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Editorial

Focus

A balanced portfolio

Dear reader
Probably the most important finding of recent months is that we are beginning to learn
how to deal with the corona pandemic and
that a second economic lockdown will not be
necessary despite the temporary increase in
COVID-19 cases. With strong support from
fiscal and monetary policy, the global economy is continuing its recovery, which is also
reflected in rising stock prices. Although
some areas of the equity market as well as
individual stocks are showing signs of exuberance, many risky assets are not overvalued and remain attractive. The US dollar is
likely to remain weak, which argues in favor
of investments in emerging markets. We also
continue to see good investment opportunities in the technology and healthcare sectors. Overall, we expect a balanced portfolio
to generate an attractive return until yearend.
Yours faithfully
Philipp E. Bärtschi, CFA
Chief Investment Officer

Review: Equities at new highs
Equity markets continued their upward trend
during the summer months. An increase in the
number of COVID-19 cases in the US and recently in Europe as well could not stop this
trend. An economic environment that continues to improve and optimism regarding an effective vaccine supported risky assets. The
global central banks are doing the rest with
clear statements of support. Many equity indices reached new highs, while falling real interest rates in the US put the US dollar under pressure.
Equities at new highs, US dollar at low
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Macro outlook: Recovery continues
Weaker purchasing managers' indices from
Europe and below-expectations consumer
confidence from the US have reminded investors that it is still a long and rocky path back to
pre-corona virus activity levels. In the US, consumer confidence fell amid expired unemployment benefits to a six-year low in August. The
significant increase in the number of cases in
Europe, whose growth rates in some countries
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are already close to their April highs again, has
also weighed on sentiment recently. Purchasing managers' indices fell for some European
countries and were thus well below expectations.

On the other hand, indicators in China as well
as in the US surprised positively. The new US
orders received in August showed a strong increase and point to a further acceleration in
production. Although the recovery is not uniform, it is continuing at a global level despite a
slight increase in the number of COVID-19
cases. One reason for this is the still low death
and hospitalization rates, despite a considerable increase in the number of cases, which
keep mobility levels in developed countries at
a high level. The risk of a renewed lockdown
with serious economic consequences currently seems low. Although the strength of the
economic recovery is likely to weaken in the
coming months, the positive surprises on the
macro side could still outweigh the risks by the
end of the year.

Bonds: Inflation ahead?
Inflation has been one of the dominant themes
of recent months. Although it is still more of a
theoretical debate at the moment, investors
must acknowledge that the risk requires some
attention. Against the backdrop of a recovery in
economic activity and extensive monetary and
fiscal policy measures, inflation expectations
rose in August to their highest level since January of this year.
Inflation expectations on the rise
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This development has been given a further
boost by the new policy framework of the US
Federal Reserve, as presented by Fed Chairman Powell at the end of August in Jackson
Hole. The Federal Reserve is now targeting an
average inflation rate of 2%. The central bankers are thus explicitly allowing this target to be
exceeded. This has a crucial implication: the
Fed is no longer worried that the inflation rate
will overshoot, but have this explicitly stated as
their goal. This implies more aggressive monetary policy measures in downturns (as already
seen in March and April) and a longer period of
loose monetary policy thereafter. In any case,
the market currently assumes that the US Federal Reserve will leave key interest rates unchanged for the next five years.
Although credit spreads in both investment
grade and high yield have already returned to
pre-crisis levels, this environment is funda-

mentally supportive of the asset classes. However, the sharp fall in risk premiums leaves
only a relatively small safety cushion should
default rates rise too sharply due to adverse
economic developments. Although we assume
that the economic environment will continue to
improve in the coming months, corporate
bonds are no longer a clear buy. Emerging market bonds in local currency are an exception,
which remain attractive mainly due to the undervaluation of many currencies. The adjustment of the US monetary policy guideline is
likely to intensify the downward trend in the US
dollar and lead to portfolio shifts into other currencies.
Equities: On to new highs
An improvement in the economic environment
and better than expected corporate results
have contributed to an increased risk appetite
among investors. Still, market sentiment and
positioning are not extreme. Due to the upcoming US elections, hedging costs for the coming
months will also remain very high. Many investors are driving with their handbrake on, so to
speak.
US-Equities: Neutral sentiment
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Given that backdrop, U.S. equity markets have
reached new all-time highs, just four months
after the U.S. economy, like so many other regions, suffered its worst recession since record. The main driver of this development continues to be the technology sector. However,
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cyclical stocks have also developed very positively recently. The further recovery of macro
data should support the segment and subsequently help European and emerging market
equities to catch up with US indices.
Asset allocation: Focus on emerging markets
In recent months, based on a risk-neutral positioning, we have used our risk budget mainly in
the credit segment in order to benefit from the
extensive monetary policy measures. However,
following the sharp decline in credit spreads in
the high yield and investment grade area, this
segment has lost some of its appeal. Especially
compared to emerging market bonds in hard
and local currencies. We continue to see more
potential for returns there. Primary market activity is solid and investor demand remains
strong. In addition, a continuation of the dollar
weakness should continue to support the region. A weak dollar and a continuing economic
recovery should also support emerging market
equities. We have therefore increased the
weighting in several steps, but remain slightly
underweight in equities overall. In addition, we
continue to hold convertible bonds, which have
performed very well this year, as well as other
alternative investments for diversification in
the portfolio. In weighing up future opportunities and risks, we consider a well-balanced
portfolio to be the right response to the challenges ahead.

Contact
Philipp E. Bärtschi, CFA
Chief Investment Officer
+41 58 317 3572
Email: philipp.baertschi@jsafrasarasin.com
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any specialist financial or tax advice that you need. You are not permitted to pass this document on to others, apart from your professional
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