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Asset Commentary
The autumn lockdowns have put a spanner in the works of the economic recovery build up from the third
quarter in Europe and the US. Despite this, major uncertainties have been lifted with a clear result from the
US presidential election and the approval of two Covid vaccines pointing at a potential full unlocking of the
global economy late spring 2021. Markets have re-priced on the news but we see incremental upside once
the measures restricting circulation have been lifted. In the meantime the government debt and monetary
authorities’ taps remain fully open. China in the meantime seems to operate in a world of its own with the
country being the only major economy to experience expansion in 2020.

Economic background

Cash

Equities

The Covid pandemic is entering its
pre resolution phase. The prospect
of mass vaccinations points at a
strong global economic recovery in
2021 even as governments
implement various lockdown
measures, thereby stamping on the
Q3 economic green shoots.

The ultra-accommodative stance of
central monetary authorities will
continue well into 2021 and
possibly for longer. This will result
into low policy rates for the
foreseeable future. As we expect
the economic lights to turn green in
the coming months, we are
deploying part of our cash
balances.

As anticipation of an economic
recovery rise for 2021, we raise our
allocation into US, China and
Emerging Market equities. We
continue to see China operating as
the main growth engine in the
global economy. This performance
will likely cascade into other
emerging market jurisdictions with
a positive effect on valuations as a
result.
Similarly, we see US tech names
continuing to perform with
innovation supporting growth in a
raft of sectors such as automakers
or healthcare. The much vaunted
green new deal from the incoming
US administration should also play
a role in an investment world where
sustainable investment criteria rise
in importance.
Although the beaten up sectors of
2020 have played catch up on the
November vaccine news, we see
some room left for a continuation of
that trend towards pre-crisis levels.
Additional technical support will
also come from M&A activity that
will be spurred by low debt
financing costs and a clearer
outlook for management teams.
We remain underweight European
equities, expecting the European
economy to underwhelm in its
recovery relative to other areas.

Market performances (in %)
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This recovery will likely be uneven
however with China clearly leading
the way followed by the US and to
a lesser degree Europe. Depending
on how easily the new Biden
administration will be able to
implement its program, we see a
high likelihood of a strong rise in US
consumption and infrastructure
investment.
Amid this slew of optimism, we will
watch carefully for signs that
governments and central banks
may – even tentatively – pare down
support mechanisms. As a guide
we will follow the post Great
Financial Crisis playbook that
ultimately led to the July 2013 Fed
taper tantrum.
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Allocating to the higher quality
cross section of the High Yield
segment and emerging market debt
to a lesser degree remains our
favored strategy in the asset class
with spreads likely to be well
supported under our economic
recovery anticipations. In addition,
we believe that the crowding out
effects that have benefited those
asset classes within fixed income
will continue into next year.
Subordinated debt should also
benefit from market participants
moving into yield seeking mode.
Going forward, we see steeper
government curves in the US and
Europe and thus stay away from
duration risk and more generally
government bonds. Supply in that
market segment will also continue
apace, reflecting the large public
debt increases of 2020 and
affecting market technicals
negatively.
In investment grade, the risk/return
relationship is increasingly skewed
to the downside in our view. Credit
spreads in investment grade do
have room to tighten under our
macroeconomic scenario but we
believe it to be too small to cushion
against rising underlying govies
yields.

Others
Oil will likely move firmly into a
USD50-60p.b. trading range but
production from US shale players
should keep a lid on prices. Finally,
we see the recent pull back in gold
prices as an opportunity to add to
our position amid the historical fiat
currency creation of 2020.

Past performance is not a reliable indicator of future performance ad should not be solely relied upon. The value of
investments can fall as well as rise and you may not get back all of your original investment.
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Macroeconomic Scenario
After the autumn relapse, the global sanitary and economic crisis have entered what could be described as
a resolution phase. As we write, the global vaccination campaign against Covid 19 has started. Its unfolding
will enable the desaturation of health systems and the subsequent unfettering of developed economies.
Whilst we expect data for the last quarter of 2020 and the first of 2021 to remain subdued for the US and
Europe, the rest of the year should give way to a healthy and strong recovery in those jurisdictions. China in
the meantime has put Covid behind it, showing a strong recovery on pretty much all economic metrics. We
expect the 2021 recovery to support asset prices but one should not forget the two big question marks left
behind : who will pay and when?

5 Jan 2021: Georgia senate runoff elections: a
democratic victory will give the party control of the senate.
A republican victory will create an uneasy political
stalemate that will likely hamper the Biden administration
agenda

The seeds of growth
As any seasoned gardener will know, seeding or planting
is best done in the autumn. Amid what has been a truly
exceptional year on all fronts, this autumn has seen the
seeds of future growth being planted. First the roll out of
the Covid 19 vaccine will reduce and then eliminate the
need for economically damaging lockdowns. This will
gradually then fully remove the constraints surrounding
economic activity. The summer of 2020 has provided a
vivid picture of what is likely to happen next year with
indicators of economic activity reflating rather quickly.

Autumn 2021: Germany general elections (Bundestag),
which will decide whom the successor to Angela Merkel
will be. The significance of that change for the EU’s future
post Brexit can hardly be overstated.

Global GDP adjusted to population size in recession times
PMI data – recovery stalled in the fourth quarter
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To be sure, we expect this admittedly consensual recovery
to be gradual at first as governments will be loath to lift
restrictive measures strongly so to avoid a repeat of the
autumn lockdowns. We are also cognizant of the fact that
certain sectors of the economy will recover quicker than
others with air travel, tourism and hospitality likely to reel
from their 2020 annus horribilis into much of 2021 and
2022. The other aspect on the risk reduction front is a
relative calm election year after the US autumn drama with
the notable exception of Germany. The most significant
dates are as follows:
1 Jan 2021: the EU/UK transition agreement ends. As
we write, the prospects of a deal have improved but are
still uncertain.
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In this environment, we fully expect developed economies
to gradually ease lockdowns and move into catch up
mode with significant growth rates to be expected from
the second quarter onwards. Numbers will also look
optically strong on account of the significant base effects
from the depression like levels we witnessed throughout
2020, in particular in the second quarter and very likely in
the fourth one too. As we did not fully expect governments
to implement national lockdowns – albeit with schools
opened – in the autumn, our projections for this year’s
growth contraction (-2.5%) were slightly optimistic.
Consensus is now reading – 3.9% for 2020, the largest
contraction in 70 years. We believe that with the Chinese
economy currently booming, the consensus is
overshooting with the global contraction likely to be close
to 3%. Looking at the number on a GDP per head basis,
the overall picture is even more striking and puts
3 |

perspective on the breadth of the recession that has
resulted from the various lockdowns imposed in 2020.

2021: an uneven but firm recovery

Following from our round of economic forecasts, we look
at the broader implications from that defining year 2020,
going through the good and the bad news and the
questions that remain unanswered, thus creating
tomorrow’s risks.

We are not entirely consensual in our economic recovery
assessment, believing that current market expectations
underestimate the US economic dynamism and pin the
European one too high.

The good news

United States: the country has started its vaccination
program and should be moving out the sanitary crisis
phase in the spring. Given the expansionary program of
the Biden administration on redistribution as well as green
investment and an accommodative Fed, we see a strong
economic recovery in the second and third quarter of next
year with a full year GDP growth of 4-5%.

Fed slows down – ECB doubles down

Out of what will remain in memory as one of the most
catastrophic years economically, a few lights are
scintillating.

China: the only place that will grow this year economically
will likely continue on its expansion path. It is unlikely in
our view that the trade restrictions enacted by the Trump
administration will be lifted soon but the change in tone in
the US/China relationship will likely help. The country
should thus experience GDP growth north of 8%.
Eurozone: we feel that the hopes placed on the European
recovery for 2021 by the consensus are likely to be turn
into disappointment. Despite the EU recovery program
ambitions, the continent’s growth potential continues to
be negatively affected by structural impediments. The
frictions of Brexit will also likely prove economically
unhelpful in 2021. We see GDP growth for the Eurozone at
between 2 and 3% next year.
Emerging markets: overall, Asia ex China and Japan
should experience a strong recovery too, lifted by the rise
in China’s economic activity and the rebound in demand in
developed countries. Latam will also perform well but in
our view at a more subdued rate given the relative size of
the commodity export trade – energy and otherwise - for
the area.

Global growth: from trough to recovery
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Governments and central banks have come to the
rescue in a heavy way, running budget deficits of a size
unheard of in peacetime. As we have pointed out before,
the first phase of the economic rescue plan has worked
well, cushioning the impact of the lockdown measures
taken in the spring. Support will continue to be
forthcoming with the EU signing off on a EUR2.2trn jointly
fund rescue package and the US likely to get a USD1trn
program in the new year. No government seems to be
seriously entertaining the possibility of withdrawing
support in the near term but this question will likely move
closer to the center in the second half of 2021.
China has come of age. This, in our view, has been one
of the main event of 2020. The health crisis started a year
ago in China and the country systematically and at times
ruthlessly contained it. Would it not be for Europe and the
US that are currently healing, the country would be
booming economically. For a global economy that was
used to having the US as the largest engine, the rise in
significance of the second largest global economy is
positive news from a diversification standpoint. Indeed, lot
of corporates have come to appreciate the Chinese
contribution to their business in the third quarter.

5%
4%
3%
2%

1%
-1%
-2%
-3%

05
06
07
08
09
10
11
12
13
14
15
16
17
18
19
est. 20
est. 21
est. 22

-4%

CBH Asset Management | Quarterly Insight

4 |

lend into the economy to help restart it. Given the natural
leveraging ability of the sector, this will indeed enhance
capital deployment into the ailing global economy.

China GDP growth vs global
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Humanity has progressed in addressing global
pandemics, demonstrating an ability to use recent
developments in genetics to develop vaccines in the 10th
of the time it took to elaborate them previously. All in, the
crisis has also been a phenomenal accelerator of trends
that were already in place before the pandemic. We can
name inter alia, electric vehicles, e-commerce, and
communication technology and naturally, genetics based
therapies.
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The European Union is finally getting its act together
on joint financing. As can be often the case with EU
related decisions, it took a few months for governments to
agree on the package and the conditions of its release.
That said, the political will behind the EUR2.2trn European
Commission funded help program is strong and provides
an additional tool to fight future crises perhaps in a more
determinant and more efficient way than has been the
case in the past. It also shifts a significant part of the crisis
financing burden away from the ECB, which in recent
years had been the sole entity in charge of the EU crisis
response. There are caveats since the Union does not
have a treasury function but that is work for another crisis.

The bad news
There has been a lot of that this year, making the sample
rather large. We shall thus try and identify the elements
that we believe have the most far reaching consequences
The debt pile. The backstopping notably of the US and
European economies by governments has resulted in a
debt raising exercise unseen in peace time. This was only
made possible with the air cover provided by the Fed and
the ECB’s quantitative easing tools. Now the debt is here
and will need to be dealt with. As a reminder, there are
four solutions with debt: pay it down, monetize, inflate or
restructuring. Given this set of politically unpalatable
options and looking back at the socially nefarious effects
of the 2009-15 austerity policies, the response is likely to
be delayed for some time.

The debt year 2020 - % increase in corporate and government
debt to GDP
CET1 ratios have held up well
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Bank’s balance sheets are in good shape. Unlike what
happened in the Great Financial Crisis of 2007-09, the
brunt of the crisis burden has been shouldered by
governments. Even if banks have faced a rise in NonPerforming Loans, the effect on prudential ratios has been
cushioned by the regulators’ action towards dividends.
This in turn means that the regulatory changes that have
been put in place after the 2007-09 GFC have passed their
biggest test yet. It also means that the sector is ready to
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Sectors in disarray. Hospitality, civil aerospace and
tourism notably have been the sectors most affected by
the Covid lockdowns. Airlines and civil aerospace
engineering groups have been recipients of state support,
facilitating their restart. The same cannot be said for the
myriad of smaller bars, restaurants and hotels that have
already and will likely go bankrupt over the next few
months. Suppliers to the whole sector have also been
under severe financial pressure, which will lead to an
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increase in small company defaults in the first half of 2021.
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lockdown decisions have seemingly accelerated the
demise of the US and European middle class. Quantitative
easing programs have been helping mostly the larger
companies and government handouts have only partially
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political problems.
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The energy sector. The year 2020 will be remembered as
the moment when the oil delivery contract on the WTI
reached deeply negative territory through a historical glut.
The subsequent recovery has helped cash flows in the
industry but questions over the future of fossil fuels have
taken a more pressing tone amid the strong stock
performance of electric vehicle manufacturers. As a
natural accelerator of trends, Covid will have also played
its part in bringing forward the transition of the automotive
industry away from internal combustion engine.
Social issues abound. Developed countries have been
confronted with a significant rise in unemployment. Now,
the economic growth anticipated for 2021 will reduce
unemployment but the speed and magnitude of the
resolution are uncertain. There is also the potential for
unemployment levels to remain elevated should political
decisions veer too much towards austerity or should
developed economies fail to create enough escape
velocity in the recovery. This in turn could create political
risks some way down the road.

The fall in unemployment has stalled (unemployt rate %)
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As the crisis moves into its last stages, key questions are
gradually surfacing and the answer to them will largely
shape the global economy for the next few decades. With
so much damage wrought, we will be asking them by
order of appearance and give our best shot at a coherent
answer.
In the below considerations, we note that the US are a
special case as the country benefits for the time being
from the privileges associated with its ability to print
dollars. This will enable the country to take the edge of the
future economic pain.
Who will pay for all this? The answer is clinical in its
simplicity: taxpayers or bondholders or a bit of both.
Despite the denials from all politicians in power that all will
be fine and the debt will be reimbursed, we somehow
have doubts. This is not to say that this is their opinion
currently but longer term, the question we ask is: will the
children and grandchildren of the people that have been
saved by the lockdowns want to pay for a debt contracted
through no fault of their own? We will be watching
carefully which jurisdictions will start first talking about
paying the debt down and the ones that will just ignore the
topic.
When will the bill come? Here too the answer is clinically
simple : when long term rates will start lifting off, the rolling
of the debt will start tightening the proverbial solvency
noose around the neck of indebted governments and
corporates. Again, this is not something that we expect in
the near term but the reality is that the damage is done
and the debt that has been raised will have to be dealt
with at some point.
What about inflation and more largely monetary
erosion? The sheer size of the 2020 monetary creation
exercise has opened up the Pandora box on fiat
currencies. Sadly for our indebted governments and firms,
this in our view is unlikely to trigger a rise in inflation. The
structural changes that the global economy has gone
through over the last 40 years have made sure of that. The
remaining and more worrying question revolves around fiat
currencies. Although they have held up well considering
the situation, we believe that the developed world can ill
afford to solve the next crisis through pure monetary
creation.
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Predatory action? It is thus tempting for governments to
address the debt situation by raising taxes at the individual
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and corporate level. The new Biden administration has set
the tone as the overall demand for an increased
distribution of wealth has become more vocal. That said,
we believe we are far still from any broad predatory action
by governments in developed countries. None the less, we
will keep an eye out as the political expediency of higher
taxes for wealthy individuals and cash generative
corporates may prove too tempting to resist.

US dollar weakness: this should not last
Perhaps the least consensual view that we have for next
year is the belief that the dollar weakness that dominated
this autumn’s currency markets will not last. This stems
from our view that consensus is underestimating the
rebound potential of the US economy. The current relative
sanitary situation is not encouraging and market
participants are still trying to play the relative recovery
velocity currency trade in other words they are looking for
the jurisdictions that will recover faster than the US.

ESG investments offer greater downside protection
relative to broader approaches.
Investor demand is structurally rising for investments
meeting criteria linked to sustainable investing. To put it
into prospective, assets managed against ESG criteria are
now EUR1.6trn against EUR950m five years ago.
Originally an equity phenomenon, sustainable investing
has reached bonds with a volume of green bonds issued
year to date of USD650bn equivalent. This represents a
155% growth year on year.
As for other trends, the Covid lockdowns have accelerated
matters and according to PWC, ESG assets under
management could triple by 2025 to reach EUR5.5trn
equivalent.

ESG AuMs to rise, according to pwc (EURbn)
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ESG investing is initially a European trend – 70% of ESG
assets are managed in Europe – we contend that the
Biden administration’s planned new green deal as well as
the rise in China’s environmental consciousness will make
it a more global phenomenon.

Such tactics will likely work in the very short term.
However, comes the second quarter of next year, we
believe that the US economy is likely to tick up
significantly. Recent post crisis history shows us that
expectations for QE tapering and ultimately higher policy
rates will start forming behind GDP growth. These will
likely be positive drivers for the greenback. As a guide, it
took slightly less than 5 years from the bankruptcy of
Lehman Brothers to the Fed so called ‘taper tantrum’ in
2013. We contend that with a banking sector in relative
good shape, the timeline is likely to be shorter this time
around.

ESG coming of age
The performance of investments supported by
Environment, Social and Governance criteria this year has
attracted more than the customary attention. Part of it
comes from the fact that ESG driven funds typically run
heavier exposures on technology and lighter ones on
energy, eschewing in particular coal as well as oil and gas.
Beyond that however, there is a growing realization that
CBH Asset Management | Quarterly Insight
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Our 2021 economic scenario in brief
US GDP growth 4 to 5%

We believe that consensus is aiming too low
currently even if the sanitary situation is likely to
weigh negatively on the first quarter.

US CPI 1.5% to 2%

Inflationary pressures could materialize but we
expect it to remain contained and in line with
historical averages.

US Fed Funds rate 0.25%

We do not expect the Fed to alter its
accommodative stance with any significance at
this point in the cycle. Any language variation if any
would likely come towards the year end.

US 10-year yield 1% to 1.5%

The strong economic recovery that we expect in
particular for H2 will cause the US curve to
continue steepening.

China GDP growth 8% to 9%

The only large economy that grew in 2020 will
continue on its expansion path into 2021, possibly
helped by a less contentious US trade relationship.

Eurozone growth 2% to 3%

In our view, consensus is overly optimistic on the
Eurozone, pointing at a growth rate of 4.6%, a
number that has never been achieved in the last 30
years.

Eurozone CPI 0.75%

In the same vein, we see inflation struggling to rise
significantly above half three quarters of a percent
in 2021.

EUR Refinancing Rate 0bp

The ECB has left the refinancing rate untouched at
the worst of the crisis. The likely course of action is
thus to continue using quantitative easing and
other tools to support credit and the economic
recovery.

German 10-year yield -0.25% to 0%

There are no identifiable catalysts that can cause
long bund yields to further compress in our view.
ECB activity is likely to keep a lid on yields until QE
activity is paired down.

CBH Asset Management | Quarterly Insight
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Fixed Income
As we enter 2021, we continue to favor credit over duration. The better quality issuers in the noninvestment grade space will keep on attracting yield hungry investors and so will subordinated debt.
Selectivity will continue to be the name of the game for performance given our anticipations of a wave of
debt restructurings and defaults for the weaker credits in the coming months. The same yield seeking
forces will also buoy sovereign and corporate emerging market debt in hard and local currency. With the
Fed and the ECB having their hands firmly on the controls of the yield and investment grade credit curves,
we expect little from government curve beyond some steepening.

What the Fixed Income value map says

BB rated issues still look cheap

We plot below the different sub-indices of the Fixed
Income market showing yield vs duration to maturity and
in the case of AT1s (contingent convertible bonds, yield
and duration to call.
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Higher quality end of High Yield in EUR and USD
Following from our macro-economic scenario, credit
should outperform duration with a broad based recovery
pulling credit spreads even tighter than they currently are.
The areas of credit in developed markets likely to be
disproportionately affected will in our view be the BB rated
issuers that have the wherewithal to fundamentally bounce
and start fuelling investors’ anticipations of an upgrade
back into investment grade. The same will happen to
single B rated issuers looking to be upgraded into the BB
segment over the next few quarters.
In that vein, the chart below continues to show the gap in
credit spreads between BBBs that fit the central banks
minimum rating buying criteria and BBs that typically do
not. Bonds and loans from these issuers will in our view
continue to benefit from return enhancing crowding out
and transition anticipation effects.

Selecting issuers with positively oriented fundamentals is
made easier by the sheer size of the 2020 fallen angels
contingent. After a downgrade spree in the spring, rating
agencies’ activity has normalized and we should in fact
reach a type of rating stasis in the coming months.

Fallen angels – 2020 damage
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We are aligned with Moody’s with thinking that the peak in
the default rate is still ahead of us. This is the reason why
we do not recommend a broad based allocation into high
CBH Asset Management | Quarterly Insight

9 |

yield in fixed income but rather encourage investors to be
selective. In that vein, we believe that funds specialized in
distressed and restructuring credits could make decent
returns in the next phase of the crisis.

ECB naturally drives us towards emerging market debt.
We are similarly constructive on the emerging market debt
sub asset class, judging that credit spreads are in fact
higher on average than what is warranted by asset quality.

Moody’s sees default peaking end of Q1

Looking at hard vs local currency, we believe that both
sub asset classes should generate positive returns - at
least in the first months of 2021 for local currency debt.
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Subordinated debt appeal will grow louder
As we wrote in the macroeconomic section, financial
institutions are coming out of this crisis in a much better
shape than they were initially given credit for. This in turn
should increase the appeal of subordinated debt for
investors with the right risk tolerance profile, particularly in
euros where yields are close to zero in credit and well
below zero in for most sovereigns.

CoCo performance: in between HY and equities

CoCos
US HY
US Equities

As we wrote above, our expectations for economic
performance in China should give an impetus to Chinese
issuers in emerging market debt. In addition, reflated
commodity prices should also influence performance
positively in South East Asian names as a well as Latam.
Again the crowding out effects resulting from the action of
the Fed and the ECB will play fully into 2021.
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Looking at the investment grade space, we find little
reasons to be enthusiastic. Although credit spreads could
marginally tighten under the influence of central bank
action, we doubt that this would compensate for the
potential increase in long dated treasury yields that one
could reasonably expect in an economic recovery phase.
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Investors should however, bear in mind that such
investments presents high beta characteristics and are
closer their market behavior to equities than credit.

Looking at the fixed income map, USD investment grade
makes more sense purely from a yield standpoint and also
considering that the Fed has only used c5% of the total
size of the support programs made available at the start of
the pandemic. By contrast, the ECB has recently
announced an expansion of its quantitative easing
program, targeting investment grade corporate bonds by
another EUR500bn. The implication is that under an
economic recovery scenario, the backing out of
government yields and credit spreads in euros could truly
be fearsome. We are still some time away from that point
but this needs to be borne in mind.

EM hard and local currency

Issuance should help market technicals

Our search for areas of the fixed income world that are not
under the control – real or assumed - of the Fed and the

As corporates were looking for liquidity and demonstrate
market access to their banking and rating agencies
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relationships, 2020 turned out to be the highest issuance
year historically across credit in all segments.

earnest, this will be money spent to appeasing market
sentiment should longer term govies yield rise.

Investment Grade issuance - USDbn

US Yield curve: long end has started moving up

2020

2'000

2019

2.5%

1'800
1'600

2.0%

1'400
1'200

1.5%

1'000
800

1.0%

600
400

0.5%

December 2020

200
0

W1

W11

W21

W31

W41

W51

December 2019
0.0%
0

60

120

180

240

300

360

We expect issuance activity at the start of 2021 to be in
line with the level that we have seen at the back end of
this year. This should be then followed by lower volumes
as the developed world moves gradually into a business
as usual mode.

This may feel reassuring for bondholders but we contend
that the Fed could wait for yields to leak a little before
intervening. The autumn months saw the 10y treasury
yields move from 0.65% to close to 1%, not a level at
which we would see a reluctant Fed spurred into action,
seeing that intervention level north of 1.25%.

High Yield issuance – USDbn

In the Eurozone, only Italy and Greece exhibit positive 10
year yields. For the time being and in the short term, we
do not see the ECB changing tack, which could create
some incremental if limited tightening. Longer term, we are
less confident about the usefulness of that trade.
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Past performance is not a reliable indicator of future performance ad should not be
solely relied upon.
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In turn lower issuance levels from the Spring of 2021
onwards will likely be positive for market technicals into
the second part of the year.

Operation twist will not save govies returns
We take the view that the phenomenal degrees of control
exercised by central monetary authorities will have to be
pared down at some point. We are looking at the Fed
inflation targeting and the various justifications for an
operation twist – ie the focus of the treasury bond
purchasing activity at the long end to lower yields
artificially. We contend that until demand returns in
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Too early for inflation protection - if at all
We are also seeing a few market participants calling for a
return of inflation. As shown below, flows in inflation
protection ETFs have been strong in the last months.

ETFs flows in inflation protected products

US ETF Flows - Inflation Protected in $mln
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We believe that we are indeed far away from a return of
the income eroding monster given the state of the
developed economies and the structural and highly
deflationary economic, technological and demographic
changes that these have experienced in the last 20 years.
Economic growth will have to return first before we revisit
the theme.
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Equities
The winners of 2021 could spookily look a lot like the winners of 2020. This year has seen the affirmation of
technology as a force for growth and a rise in Asian equities with China showing the way. Performance of
so called value stocks took off recently as news flow on the vaccine took a concrete turn. There could be
more to come from that market segment but the consumer and work habits taken during lockdown will
likely continue to be around at varying degrees. The resolution of risks around the vaccine and the US
election lead us to allocate more into the asset class with our enthusiasm only tempered by arguably
stretched valuations across the board. Similarly we believe that thematic allocations will perform better than
a broad based approach.

The value map in equities
The overall picture has moved upwards in November and
the battered sectors of the early part of 2020 have
managed to close some space with the relentlessly
performing tech issuers, particularly in the US. We have
removed the energy sector from the chart as it remains
well into the left hand corner.

The US equities value map – ex energy
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Finally, the strong expected growth in China is likely to
provide the background for improved earnings in sectors
that had been battered by the effects of the economic
lockdowns such as energy, tourism and more generally
commodities.
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European equities: playing catch up

,30

The catalyst provided by the vaccine in November has
been the driver behind the catch up in European equity
valuations in November.

,20

Materials

only game in town and the advent of 5G as well as the
vehicle electrification open up additional thematic equity
investment opportunities. This dovetails into our view also
that a few sectors are on the brink of a re-rating through
technological transformation. Healthcare has shown
through the speed at which a new type of vaccine has
been developed how much it has evolved in the past few
years. Automakers away from Tesla should also benefit
from the electrification push and a higher use of
technology that 5G will bring about.
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China and tech performance to spill over
We have continued to be rewarded by our allocation into
these two themes despite the recent market jitters around
US technology.
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Regulatory pressure is definitely rising on the US
technology giants from Europe and possibly from the
incoming US administration. The potential breakup of the
tech giants will likely feature increasingly in the headlines
throughout the year. At this point we are reminded of the
breakup of Microsoft in the early 2000s. The first
conclusion is that these government sponsored actions
take time before remedies are imposed. The second is
that shareholders are by no means necessarily losing out
over the longer term. We would view any significant
drawdown on the back of such action as an opportunity to
add exposure.
In addition, large US technology companies are not the
CBH Asset Management | Quarterly Insight
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Despite anticipations of a return of the dividend from
European banks and a generally better backdrop for the
economy, we are cautious about relative performance. To
summarize our view, European equities can perform but
they will likely not perform as well as Chinese or US
13 |

equities under our economic growth scenario. In addition
and as we noted before, European equity indices are
structurally lacking tech issuers unlike the US and to some
degree China.
In addition, we note that as the US and the UK have
started their Covid 19 vaccination campaigns, other
European countries are still waiting for the necessary
approvals. These are expected to come forth at the back
end of this year with vaccination campaigns starting in
early January so nearly a full month after the US. This will
likely cause additional delays in moving out of the sanitary
crisis phase into the economic recovery phase for the old
continent.
Also, for investors keen on seeing dividends returning with
full force, we have already seen moves by the European
banking authority to restrict dividend payouts over the
next two years. We also believe that companies will likely
be asked to show signs of moderation by the various
governments.
All in, we find that there are better areas to deploy capital
than in European equities.

M&A will also provide support
Volumes have been negatively affected by the
uncertainties pertaining to the Covid lockdowns.
Technology and healthcare have been the main active
sectors so far this year. The removal of the main
impediments to a normalization of economic activity will
likely be lifted through the vaccination programmes.
As rates remain low, the environment should become
highly conducive to consolidation in other sectors. We
could think of banks, tourism, hospitality and energy
where valuations are still relatively attractive for cost
synergy driven transactions.

Our favorite 2021 equity themes
To conclude, we will go through the various themes that
we believe will be key to performance in the next year by
order of conviction. Note that a few of them cross each
other :
China expansion : given our expectations for an 8% GDP
growth and appeased relationships with the US, we see
Chinese equities continuing to perform strongly
US technology and its providers: the theme is broad an
encompasses the tech giants as well as a issuers that
came to the fore in the stay at home economy.
Healthcare transformation: perfectly illustrated by the
advent of mRNA based vaccines, medical research and
data analysis will likely continue to provide positive
surprises
5 G: the first masts are being erected in Europe. This will
be significantly more than just a one G upgrade to 4G and
will likely upend the world in the same way the advent of
4G did
Vehicle electrification: the rise in incentives and
governments pressure to move away from internal
combustion technology will continue apace with further
progress on charging and batteries in the cards.
Economic recovery: the de-locking of the population will
likely cause a sharp increase in travel and tourism related
issuers should benefit. We anticipate also energy
companies to be the beneficiaries of the economic
normalization.

M&A volumes have slumped
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A rekindling of M&A activity will likely be positive for equity
markets, providing another catalyst for what looks like an
already constructive year.
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Commodities
The oil market has further normalized despite the recent lockdowns and contrary to our more negative
assessment oil prices have broken through their USD35-45p.b. range to reach USD50p.b. The increase in
prices has gone hand in hand with the vaccine fuelled expectations of an economic recovery. We expect oil
prices to evolve in a new 50-60 range. Base metal prices have also benefited from this move, and with
China’s demand adding pressure, copper, iron ore and zinc have bounced significantly. Finally gold and
silver have remained below their summer highs – an opportunity to add exposure in our view.

Oil: recovery to quietly continue
Whilst 2020 will remain in the memory of oil market
participants for years to come, 2021 is shaping up to look
more like standard vintage. As the cylinders of the global
economy restart one after the other, control on supply will
likely push prices gently above current levels – at which
point the US shale producers will start opening the taps.
Although the sector is not in the good books of the
incoming US administration, we see it unlikely that the
Biden/Harris White House would move against it at the
start of the economic recovery. After all, we are talking
about 2.1m jobs at stake in the industry.

relentlessly rising since. The return of the Chinese
economy at nearly full speed in the third quarter was the
main driver. Then anticipations of economic activity
normalization in other jurisdictions added momentum to
prices at a time when global production capacities were
not fully reopened in all jurisdictions.

Base metals : revisiting highs

80%

Copper
Iron Ore
Zinc
Aluminium

40%

Commodity price panorama

0%

40%

20%
-40%

0%
-20%
-40%
Global
Ind. metals
Agriculture
WTI Oil Price
04.20

07.20

16

18

20

-60%

-80%
-100%

01.20

-80%
14

10.20

This in turn means that Saudi Arabian has failed once
again to destroy the US shale oil complex,
underestimating the inherent destructive creation present
in the US economy. For as long as oil remains above
USD35 pb, most US shale oil companies, now with a cost
base re-profiled lower will look to restart operations. This
in our view provides a cap to how far up the oil price can
go. To refresh our collective memories, oil was trading in a
55-75p.b. range throughout the year 2019. A new trading
range for oil of 50-60p.b. for the next few months does not
seem outlandish.

The recent increases already discount a return to normal
economic activity for a fair amount and current price levels
will likely cause a resumption in mining activity globally.
We are particularly concerned by the pricing dynamics on
iron ore, which is now reaching its highest level since
2013. Copper is looking less stratospheric with prices still
20% below their 2010 peak. Zinc is in a similar camp with
prices about 25% below their 2017 peak.

Gold and silver: buy on the pullback

Base metals: China pulls prices into historical highs

This year’s historical monetary creation exercise has
created a positive dynamics for precious metals with gold
particularly benefiting. We contend that in this context, the
relative rarity of gold has been enhanced along with its
role as a means to store wealth. These dynamics are
unlikely to change meaningfully in the short term as
governments continue to support economic activity and
central banks continue to print fiat currencies at the
current pace.

Base metals have had a very good 2020, with prices
moving above their pre-crisis level in the summer and

Past performance is not a reliable indicator of future performance ad should not be
solely relied upon.
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Gold and silver pullback provide a point of entry
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Given structural supply and demand patterns for gold,
prices should be well supported in the coming months.
We thus see the recent pull back in prices as a good
opportunity to add exposure.
Silver has performed strongly this year with its customary
‘correlation with a twist’ with the yellow metal. This comes
from the metal’s double role as a storage of wealth but
also as a raw material in a raft of industrial applications.
From that standpoint too, silver prices are likely to be well
supported in 2021.
Other precious metals such as palladium and platinum
have benefitted from the restart of industrial activity in
China – in particular car manufacturing. They will also
likely behave well into 2021 as the second and third
largest car global car markets gradually emerge from their
lockdown slumber.
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Currencies Market Expectations
Major Currencies
Q1-21

Q2-21

Q3-21

Q4-21

Q4-22

EURUSD

1.22

1.21

1.22

1.24

1.24

1.25

EURCHF
EURGBP
EURJPY
EURNOK
USDCAD
USDCHF
USDJPY
USDCNY
GBPUSD
NZDUSD
AUDUSD

1.08
0.89
126
10.48
1.27
0.89
103
6.53
1.37
0.72
0.77

1.09
0.90
125.0
10.47
1.28
0.90
104.0
6.50
1.34
0.71
0.75

1.09
0.90
126.0
10.30
1.27
0.89
104.0
6.45
1.35
0.72
0.76

1.10
0.90
127.0
10.19
1.27
0.89
103.0
6.42
1.36
0.72
0.76

1.10
0.90
127.0
10.10
1.27
0.89
103.0
6.42
1.36
0.73
0.77

1.12
0.88
131.0
9.79
1.25
0.89
105.0
6.43
1.40
0.73
0.78

Q1-21

Q2-21

Q3-21

Q4-21

Q4-22

19.9
5.2
89.4
7.8
3.3
7.8
73.6
73.4
3.7

19.8
5.1
96.8
7.9
3.3
7.8
73.0
72.0
3.6

19.7
5.1
104.9
8.0
3.3
7.8
73.3
71.3
3.6

19.8
5.0
110.4
8.0
3.2
7.8
72.0
71.6
3.5

20.0
5.0
166.1
8.2
3.3
7.8
72.1
72.0
3.4

Other Currencies

USDMXN
USDBRL
USDARS
USDTRY
USDILS
USDHKD
USDINR
USDRUB
USDPLN

19.9
5.20
84.1
7.44
3.21
7.75
73.1
74.4
3.73

The table above provides an overview of market forecasts for major currencies. It is composed of dozens of individual
forecast providers and delivers a consensus forecast. These consensus forecasts represent a median number and all
forecasts evaluated correspond to calendar quarter-end dates. Forecasts are not a guarantee of future performance and
should not be relied upon.
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Market Performances

Cash

Government bonds

Corporate bonds IG

Corporate bonds HY

EM bonds (in $)

Others

Equities

Other investments

Name

QTD *

YTD**

2019

2018

2017

2016

2015

Dollar 3m Total Return
Euro 3m Total Return

0.1%
-0.2%

1.0%
-0.5%

2.5%
-0.4%

2.4%
-0.4%

1.1%
-0.4%

0.6%
-0.2%

0.2%
-0.1%

0.0%
0.4%

6.2%
1.3%

5.3%
1.9%

1.5%
0.1%

1.0%
0.1%

1.3%
1.5%

1.6%
1.8%

US 3-5
Eurozone 3-5
US 7-10

-1.3%

10.0%

8.5%

0.9%

2.6%

0.8%

1.7%

Eurozone 7-10

1.2%

4.5%

6.7%

1.4%

1.3%

3.5%

2.1%

USD Corp 1-5

1.1%

5.4%

7.0%

1.0%

2.6%

2.9%

1.2%

EUR Corp 1-5

1.0%

1.1%

2.8%

-0.5%

1.2%

2.6%

0.6%

USD Corp 5-10

2.4%

9.7%

14.3%

-1.7%

5.6%

5.6%

0.9%

EUR Corp 7-10

2.9%

4.4%

10.9%

-2.4%

4.2%

7.0%

-1.5%

USD Corp 1-5

6.0%

5.8%

13.9%

-1.8%

7.0%

16.5%

-4.5%

EUR Corp 1-5

5.2%

2.3%

11.3%

-3.8%

6.9%

9.1%

1.0%

USD Corp 5-10

6.4%

-2.0%

9.1%

-1.9%

7.6%

7.3%

1.8%

EUR Corp 5-10

5.9%

2.8%

13.2%

-4.4%

8.0%

10.8%

0.4%

Hard currency

4.5%

6.5%

13.1%

-2.5%

8.2%

9.9%

1.3%

Local currency

7.1%

5.3%

9.5%

-3.4%

14.3%

5.9%

-10.4%

Chinese Yuan

5.4%

9.3%

2.8%

3.0%

5.0%

-4.7%

3.6%

S&P Leverage Loan Index

3.8%

3.1%

8.6%

0.4%

4.1%

10.2%

-0.7%

Global Convertible

14%

26%

18%

-1.2%

7.2%

4.6%

-0.8%

North America
Europe

13%
10%

19%
-5%

29%
22%

-6%
-13%

19%
7%

9%
0%

-1%
5%

Japan

13%

7%

16%

-17%

18%

-3%

8%

Asia Pacific

18%

17%

16%

-16%

29%

2%

-4%

Developed Markets

14%

14%

25%

-10%

20%

5%

-3%

China

16%

23%

38%

-21%

32%

-7%

-7%

Latin America

34%

-16%

14%

-9%

21%

28%

-33%

Emerging Markets

19%

16%

15%

-17%

34%

9%

-17%

5%
-14%
-12%
10%
1%
14%
21%
21%

7%
65%
23%
-4%
25%
16%
16%
-21%

9%
-46%
-34%
5%
18%
5%
0%
34%

-7%
130%
21%
-13%
-2%
-21%
-13%
-25%

6%
-21%
-36%
1%
14%
28%
-12%
12%

3%
-23%
22%
11%
8%
20%
2%
45%

-4%
-5%
-6%
-25%
-10%
-27%
-16%
-30%

-4%
6%

-7%
-6%

0%
-1%

4%
-11%

-10%
6%

4%
0%

9%
-16%

Euro

4%

9%

-2%

-4%

14%

-3%

-10%

British Pounds

6%

3%

4%

-6%

10%

-16%

-5%

Swiss Francs

4%

9%

1%

-1%

5%

-2%

-1%

Japanese Yen

2%

5%

1%

3%

4%

3%

0%

Chinese Yuan

4%

7%

-1%

-5%

7%

-7%

-4%

HFRX Alternative
VIX
G7 Currency Volatility
DJ Global Commodity
Gold
Industrial metals
Agriculture index
WTI Oil
Dollar Index
EM Currency Index

Currencies
(vs. $)

* Quarter to date
** Year to date

Past performance is not a reliable indicator of future performance ad should not be solely relied upon.
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Disclaimer
This publication is for information purpose only and does not
constitute any offer, inducement, and recommendation by
CBH Compagnie Bancaire Helvétique SA or any other
members of its group. Particularly, this publication does not
constitute a prospectus, and the published information is not
to be understood to be an offer of sale of any securities or an
investment proposal of any kind.
It is general information based on proprietary knowledge,
information furnished by third parties, and publicly accessible
sources. It is not solely the result of independent financial
research, therefore the legal requirements regarding the
independence of financial research do not apply. The
information and opinions expressed in this publication were
published by CBH Compagnie Bancaire Helvétique SA, as of
the date of writing and are subject to change without notice,
in particular any prices indicated are current as of the date of
this publication, and are also subject to change without
notice.
Investments in the asset classes mentioned in this publication
may not be suitable for all recipients and may not be available
in all countries. This publication is not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of, or located in, any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation. This
publication has been prepared without taking account of the
objectives, financial situation or needs of any particular
investor. Before entering into any transaction, investors
should consider the suitability of the transaction to individual
circumstances and objectives. Professional advice, including
tax advice, should be sought if investors are in doubt. The
value of investments and the income from them may fall as
well as rise and is not guaranteed, therefore they may not get
back the original amount invested; the value of an investment
may fall suddenly and substantially; past performance is not a
guide to future performance; and levels and basis of, and
reliefs from, taxation may change from time to time. Changes
in foreign exchange rates may have an adverse effect on the
price, value or income of an investment.
No representation is made with respect to the accuracy and
completeness of this publication, and this publication should
not be relied on. Possible errors or incompleteness of the
information contained in this publication do not constitute
grounds for liability. Neither Compagnie Bancaire Helvétique
SA nor any other members of its group are liable for the
information contained in this publication.
This publication may only be distributed in countries where its
distribution is legally permitted by CBH's local entities. This
publication is not directed to any person in any jurisdiction
where (by reason of that person’s nationality, residence or
otherwise) such publications are prohibited.

Important Distribution Information
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Compagnie Bancaire Helvétique SA, an authorized and
regulated entity by the Swiss Financial Market Supervisory
Authority FINMA in Switzerland.
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