
Investment Strategy
Economy and Financial Markets
July 2019



 
Contents

  1  Editorial 
Negative interest rates increase risk

  2  Economy 
Italy: groaning under mountain of debt

  4 Interest rates and yields 
  Rate hike recedes into the distant future 

  5  Equity markets 
Switzerland too is affected by the trade war

  6  Currencies 
Swiss franc driven by market sentiment 

  7   Commodities
 Gold stages a comeback  

  8   Investment Strategy
 Stock market discounts a  happy ending

  9  Market overview 
Economic data and cycles 
Interest rates and currencies 
Equity and commodity markets 
Financial markets and forecasts

Impressum

Issuer
St.Galler Kantonalbank AG  
St. Leonhardstrasse 25 
9001 St. Gallen
Tel. +41 71 227 97 00 
info@sgkb.ch
www.sgkb.ch

Authors

Caroline Hilb (Economy)
Caroline Hilb (Interest rates and yields)
Tobias Kistler, CFA (Equity markets)
Daniel Wachter (Currencies)
Daniel Wachter (Commodities)
Caroline Hilb (Investment Strategy)

Editorial deadline

June 24, 2019

Release

Monthly

Title Picture

This spreading walnut tree stands in the company of an ancient 
lime tree and a birch tree on the Kinderfestplatz, a meadow in 
the city of St.Gallen where a children’s festival is held.
Photo: proarbore.com / Michel Brunner



July 2019  Investment Strategy 1

Dear Investor,

Switzerland has had zero interest 
rates for the past ten years, and 
indeed negative rates for the past 
four, with no end to the low inte-
rest environment in sight. This is 
having increasingly noticeable ef-
fects on the economy and the be-

haviour of the various market players.

The positive impact on the economy is limited. 
Growth in GDP and corporate investment has 
not been any greater than in previous economic 
cycles when interest rates were well into positi-
ve territory. The boost to demand for credit has 
been confined to mortgages. The SNB's view is 
that without negative interest rates the Swiss 
economy would be significantly weaker. Howe-
ver, for Switzerland's export-oriented busines-
ses, it is obviously more important for the coun-
tries that buy their products to be doing well 
than to have low interest rates.

The repercussions of negative interest rates are 
reflected more clearly in the behaviour of the 
various market players and invariably take the 
form of assuming greater risks. Pension funds 
are shunning the stability of bonds issued by 
highly rated borrowers in favour of higher equi-
ty allocations and are switching to illiquid assets 
and investments with higher credit risk. There is 
also a drive to buy real estate, even where the 
achievable net return provides less than ade-
quate compensation for the risks. The hope is 
that this will enable them to deliver the neces-
sary minimum return despite negative interest 
rates. The flip side of this is that it makes the 
pension funds more vulnerable in the event of a 
recession and falling share prices.

Similar behaviour is in evidence among private 
investors. Safe bonds have practically disap-
peared from investors' portfolios – displaced by 

more equities and above all larger cash hol-
dings. The latter are pushing up the costs for 
commercial banks, which have to pay the SNB 
negative interest on their surplus liquidity. The 
banks will thus increasingly try to pass on some 
of the negative interest to their clients. This can 
be expected to push the latter to switch to risky 
investments in an even bigger way.

One of the more dangerous consequences of 
negative interest rates has been the increase in 
private household debt. Swiss household debt, 
particularly in the form of new or higher mort-
gages, has increased much more sharply than 
disposable income. The debt ratio has climbed 
to more than twice disposable income, earning 
Switzerland an unwelcome place at the top of 
the international household debt rankings. If 
borrowers forgo income – whether as a result of 
losing their job, getting divorced or for any 
other reason – these loans soon become a pro-
blem.

Negative interest rates are leading to a gradual 
build-up of risks in society and the economy, 
and are making the country more vulnerable to 
fluctuations in economic conditions. The impact 
of the next recession will therefore be greater 
than Switzerland has been used to from previ-
ous economic downturns.

 

Dr. Thomas Stucki
Chief Investment Officer

Editorial
Negative interest rates increase risk



Government debt (% of GDP)

0%

50%

100%

150%

200%

Italy Germany France Spain Greek Switzerland USA

Government debt ratio

Investment Strategy  July 20192

Economy
Italy: groaning under mountain of debt

Italy's government is in crisis, and so too is the 
country's economy. The EU deficit procedure is 
looming over the Italian government like some 
sword of Damocles and the economy has slip-
ped into recession. Where do things go from he-
re for our southern neighbours?

Italy's problem is its huge mountain of debt. At 
the end of 2018, Italy's public debt-to-GDP ratio 
came to a hefty 133%. The equivalent figure for 
Germany stands at just over 64%, while France 
and Spain weigh in at 97% and 99% respec-
tively. Only Greece's ratio is significantly higher 
at 182%. Italy's government debt is a problem 
the country cannot simply sweep under the car-
pet. Capital market interest rates on Italian 
government bonds price in high risk premiums 
compared with «risk-free» German Govern-
ment debt. During the euro crisis of 2011/2012, 
the interest rate spread between the two econo-
mies already served as a reliable indicator of 
market confidence in the stability of Italy's nati-
onal budget. At the time, debt interest rates sur-
ged to more than 7% – a rate Italy would not ha-
ve been able to pay. The level of interest pay-
ments alone would have spelled bankruptcy. 
This time the situation is different: a rate of just 
over 2% is still not beyond Italy's means. Howe-
ver, compared to Germany's negative interest 
rates, the risk premium is considerable and 
shows that the market is aware of Italy's debt 
problem.

Growth and spending policy fan the flames
Italy's economic figures are certainly no cause 
for celebration. After two negative quarters in 
2018, the country did at least return to zero 
growth in the first quarter of 2019, but its eco-
nomic engine is stuttering. There is no sign of an 
upturn in sight and the economic outlook is mu-
ted. The leading indicators clearly signal a dete-
rioration in the outlook and a contraction of 
both the service and manufacturing sectors. In 
common with the other members of the Euro-
zone, Italy is also feeling the impact of weaker 
manufacturing output, which already started to 
slow down two years ago, in contrast with the 
general trend at the time. The decline was par-
ticularly pronounced during the last two quar-
ters of 2018 and the first quarter of 2019, which 

saw industrial output fall by more than 2% – a 
formidable figure. Consumer spending was also 
sluggish, with retail sales figures well into nega-
tive territory. For the moment, there is nothing 
to suggest that the Italians are about to over-
come their economic weakness any time soon. 
On the contrary: weaker economic growth will 
be accompanied by a decline in GDP and high-
er borrowing, which is bad news for the 
country's public debt. What's more, Italy's 
governing coalition is also planning to increase 
spending, at a time when revenues will be fal-
ling due to the weaker economic performance. 
In purely mathematical terms, this will increase 
Italy's GDP-to-debt ratio. In the best-case scena-
rio, the capital markets would not pay any at-

Source: Bloomberg

Italy's debt mountain: an intractable problem
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tention to this, but in the worst case interest ra-
tes would soar and Rome's ability to raise funds 
on the capital market would once again be 
called into question. This access to new capital 
is extremely important for Italy. The greater its 
debt burden, the more dependent it will be on 
the capital market. Little wonder then that the 
government in Rome is looking for unconventi-
onal ways of easing its debt burden.

Mini-BOTs as a way out?
Mini-BOTs made the headlines in mid-June. The 
Italian government was more or less openly con-
sidering the possibility of introducing such «bills 
of treasury». These promissory notes would 
come in a handy format, almost like banknotes, 

and in denominations that could be used for 
shopping in supermarkets or eating out in res-
taurants. Mini-BOTs are designed to serve as a 
parallel currency and the Italian government's 
idea is to issue them for purposes such as paying 
off debts of public-sector entities. For example, 
to pay a painter for painting a school building or 
a cleaning company for cleaning municipal offi-
ces. If Italy were to introduce this special «mo-
ney», it would be in breach of the requirements 
laid down by the European Central Bank. This is 
because, unlike cryptocurrencies (where no ins-
titution guarantees the validity of the means of 
payment in the real economy), mini-BOTs would 
be underwritten by the Italian state. As a state 
institution, it would be practically «minting 
coins». This would have implications. If Italy also 
paid its state employees in mini-BOTs, this paral-
lel currency would soon be in circulation every-
where and Italy would have two currencies: the 
euro and mini-BOTs. This would put in place a 
system of the type commonly found in many de-
veloping countries, where the US dollar often 
serves as the «mini-BOT» or parallel currency. 
Mini-BOTs are certainly not a way out of Italy's 
debt crisis. They would merely kick the can of 
Italy's financial problems down the road and 
enable the country to play for time. The only 
purpose mini-BOTs would serve would be to 
enable the Italian government to postpone tack-
ling its debt mountain.

Eurozone wields power over Italian banks
In the Eurozone there is strong resistance to this 
idea of a parallel currency. The Italian banks' 
heavy dependence on the ECB gives the latter 
considerable room for manoeuvre. The Italian 
banking sector is dependent on liquidity sup-
plied by the ECB. The mere threat of no longer 
supporting the banks would deny Italy access 
to the capital market and push it to the brink of 
national bankruptcy. At the end of the day, the 
capital market will act as an arbiter and help to 
guide Italy's policymaking by determining the 
level of credit interest rates. If the uncertainty 
increases, the market will respond with higher 
risk premiums. At this point at the latest, Italy 
will have to comply – or shut down its ATMs. 
Rome will not take this risk and so there will not 
be any mini-BOTs.  n

Higher risk premiums on Italian government bonds

Source: Bloomberg
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Interest rates and yields 
Rate hike recedes into the distant future

The dream of rising interest rates has been shat-
tered. The Fed has given clear indications that 
interest rate cuts are on the cards, the ECB has 
committed itself to an expansionary policy and 
the SNB has no room for manoeuvre. This has 
sent long rates plunging.

The Fed left its key interest rate unchanged in Ju-
ne. The target range remains between 2.25% 
and 2.50%. However, the latest statement from 
the US monetary authorities (FOMC) strikes a 
much more expansionary tone. The word «pati-
ent» – code for a gradual tightening of the Fed's 
monetary policy stance – has been dropped. The 
authorities have adjusted their inflation fore-
casts and expect inflation to oscillate close to 
their 2% target, but barely above that mark. The 
FOMC members also stressed the growing 
uncertainties for the US economy resulting from 
the trade dispute with China.  

Fed: paving the way for a rate cut
The financial markets have been anticipating a 
possible US interest rate cut for some time – a 
move which has been discounted in the strong 
share price gains since the beginning of the ye-
ar. Against the backdrop of the continuing posi-
tive performance of the US economy, the an-
nouncement of a more expansionary US mone-
tary policy is unusual in the historical context. In 
the past, the Fed has only opted for a more ex-
pansionary monetary policy in response to reces-
sionary signals. On the positive side, the Fed 
took advantage of the good times to build up 
the cushion needed to enable it to lower interest 
rates again. We expect a total of two Fed rate 
cuts over the next twelve months.

ECB: Whatever it takes, Part II
In a speech delivered in Portugal in mid-June, 
ECB President Mario Draghi made it clear that he 
would take all necessary measures to stabilize 
the euro and the Eurozone economy. As inflati-
on in the Eurozone is trending lower, his words 
were clearly interpreted by the market as poin-
ting to a rate cut. Euribor futures suggest that so-
me market players are already expecting such a 
cut. The possibility certainly cannot be ruled out. 
But would such a move make sense and would it 
be effective? We have our doubts on this score. 

Interest rate cut without strong effect  
Interest rates are already very low and a further 
cut would neither stimulate bank lending nor 
push up inflation. At present, the Eurozone has 
neither a more promising economic outlook nor 
the necessary pressure from the demand side. 
Rate cuts at this level would not alter this situ-
ation. This puts the SNB in an awkward positi-
on given its desire to stabilize the Swiss franc 
exchange rate by maintaining a negative inte-
rest rate spread versus the euro. If the ECB we-
re to decide to cut rates, the SNB would not 
need to follow suit automatically, but it would 
come under greater pressure if the franc were 
to strengthen. We are not currently expecting 
this scenario and do not anticipate any rate cuts 
over the next twelve months. But hopes of high-
er interest rates have evaporated.                   n

Source: Bloomberg

Interest rates squeezed by Fed utterances 
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Equity markets
Switzerland too is affected by the trade war

assembly and manufacturing operations are car-
ried out by third-party companies. Apple does 
not publish any information on this, but industry 
experts have taken the trouble to disassemble 
the device. It consists of around 1,200 individual 
parts, almost all sourced from 200 highly specia-
lized suppliers around the world. The tiny screws 
that hold the iPhone together are supplied by 
Heerbrugg-based SFS, for example, while Ems-
Chemie makes the high-performance plastics 
used for the device's housing and internal parts. 
And ams – an Austrian company listed in Swit-
zerland – supplies Apple with numerous sensor 
solutions and 3D face recognition. 

Globally interconnected value chains
Many of these Apple suppliers have in turn set 
up global supply chains. For example, many of 
the Swiss exports to China are first sent to other 
countries as intermediate products to undergo 
further processing and are then exported from 
there. So the 5% of Swiss exports destined for 
China are only part of the story. If these supply 
chains, which have evolved over decades, have 
to be adjusted in response to tariffs or sanctions 
imposed on certain Chinese companies, this will 
lead to big cost increases. The high costs entailed 
in building up bespoke value chains mean that 
companies depend on maintaining long-term re-
lationships with suppliers. Otherwise, the result 
will be higher costs over and above the tariffs im-
posed. 

Slowdown on multiple fronts
Firstly, by slowing down the economies of China 
and the US, tariffs dampen demand for products 
and services of Swiss companies operating there 
directly or supplying intermediate products. Se-
condly, earnings are reduced by increases in 
costs resulting from the need to establish new 
supply chains. A further dampening factor is that 
many investments are currently being post-
poned due to the prevailing uncertainties. How 
high the costs will ultimately prove to be will de-
pend on how the trade war unfolds. Signs are al-
ready emerging that there will be lasting shifts in 
global supply chains. Due to the political risks, 
some US companies can be expected to move 
their supplier network away from China and in 
most cases rebuild it more locally.  n

With the trade war between the US and Chi-
na now in full swing, there are still not many 
signs of a slowdown in the global economy. So-
me observers might take this as an indication 
that Switzerland will be left unscathed by the 
trade dispute between the two economic blocs. 
But the impression is deceptive.

China only accounts for around 5% of 
Switzerland's goods exports. While this is a rat-
her modest figure, it fails to take account of the 
globally interconnected value chains that now 
permeate the lion's share of virtually every in-
dustry. 

The «international» iPhone
Take the iPhone – a global product if ever there 
was one: while Apple handles the design and de-
velopment side of the production process, all the 

Source: Bloomberg

Swiss equities: powering on since beginning of 2019 
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Currencies
Swiss franc driven by market sentiment  

In recent months, the movements in the Swiss 
franc exchange rate have mainly reflected chan-
ges in risk sentiment. While April's risk-tole-
rant market environment saw the franc wea-
ken, the tide turned in May. After the flare-up 
in the trade war between the US and China, the 
«Swissie» made gains against both the green-
back and the euro.

Recent weeks have once again shown that the 
«safe haven» aura can be an important driver in 
the currency market. Amid the uncertainties 
surrounding the question of tariffs and worries 
over an economic slowdown, the Swiss franc 
was once again increasingly sought-after. In 
May, it was the top performer among the G10 
group of currencies, followed by the Japanese 
yen. 

Interest rate speculation deals a blow to 
the USD  
At the end of April, the US dollar climbed above 
CHF 1.02 against the Swiss franc for the first 
time for more than two years. This was followed 
by a setback to below parity, mainly in response 
to the greater note of caution struck by Fed 
Chairman Jerome Powell. Powell warned of the 
repercussions of the trade dispute and said that 
if need be the Fed would respond with the neces-
sary measures. The greenback is supported by 
the fact that the US economy is still in good sha-
pe. Despite speculation over a US rate cut, the in-
terest rate spread versus the other major curren-
cy blocs remains. USD rates on three-month in-
vestments are currently 3.10% higher than Swiss 
franc rates. While this spread is an important ar-
gument, it not the only one, as the franc's res-
ponse to May's escalation of the US-China trade 
war demonstrated. 
  
SNB still focusing on the Swiss franc
Having risen above CHF 1.14 in April, the euro 
recently fell back to a two-year low of less than 
CHF 1.11 against the franc. Not surprisingly, the 
Swiss National Bank's quarterly assessment fo-
cused on the currency, referring to the franc as 
highly valued and observing that the situation 
on the currency market remained fragile. The ex-
change rate is still not back to its 2017 level of 
about CHF 1.07 which prompted SNB's last lar-

ge-scale intervention on the foreign exchange 
market early that year. In relation to political de-
velopments, the euro remains the «temperature 
curve of confidence» in the Eurozone. Italy could 
dent that confidence, should the tone of the ex-
changes between the Italian government and 
Brussels sharpen in response to the looming EU 
deficit procedure. On the Brexit front, the dead-
line for Britain's departure from the EU has been 
extended to 31 October 2019. However, given 
the mixed economic data and the absence of 
ECB rate hikes, the euro lacks any substantial po-
sitive currency driver.   n

Source: Bloomberg

SNB's last major actions were three years ago
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For the first five months of the year the gold pri-
ce went nowhere in dollar terms. June saw sig-
nificantly more movement – some of which was 
driven by central bank communications.

After climbing to a ten-month high of USD 
1,340 per ounce by mid-February, the gold pri-
ce subsequently embarked on a consolidation. 
Up until the end of May, the trend was unspec-
tacular and did not move much beyond USD 
1,300. The fact that the first quarter of 2019 
saw demand for gold increase by 7% year-on-
year to 1,053 tonnes made no difference. Accor-

ding to the World Gold Council, gold purchases 
by central banks and investors played key parts 
in this movement, albeit pushing in opposite di-
rections. 

Central banks keen to buy
After a record year in 2018, central banks incre-
ased their gold holdings by a further 145 tonnes 
in the first quarter of 2019. This is the largest vo-
lume of first-quarter purchases since 2013, with 
Russia alone accounting for 39% of the total. In 
a survey conducted by the World Gold Council 
at the beginning of the year, around one fifth of 
central banks signalled that they intended to in-
crease their gold holdings over the next twelve 
months. As a means of diversification, gold 
purchases are still primarily of major importance 
to central banks in the emerging markets. By 
holding gold they can reduce the proportion of 
dollars in their currency reserves and hence their 
dependence on the US currency. Central banks 
therefore remain an important pillar of the gold 
market.

Investors flocking back
By contrast, gold investors were increasingly on 
the selling side during the course of the year. The 
shifts in investment positions are reflected in the 
performance of gold-backed funds. In recent 
months, the strong performance of the stock 
markets has prompted US investors in particu-
lar to withdraw money from gold funds. In the 
last week of May, the gold price was even low-
er than at the beginning of the year. It was a dif-
ferent story in June. During the first three weeks 
of the month, the gold price advanced by 9% to 
reach a five-year high. The Fed's communication 
led to movement on the interest rate front. June 
saw US real interest rates dip to their lowest lev-
el since 2017. Lower interest rates make inter-
est-free assets such as gold more attractive. A 
further factor is the trade dispute between Chi-
na and the US. Beijing's recent hint that it might 
reduce the supply of rare earth elements to the 
US did nothing to ease tensions. The G20 sum-
mit at the end of June offers at least the op-
portunity for a further round of talks. However, 
if the world's two largest economies remain at 
loggerheads, gold can be expected to enjoy a re-
surgence of demand as a crisis currency. n

Commodities
Gold stages a comeback 

Source: Bloomberg

Flocking back to gold 
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Neither the uncertainty over the US-China trade 
dispute nor the weaker outlook for the global 
economy made much impression on the equity 
markets in June. The commitment to a more ex-
pansionary US monetary policy prompted jubila-
tion on the markets. The Swiss market was par-
ticularly buoyant. 

The Swiss equity market, SMI, was driven by the 
index heavyweights, with Roche, Novartis and 
Nestlé making gains. The performance was not 
affected by the temporary strengthening of the 
Swiss franc, which benefited from uncertainties. 
Demand was evidently focused on more defen-
sive assets, such as gold, which reached new 
highs in June. While the precious metal undoub-
tedly benefited from the geopolitical uncertain-
ties, they were not the only factor. As is so often 
the case, it was also bolstered by the weaker US 
dollar and the expectation of lower US interest 
rates. This constellation in particular will conti-
nue to be a factor. 

Monetary policy prompts jubilation
The prospect of US rate cuts has already boos-
ted the stock markets in recent months. After its 
mid-June monetary policy decision, the Fed ma-
de it clear that it would soon be cutting interest 
rates in response to the easing of inflationary 
pressure and greater uncertainty over the eco-
nomy. While US Treasuries have once again pro-
vided dollar investors with an attractive rate of 
interest in recent months, this has now disap-
peared. So although equities will remain attrac-
tive over the medium term, monetary policy is 
currently the only positive driver. Indeed, it has 
already been heavily discounted in share prices. 
Caution is thus called for.

Trade conflict entail risks
The trade dispute between the US and China re-
mains unresolved. Amid the conflict surround-
ing Huawei and other technology giants, the 
media are already talking about a «Tech Cold 
War». There is a great deal at stake for both si-
des. For the US it is about protecting intellectual 
property, whereas for China it is about access to 
that same intellectual property. For both, it is 
about economic and geopolitical dominance. A 
further aggravating factor is that the economy 

Investment Strategy
Stock market discounts a happy ending

Investment Strategy

has cooled down slightly after a phase of 
strength, and this is being compounded by the 
simmering trade dispute between the two major 
powers. So against this background it is not sur-
prising that the Fed is reverting to a more expan-
sionary stance. Whether the anticipated rate 
cuts will be able to revive the economy as the 
market is expecting is questionable, however. 
Such a revival will also depend to a large extent 
on whether agreement is reached between the 
US and China. There are still a number of impon-
derables here.

We remain cautious
In view of the risks, we are sticking to our under-
weight in equities. From a regional point of view, 
we are adopting a more defensive positioning. 
Both the US and Swiss equity markets are more 
heavily weighted, while the European equity 
market and emerging markets are underweight. 
The gold allocation remains unchanged. n
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Market overview
Economic data and cycles
Data as of 20 June 2019; Source: Bloomberg, Graphics: own illustration

Economic trend in industrialized countries

 Switzerland  USA
 Eurozone  Germany

Switzerland 1.7 % 1.4 % 0.6 % 0.6 % 2.4 % 2.4 % 55.4 48.6

USA 3.0 % 3.2 % 1.5% 1.8 % 3.8% 3.6 % 54.2 52.1

Eurozone 1.2 % 1.2 % 1.5% 1.2 % 7.8 % 7.6 % 47.5 47.8

Germany 0.6 % 0.7 % 1.5 % 1.4 % 5.0 % 5.0 % 44.1 45.4
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n Switzerland: The economic situation is tense and we expect economic momen-
tum to weaken. The domestic economy is providing some support.

n USA: The economic outlook is solid, despite all the adverse factors. The trade dis-
pute and the weaker global economy are dampening the outlook.

n Eurozone: The economic downturn is already reflected in the economic data. The 
outlook has not improved so far.

n	 Germany: The industrial sector burdens the German economy. Momentum is 
waning.

Economic trend in emerging markets

 China  India
 Brazil  Russia
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China 6.4 % 6.4 % 1.5 % 2.7 % 3.8 % 3.7 % 50.2 50.2

India 6.3 % 5.7 % 2.6 % 3.1 % – – 51.8 52.7

Brazil 1.1 % 0.5 % 3.9 % 4.7 % 7.5 % 8.2 % 51.5 50.2

Russia 2.7 % 0.5 % 5.2 % 5.1 % 4.9 % 4.5 % 53.0 51.5

n China: China's economy is looking more stable. The trade dispute is putting it un-
der pressure, but the government's countermeasures are already having an effect. 
Momentum remains below average.

n India: India's economic development remains solid, but the re-elected Modi gov-
ernment has a lot of work ahead of it.

n Brazil: The recovery phase is still struggling to establish itself. It is heavily depend-
ent on the Chinese economy.

n Russia: Russia's economy is failing to gain momentum. Western economic sanc-
tions are hitting home.
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  positive assessment    neutral assessment    negative assessment
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Interest rates and currencies
Data as of 20 June 2019; Source: Bloomberg, Graphics: own illustration

Switzerland: The growing imbalances in the real estate market 
are a thorn in the side of the SNB. However, the  key interest ra-
te will remain low.

Eurozone: Key rates remain low. Due to the slowdown in Euro-
pean economic growth, the ECB feels compelled to pursue an 
expansive monetary policy.

USA: The intensifying trade dispute is starting to have an impact 
on the economy. Inflation expectations have also fallen signifi-
cantly. The Fed will react with interest rate cuts.

Switzerland: Weaker economic momentum, particularly in 
the Eurozone, coupled with persistently low inflation is kee-
ping capital market interest rates low.

Eurozone: Economic momentum in the Eurozone remains at 
a low ebb. Capital market interest rates are therefore continu-
ing to trend sideways.

USA: The economic trend in the US will weaken. The Fed is be-
coming more expansionary again. Capital market interest rates 
are trending sideways for the time being.

EUR/CHF: The euro continues to serve as a «barometer« of 
confidence in the Eurozone. The franc will retain its reputation 
as a safe haven during turbulent market phases.

USD/CHF: At present, arguments for and against the dollar are 
roughly balanced. 

EUR/USD: Positive interest rates are buttressing the US dollar. 
On the other hand, the trade conflict and America's twin defi-
cits remain potentially negative factors for the greenback. 

Key interest rates for selected central banks

Capital markets: yields on individual 10-year government bonds 

Currencies: rates for selected currency pairs
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Equity and commodity markets
Data as of 20 June 2019; Source: Bloomberg, Graphics: own illustration

The exchange of blows between the USA and China con-
tinued, but the markets benefited from expectations of lower 
US interest rates.

The US Federal Reserve's stance, which has deviated signif-
icantly from its restrictive course and paved the way for inter-
est rate cuts, is therefore the main supportive factor.

There are still few alternatives to equity investments.

Forecast corporate earnings growth has turned negative in 
the eurozone and the emerging markets. The USA is also show-
ing increasingly weaker profit growth.

In Switzerland, forecast growth is slightly higher again. 

The trend of earnings forms an important basis for share pri-
ce performance.

Oil prices: Opec's production cuts have been in effect since Ja-
nuary, which is boosting the oil price. However, the booming 
shale oil industry continues to pose a challenge for the traditi-
onal oil-producing nations. Easing concerns over a possible re-
cession coupled with the maintenance of the production cut 
and the emergence of political tensions could support the oil 
price.

Gold price: Gold reached new highs in June. Geopolitical 
uncertainties, but also the weaker US dollar and expectations 
of lower US interest rates contributed to gold's strength.

Equity markets for selected regions (indexed)

Forecast earnings growth (in %)

Commodity markets: Price trend for oil and gold
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Financial markets and forecasts
Closing prices as of 20 June 2019; Source: Bloomberg; Forecast: SGKB

Key interest rates 12 Months ago 3 Months ago Current Forecast 
3 Months

Forecast 
12 Months

SNB -0.75 % -0.75 % -0.75 % -0.75 % -0.75 %

ECB -0.40 % -0.40 % -0.40 % -0.40 % -0.40 %

FED 1.75 % – 2.00 % 2.25 % – 2.5 % 2.25 % – 2.5 % 2.00 % – 2.25 % 1.75 % – 2.00 %

Capital market yields 12 Months ago 3 Months ago Current Forecast band  
3 Months

Forecast band
12 Months

10-year Conf. -0.04% -0.37 % -0.52 % -0.50 % – -0.30 % -0.40 % – -0.20 %

10-year German Bund 0.34% 0.04 % -0.32 % 0.25 % – -0.05 % -0.15 % – 0.05 %

10-year Treasury 2.90% 2.54 % 2.03 % 2.00 % – 2.30 % 2.10 % – 2.40 %

Currencies 12 Months ago 3 Months ago Current Forecast band  
3 Months

Forecast band
12 Months

EUR/CHF 1.1509 1.1285 1.1085 1.10 – 1.15 1.10 – 1.15

USD/CHF 0.9923 0.9920 0.9818 0.97 – 1.02 0.97 – 1.02

EUR/USD 1.1604 1.1374 1.1293 1.11 – 1.16 1.11 – 1.16

Commodities 12 Months ago 3 Months ago Current Forecast band  
3 Months

Forecast band
12 Months

Oil (WTI, USD per barrel) 66 60 57 55 – 65 55 – 65

Gold (USD per oz) 1267 1309 1388 1350 – 1450 1350 – 1450

Equity markets YTD Valuation
(est. P/E) Current Index Trend

last 3 Months
Forecast 

3 Months

S&P500 (local currency) 19.0 % 17.8 2954

EuroStoxx50 (local currency) 19.1 % 14.0 3468

SMI (local currency) 21.9% 16.9 9979



Disclaimer: The information contained on this Recommendation List and specifically the descriptions of individual securities constitute neither an offer to purchase the securities  
nor an invitation to engage in any other transactions. All of the information contained in this document has been carefully selected and obtained from sources that the Invest-
ment Center of the St.Galler Cantonal Bank AG fundamentally believes to be reliable. Opinions or other representations conveyed in this document are subject to change without  
notice. No guarantee is assumed as to the accuracy or completeness of the information. St.Galler Cantonal Bank AG is regulated and supervised by Swiss Financial Market Super vision 
Authority FINMA, Einsteinstrasse 2, 3003 Berne, Switzerland, www.finma.ch.




