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Interest rates & bonds 
What political risks? 

  

USA 
– The US and China agreed in principle on a phase one

trade deal that should de-escalate the tense political
situation by removing certain tariffs and halt the im-
plementation of others 

– We do not foresee any policy rate adjustments by the
Federal Reserve in 2020, but the current FOMC pro-
jections (“dot plot”) indicate a hike for 2021, a move 
we currently do not expect 
 

Eurozone 
– Economic data out of Europe have generally disap-

pointed. Manufacturing surveys have stabilised at
low levels, not yet indicating a swift rebound of in-
dustrial production  

– The ECB has a new President, Christine Lagarde, but 
we do not expect any change in the ECB’s loose mon-
etary policy stance  
 

UK 
– The Conservative Party secured a landslide victory in 

the December general election, which will enable Bo-
ris Johnson to take the UK out of the EU by end of
January 2020 

– Gilts held relatively steady while the GBP performed
an up and down after the election results 
 

Switzerland 
– Third-quarter GDP surprised positively but was

boosted by non-cyclical factors. In line with weak
business surveys, we expect economic momentum to
soften again 

– The SNB has kept a dovish stance and is likely to
keep the policy rate unchanged in 2020 

 
Japan 
– Economic data out of Japan show a relatively strong

boom and bust pattern around the October con-
sumption tax hike  

– The Bank of Japan could stay on hold for longer af-
ter Prime Minister Abe unveiled a fiscal stimulus
package to bolster growth 

 2019 performance as a mirror image of 2018 

 
Christmas arrived early for investors as the US and 
China laid the ground for a “mini trade deal” and the 
UK elections brought more clarity on the Brexit front. 
Besides receding political risks, markets still enjoy the 
tailwind from “easy money” by central banks, and the 
global economy seems to be in a better shape than we 
thought just a few months ago. At the end of 2019, we 
are therefore seeing quite literally the mirror picture of 
2018 and instead of losses, investors can look back at 
equity-like returns in global bond markets. But what 
does that mean for 2020? Will we likewise get a mirror 
performance or have another record year? We think it 
will be in-between, but the risks are skewed to the 
downside, given the already low interest rates and very 
tight credit spreads. That said, we think that the begin-
ning of the year will be supportive of bonds with rela-
tively stable interest rates and tighter credit spreads. 
But 2020 will not be a one-way street, in our view. On 
the one hand, the risk for a rebound in global interest 
rates rises if recession risks get priced out further. On 
the other hand, there are ample smouldering political
hot spots that could derail global growth, while corpo-
rate fundamentals in many sectors remain weak. Good 
sector allocation and security selection will therefore 
be key to generate excess returns in a likely volatile and 
difficult market environment. 
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Equities 
Another good year ahead?  

  

USA 
– US equities have performed in line with global equi-

ties recently, benefitting from the positive develop-
ments in the US-China trade conflict 

– We keep a positive view on equities in general and
US equities in particular. The latter remain sup-
ported by the continued outperformance of the US
economy, especially compared to Europe 
 

Eurozone 
– Despite positive news from the political front (trade

dispute, Brexit), EMU equities continued to under-
perform over the past weeks, with Germany being 
the main drag 

– We remain underweight Eurozone stocks mainly for
macroeconomic reasons. In the absence of a strong
rebound in external demand, growth is set to remain
subdued.  

– Additionally, structural overcapacities in Germany
weigh on growth and substantial fiscal stimulus, 
which might be a positive catalyst, is not to be ex-
pected anytime soon 
 

UK 
– After the Conservative victory in the general election, 

it is clear there will be a Brexit end of January. UK
equities had a relief rally just after the election 

– What remains unclear, however, is how long-term 
trade relations with the EU will look like after the
transition period. Hence, we see continued uncer-
tainty going forward and keep a cautious view on UK
equities 
 

Switzerland 
– Swiss stocks have performed strongly in weak mar-

ket phases in 2019, while still participating well in
positive markets. Overall, Switzerland has been
among the best-performing equity regions in 2019

– Heading into 2020, we stick to our overweight posi-
tion in Swiss equities  
 

Japan 
– We expect the recent positive effects on the Japanese

stock market (mostly easing trade tensions) to fade 
and the weak economic fundamentals in Japan to
come back to the fore. We stay underweight Japanese 
equities 

 A strong year, especially for US and Swiss equities 

 
After an extraordinarily good year for equity markets, 
investors are wondering if and how this positive trend 
might extend into 2020. We see several reasons for eq-
uities to trade moderately higher, most of all the lack 
of alternatives for a multi-asset investor to generate 
positive returns. In the global fixed income space for 
example, a whopping USD 11.7 trn of bonds still yield 
negatively. Also, many investors have missed out 2019 
at least partially and are waiting for any potential cor-
rection to enter the equity market. Hence, we think 
that the “buy-the-dip” mentality will remain in place
among investors, which would keep any potential
drawdown in check.  
On the macroeconomic side, 2020 will likely be a year 
of moderate, slightly below-potential growth in devel-
oped markets with inflation well in the comfort zone 
of central banks. This is usually a favourable environ-
ment for risky assets, as the two main risks – recession 
or a steep rise in interest rates – are being moved on the 
back burner. Nevertheless, recession fears might 
quickly resurface if political risks were to flare up 
again. Despite the latest détente in the trade dispute, 
the fundamental issues between the US and China are 
far from resolved and Brexit worries are set to return if 
the UK government indeed refuses to extend the tran-
sition period. In light of these and other unpredictable 
risks (e.g. Hong Kong and Middle East tensions, im-
peachment proceedings in the US etc.), we expect 2020 
to be a volatile year on the equity market. Hence, we 
prefer defensive strategies to implement our positive 
view on equities.  
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Currencies 
Moving to a neutral view on EUR/CHF 

  

USA 
– The USD lost against all major currencies in the first

half of December as US-China trade tensions eased. 
The exception was USD/JPY, which held steady over
the same period 

– We expect the USD to regain support against EUR
and CHF over the next three months. The main rea-
sons are the favourable interest rate differential and 
the outperformance of the US economy compared
to Europe 
 

Eurozone 
– The easing of political risks (Brexit, trade tensions)

supported cyclical currencies such as the EUR re-
cently 

– Nevertheless, the Eurozone economy has remained
in the doldrums and business surveys suggest that a 
swift recovery of manufacturing production is not in
the cards yet. We keep a negative view on EUR/USD

 
UK 
– The Conservatives’ victory in the general election

provided a short-lived boost to sterling, but fears of 
a potential hard trade rupture with the EU at the
end of the transition period in December 2020
erased these gains 

– We expect the political noise to increase as we move
towards UK-EU trade negotiations and prefer a neu-
tral view on GBP/USD over a three-month horizon

 
Switzerland 
– Even though political risks receded, CHF remained

surprisingly well supported in the first half of De-
cember, appreciating against EUR and USD 

– At these levels, we see further upside against EUR as
limited and have thus moved to a neutral view on
EUR/CHF 

 
Japan 
– The upward trend of USD/JPY since August has al-

most come to a halt in November and December de-
spite a risk-friendly investor sentiment 

– As political risks have receded somewhat and the
Japanese economy is expected to perform poorly due 
to the recent consumption tax hike, we expect a
higher USD/JPY exchange rate over the next three
months 

 

 Sterling moving from worst to best-performing currency 

 
2019 has been a remarkable year on currency markets. 
Sterling performed a roller coaster ride in line with per-
ceived no-deal Brexit risks, moving from best (first half 
of 2019) to worst (August) and back to best-perform-
ing currency among the majors. Nevertheless, the sig-
nificant post-election rally of sterling was erased in just 
three days. The reason was Boris Johnson’s assertion, 
intended to be written in law, not to extend the transi-
tion period beyond 2020. This keeps the threat of a 
hard Brexit after the transition period alive. Our cau-
tious view on sterling already expressed in the last edi-
tion of this publication thus proved to be correct, and 
we continue to hold a neutral view on GBP/USD over 
a three-month horizon. The other remarkable feature
in 2019 was the consistent underperformance of the 
EUR, reflecting underwhelming economic growth, 
monetary policy frozen at sub-zero rates and wide-
spread political standstill in terms of fiscal policy and 
reforms. We think that the structural issues haunting 
the Eurozone as well as the cyclical headwinds will re-
main in place in 2020 and keep a negative view on EUR 
against USD. The latter also remains supported by a 
favourable interest rate differential. Even though we 
remain cautious on global growth, we acknowledge 
that political risks have eased somewhat, especially re-
garding the US-China trade dispute. Hence, we 
changed our view on safe-haven currencies. First, we 
expect that the positive trend of USD/JPY will extend
over the next three months. Second, we no longer ex-
pect the CHF to appreciate against EUR, but have in-
stead adopted a neutral view on the currency pair.  
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