak in fa-
vour of Japan and emerging economies at a regional 
level. Here, however, the risk of setbacks is naturally 
somewhat higher. 

Bonds: watch out for growth and inflation 

Since the beginning of the year, the interest rate land-
scape for the US dollar has changed considerably. While 
interest rates on 0-2-year US government debt remained 
unchanged, 10-year US Treasury yields were nearly 1% 
higher at the end of the quarter than they were at the 
beginning. Yields on inflation-indexed bonds show that 
both rising real inflation and rising expectations were re-
sponsible for the increase. Interest rates in Europe were 
likewise up, following the trend of their US counterparts, 
although not to the same extent. As a result, fixed-in-
come investments incurred price losses at an index level 
for the first time in a long while. 

We already pointed out at the beginning of the year that, 
faced with an economic upturn, government bonds were 

highly valued and therefore at risk, but the pace of the 
increase came as a surprise. The large supply of govern-
ment bonds also contributed to this – the US Treasury 
prefers to issue long-dated bonds. 

A rate hike for “good reasons” - specifically due to a 
more robust economy and not accompanied by a sharp 
increase in inflation expectations – is not inherently 
problematic. It is also manageable for most debtors on 
this scale in view of the very low risk premiums, which 
were stable during the period. It should be noted that, 
now interest rates are trending higher again, this asset 
offers has potential to become a safe haven once more 
in crises.  

From our point of view, however, government bonds re-
main relatively unattractive, while corporate bonds have 
slightly more upside at current levels. Within govern-
ment bonds, we prefer inflation-indexed securities. 
Emerging-market bonds of solidly financed countries 
also offer better yields.  

Currencies: the virus is the key factor 

It is no coincidence that the most sought-after curren-
cies were those of countries who are leading their global 
peers in fighting the pandemic. Against the euro, the US 
dollar rose 4.0% in the first quarter, while sterling gained 
5.2%. The Swiss franc was a bit weaker against the euro 
(–2.2%) and devalued considerably against the US dollar 
(-6.0%).  

The stronger US dollar reflects the country’s better eco-
nomic outlook and higher yield differentials, which has 
renewed the appeal of the greenback. The structural 
weakness of the US dollar, the current account deficit 
and high government debt continue to be a drag on the 
US dollar, even if the very loose monetary policies 
adopted by the Fed and the ECB do not differ to any sig-
nificant degree. If the US continues to progress faster 
than Europe on the path of recovery – and there is evi-
dence to support this – the US dollar could play off its 
relative strength for a little longer. 

The reasons for a weaker Swiss franc are not entirely 
clear. From a Swiss perspective, this weakness is benefi-
cial, as it slightly improves export capacity during these 
difficult economic times. It will likely be mainly attributa-
ble to a technical countertrend, as we do not see any 
structural reasons for a weaker Swiss franc compared to 
the euro. 

After the commodity currencies (such as the Canadian 
dollar), the pound sterling was the strongest currency, 
even gaining slightly against the US dollar. The solution 
to the Brexit dispute is likely to have contributed to this, 
as has the determined fight against the pandemic. 
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Commodities and precious metals: demand meets 
limited supply 

Nowhere is the current economic upturn (especially in 
commodity-hungry emerging economies and the US) 
more evident than in industrial metals and crude oil. The 
reduced supply in recent years has coincided with in-
creased demand. The industrial metals index, for exam-
ple, has gained 7.5% in US dollars since the beginning of 
the year, and the price of crude oil (Brent) has increased 
by 10.7%. The strong US dollar has increased commodity 
prices for European buyers even more. In the meantime, 
the desire on the part of many producers to expand pro-
duction has become evident again, particularly in terms 
of the oil price, although this should limit the increase 
somewhat.  

Gold, on the other hand – which is less in demand in an 
environment that has rediscovered its risk appetite – 
shed 9.6% (the decline was smaller for investors in euros 
and Swiss francs). Rising real interest rates also contrib-
uted to this development.  

However, in an environment lacking in fiscal and geopo-
litical discipline, gold can continue to play an important 
role should a crisis emerge. 
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