March 2021

NEWSLET TER
Sébastien Gyger, Chief Investment Officer

“Bond yields on a hot streak”

Market trends

Investor fears raised by the “Robinhood/Reddit” episode
quickly gave way to renewed optimism, which was
encouraged in February by the roll-out of vaccination
campaigns worldwide, fiscal and tax stimulus plans,
indisputable signs of an economic recovery, and more
solid-than-expected company results. Late in the month,
we nonetheless witnessed a feverous surge in bond
yields, something that had the markets concerned and
that triggered downward pressure on equity valuations.
The spike in yields is the concrete manifestation of
greater inflation and growth expectations. This resulted
in the worst start to a year in fixed income since 2015,
with, as a corollary, portfolio rotations that continue at a
sustained pace.

Global equities gained 2.6% in February. The reflation
theme triggered an outperformance by cyclicals (with
energy up by 22.7% and financials by 11.5%, while
utilities fell by 6.1% in the S&P 500) and by “Covid
losers” vs. “Work-from-home winners” and by small caps
(with the Russell 2000 up by 6.2%). Rising bond yields
(US 10Y +34bps to 1.40% and US 30Y +32bps to 2.15%)
triggered a correction on equity markets in the final
week of February (S&P 500 -2.4%, Nasdaq -4.9%, Stoxx
600 -2.4%, and MSCI EM -6.3%). Bond prices fell on the
month by 2.3% on the US 7-10Y and by 1.6% on the
Global Aggregate. On the commodities markets, gold fell
by 6.1% while energy (+17.8%) and industrial metals
(+10.1%) rose on economic recovery expectations.
In Switzerland, the LPP pension fund indices (indices de la
prévoyance professionnelle) diverged early in the year,
with the LPP25+ down by 0.5% and the LPP40+ up by
0.6%.
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Pandemic situation:

Some 300 million vaccines
have now been administered worldwide, of which at
least one quarter in the United States, which is now
able to vaccinate 2.0 million persons per day and
which has just granted emergency approval to the
Johnson & Johnson vaccine. In per capita terms, Israel,
the Gulf States and the United Kingdom have set up
the most effective campaigns. China is lagging behind,
with just 3.5% of its population vaccinated. In Europe
and Switzerland in particular, initial targets have been
revised downward due to a lack of available vaccines
and flawed planning. Switzerland is vaccinating just
20,000 persons per day. At that pace, it will take 20
months to administer two doses to 70% of the
population. Vaccination campaigns are in the
spotlight as they are essential to ending the
pandemic and boosting hopes that economies can be
reopened soon. Globally, the number of new Covid-19
cases, hospitalisations and deaths has receded
significantly since the start of the year.

Economic environment:

the steep rise in US
retail sales in January (+5.3%) reflects well the
effectiveness of US stimulus measures taken to
provide direct assistance to households. Keep in mind
that they have each received a USD 600 cheque and
that higher jobless benefits were approved in late
December 2020. Other assistance will arrive in March
after the Senate approves an estimated USD 1,900
billion stimulus plan. Some experts are concerned
about the plan’s size, including Larry Summers, a
former Treasury Secretary, and Olivier Blanchard, a
former IMF chief economist. They feel that the plan is
overly generous, given the strength of the US
recovery. Manufacturing output, for example, is now
back to 98% of its pre-crisis level.
And yet, consumer confidence is still lacklustre and
has even receded, with the University of Michigan
index, for example, slipping by 2.8 points to 76 in
February. The spread of Covid-19 and restrictions on
mobility continue to weigh on optimism. PMI
economic activity indicators send a more mixed
message, with the composite manufacturing index
faring well and the composite services index still in the
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doldrums. We foresee a reversal of the trend as social
distancing measures are lifted in the coming quarters.
In China, the recovery has stalled. We will be keeping
close track of trends in March and April, as recent
figures were skewed by yearend festivities.
Globally, economic growth has remained strong so
far this year and will continue to strengthen in the
coming quarters, led by the US. The recovery is also
visible in Europe, with the manufacturing PMI at 57.9,
despite stricter social distancing measures and
embarrassing vaccination trajectories (the services
sector is still in contraction territory for the sixth
month running). Mario Draghi’s appointment as Italian
prime minister removed some political uncertainty
and sent European risk premiums down, particularly in
banks. Ultimately, inflation figures are still below
expectations in all developed economies, as seen in
the OECD’s consumer price index in late January,
which came to 1.7% on an annualised basis and to 0.3% for China. That said, we expect inflation
measures to begin moving up in the second quarter
as base effects from one year earlier will be
considerable, with higher commodity prices, postCovid inventory restocking, and higher shipping costs.
Analysts have raised their forecasts for the first
quarter of 2021. During the first two months of the
year, analysts raised their S&P 500 earnings estimates
by 5.0 %, from USD 37.61 to USD 39.50. Over the past
15 years, the opposite has usually been the case, with
average downward revisions of -3% to -3.5%. This
exception is due to the fact that 2021 forecasts had
been cut drastically in the first half of 2020, in the
midst of the pandemic. 2020 earnings were far better
than expected (up by 3.2%), and we expect the
upward trajectory to continue. The acceleration in
corporate earnings is the nice surprise of early 2021.
We expect it to continue this year and provide
support to equity prices. Risk has shifted from the
pandemic to the financial markets, and on the
markets to valuation multiples, which are high and are
likely to contract considerably.
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The rising bond yield story.

The surge in long
bond yields is the main change on the markets this
year. The 10-year US government bond yield rose
from 0.9% at end-2020 to 1.4% by the end of February
(it had sunk to 0.5% in August 2020, which was
without a doubt the trough in this cycle). Yields rose
first on rising inflation expectations. In recent weeks,
real yields have risen, reflecting the improved outlook
for growth. All economic agents are looking closely at
how fast and how long bond yields will keep rising.
We would note first that yields are rising as central
banks continue to intervene massively on the
government debt market. That is why all eyes are
rivetted on the US Federal Reserve in an attempt to
detect the first signs of a shift in its monetary policy.
Powell unambiguously dismissed the assumption of a
slowdown in pace of asset purchases and discarded
risks of a sustained resurgence in inflation. We draw
from that the Fed is not concerned about current
bond yields and feels no urgency to act. However,
Biden's new stimulus package will take part in resteepening the curve, as inflation figures could come
under renewed upward pressure due to increased
demand, constrained by a limited supply of goods and
services.

We see a divergence between the Fed’s forward
guidance and the markets’ forecasts, which have
brought the first rate hike from three years from now
to two. Bond vigilantes are back and will want to test
how long the Fed will stand pat if bond yields keep
rising. The speed at which bond yields are
normalising is a source of volatility.
Bond yields are also rising in Europe, and that is more
of a concern for the ECB, as it will want at all cost to
keep from nipping the recovery in the bud. We
therefore expect the ECB to remain highly active in
its asset purchases and possibly even accelerate
them. The European recovery cannot yet manage on
its own without help from the central bank.

discount rate is dragging down “high growth stocks”,
hence the recent underperformance of sectors such
as
information
technology
and
consumer
discretionary. As an illustration of the impact on longduration assets, Plug Power is now 46% off its recent
highs (as of this writing), Tesla by 32%, Beyond Meat
by 24%, Cathie Wood’s Ark Innovation fund by 25%,
and the Austrian state’s flagship 100-year bond by
28%.

Investment decisions
For several months now we have been steadily
altering the portfolios’ positioning by adding
cyclicity to regions, such as emerging markets,
Japan and Europe. More recently, we added to our
holdings in materials, a lagging sector that is being
driven by prospects for an exit from the recession.
Small caps in Switzerland, the US and Europe are
also present in the portfolio as they offer attractive
opportunities in this recovery phase, thanks to their
more industrial profile.
On the bond market, we are sticking to a good
balance between high-quality credit risk and the
search for higher-yielding bonds. We remain
conservative on the long section of the curve, as it
is likely to continue rising, albeit at a slower pace
than in recent months. Credit spreads are riding the
economic recovery environment.
In real assets, which fill out our portfolio
construction, we have reduced our exposure to
physical gold and international listed real estate, as
they are both performing poorly in the current
environment of rising bond yields. It is too early to
bury gold, whose investment thesis is based on
central banks’ ongoing accommodative policies and
governments’ ongoing stimulus plans. Rising bond
yields and the high level of premium to NAV have
spoiled our appetite for listed Swiss real estate.

What are the impacts on financial asset
prices? Despite improving fundamentals, equity
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valuations are still very high amidst low interest rates
and the lack of alternatives. Inflation-adjusted real
yields of government bonds rebounded recently from
very low levels in Europe and the US. The higher
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Disclaimer
This material has been prepared by Banque Pâris Bertrand S.A., Geneva, Switzerland, hereafter referred to as PB.
This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific
investment objectives, financial situation or particular needs of any recipient. It is published solely for information purposes and is not
to be construed as a solicitation or related financial instruments or an offer to buy or sell any securities.
This document is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a
jurisdiction in which its distribution, publication, provision or use would violate current laws and regulations.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
information contained herein, nor is intended to be a complete statement or summary of the securities, markets or developments
referred to in the materials. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Any
opinions expressed in this material are subject to change without notice or be contrary to opinions expressed by other business areas
or entities then, as a result of using different assumptions and criteria, PB, is under no obligation to update or keep current the
information contained herein. PB, its directors, officers and employees’ or clients may have or have had interests or long or short
positions in the securities or other financial instruments referred to herein and may at any time make purchases and /or sales in them
as principal agent. PB, may act or have acted as a market-maker in the securities or other financial instruments discussed in this
material. Furthermore, PB may have or have had a relationship with or may provide or have provided investment banking, capital
markets, and/or other financial services to the relevant companies.
Neither PB, nor any of its directors, employees, or agents accepts any liability for any loss or damage arising out of the use of all or part
of this material.
The potential investments described in this material are not suitable for all investors and their purchase and holding involves
substantial risks. Potential investors should be familiar with instruments having the characteristics of such investments and should fully
understand the terms and conditions set out in this documentation relating to them and the nature and extent of their exposure to risk
of loss. Prior to entering into a transaction you should consult with your legal, regulatory, tax financial and accounting advisers to the
extent you deem necessary to make your own investment, hedging and trading decisions.
Any transaction between you and PB, will be subject to the detailed provisions of the term sheet, confirmation or electronic matching
systems relating to that transaction. In addition, potential investors must determine, based on their own independent review and such
legal, business, tax and other advice as they deem appropriate under the circumstances, that the acquisition of such investments (i) is
fully consistent with their financial needs, objectives and conditions, (ii) complies and is fully consistent with all constituents
documents, investments policies, guidelines, authorizations and restrictions (including as to its capacity) applicable to them, (iii) has
been duly approved in accordance with all applicable laws and procedures and (IV) is a fit, proper and suitable instrument for them.
Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value,
price or income of any security or related instrument mentioned in this presentation. Clients wishing to effect transactions should
contact their local sales representatives. Additional information will be made available upon request.
There can be no assurance or guarantee that returns showed in this material will be achieved.
In connection with certain return information, certain material assumptions have been used. Such assumptions and parameters are not
the only ones that might reasonably have been selected and therefore no guarantee is or can be given as to the accuracy,
completeness or reasonableness of any expected return. No representation or warranty is made that any indicative performance or
return indicated will be achieved in the future. Furthermore, no representation or warranty, express or implied, is made by PB, as to
the accuracy, completeness, or fitness for any particular purpose of the calculation methodology used. Under no circumstances will PB
have any liability for a) any loss, damage or other injury in whole or in part caused by, resulting from or relating to any error
(negligent or otherwise) of PB in connection with the compilation, analysis, interpretation, communication, publication of delivery of
this methodology, or b) any direct, indirect, special, consequential, incidental or compensatory damages, whatsoever (including,
without limitation, lost profits) in either case caused by reliance upon or otherwise resulting from or relating to the use of (including
the inability to use) this calculation methodology.
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