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Dear investors,

Investors' praise for the emerging 
markets knows no bounds. Anyo-
ne who wants to be taken serious-
ly invests in emerging markets 
equities, or better still bonds. High 
yields in comparison with the de-
veloped industrialized countries 

beckon. The best option is to invest in local cur-
rencies, as that is where the big bucks are to be 
earned. The fact that these higher returns are 
compensation for higher risk is dismissed as a mi-
nor detail. After all, the economies there are boo-
ming. However, the example of Argentina has 
once again brought home to us just how thin the 
ice is in many emerging markets.

Argentina's last national bankruptcy was only 
sixteen years ago. The trigger was a currency cri-
sis in neighbouring Brazil which adversely affec-
ted Argentina's foreign trade position. Rumours 
of an imminent devaluation of the Argentine pe-
so led to a massive capital flight. When the IMF 
denied the country a loan in 2001, the peso's 
one-to-one exchange rate against the dollar be-
came untenable. Within no time, the dollar shot 
up to 3.85 pesos. After that, Argentina's high 
dollar-denominated foreign debt became im-
possible to service. In 2005, the country's credi-
tors waived 50% of their claims as part of a debt 
rescheduling agreement.

Investors have short memories. When Mauricio 
Macri took over as Argentina's new president two 
years ago, he and his economic reform plans we-
re fêted by the financial markets. The fact that 
the peso plummeted by a third when it was allo-
wed to float freely was played down amid the 
euphoria. After that, loans flowed back into the 
country. The volume of – mostly dollar-denomi-
nated – foreign debt surged from USD 160 billi-

on to USD 230 billion. When Argentina issued a 
bond with a maturity of 100 (one hundred!) ye-
ars last year, investors queued up for a piece of 
the action. Following a fresh round of peso wea-
kness that saw the currency plunge by 20% 
against the greenback, this dollar-denominated 
debt became so onerous that President Macri 
was forced to ask the IMF for a bail-out loan.

The fact that the Argentinians once again resor-
ted to borrowing in dollars is a classic case. For 
banks and companies in the emerging markets 
it is cheaper and easier to take out loans in dol-
lars than in local currency. The interest rates are 
lower and the international capital markets are 
more liquid than the local market. It all goes 
smoothly so long as investors have confidence in 
the country. However, this confidence can 
quickly evaporate in the event of political or eco-
nomic problems. Capital flows out and the local 
currency comes under pressure to devalue. The 
dollar-denominated debt then becomes a bur-
den that threatens the survival of banks and 
companies – which soon precipitates economic 
collapse.

This does not mean that you should not invest in 
the emerging markets. But the main way to be-
nefit from the above-average growth rates of 
these regions is via equity investments. Investors 
also need to pay sufficient attention to ensuring 
that they are diversified across countries and re-
gions.

 
Dr. Thomas Stucki

Chief Investment Officer

Editorial
Currency woes – the Achilles heel of the 
emerging markets
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Economy
Turkey: currency woes a big risk

Recent months have seen the Turkish lira slump 
by 15% against the US dollar. As the US rate 
hike cycle advances, Western investors are be-
coming more jittery. Many fear that emerging 
markets such as Turkey will struggle to cope with 
rising interest rates. Memories of the Asia crisis 
of 1997/98 are resurfacing.

Turkey is an interesting case. It combines a num-
ber of factors: its proximity to and close links 
with Europe, Russia and the Arab world, along 
with its diversified economy mean that it is re-
garded as a classic high-growth country and as 
such attracts large inflows of foreign capital. Tur-
kish companies such as the beer brewer EFES 
and the conglomerate Koc Holding contract 
most if not all of their debt in foreign currencies 
despite earning most of their income in Turkish 
lira and Russian roubles. The banks are up to the 
same tricks: as local savers' deposits are insuffici-
ent to sustain the rapid growth in lending, they 
often take up foreign capital, which they then 
lend out in local currency. Companies and banks 
save a lot of money thanks to the comparatively 
low interest rates in the eurozone and the US 
dollar area. However, this constellation entails 
considerable risks. If the Turkish lira falls against 
key international currencies, the relative costs ri-
se on two fronts: firstly, the interest costs mea-
sured in local currency shoot up and secondly 
the company's debt also rises in relative terms. 
To some extent, companies may be able to 
hedge against this type of risk, but hedging in-
volves costs and requires prudent planning. 

Critical combination for Turkey 
A further specific factor is that the Turkish banks 
frequently take out short-term debt in foreign 
currency and then lend out these funds in local 
currency on a long-term basis. Classic credit 
banks usually finance their lending from savers' 
deposits or via the local capital market. The shor-
tage of domestic capital and high interest rates 
mean that it is much more lucrative for Turkish 
banks to refinance themselves on the internati-
onal capital market. However, this also carries si-
gnificantly higher risks. Turkish banks currently 
cover 28% of their refinancing requirements via 
the capital market. Virtually all of this is in for-
eign currency, with half taking the form of short-

term bonds. Such a business model becomes cri-
tical if there is a deterioration in the growth out-
look for the economy, or if there are shifts in the 
position of the global capital markets, or if both 
developments occur simultaneously. This is the 
very situation Turkey is currently facing. Interest 
rate rises are making the US dollar area more at-
tractive for international capital, while at the 
same time, Turkey's growth outlook is looking 
increasingly downbeat. Current forecasts pre-
dict 3.5% GDP growth in 2019, after 4% in 
2018. The result is that international capital is 
looking for new investment opportunities and 
is flowing out of Turkey. At the same time, the 
Turkish lira is losing value. This is especially cri-
tical for those banks that are dependent on 
short-term debt. If their sources of short-term 
cash dry up the effect is akin to cutting off their 
oxygen supply – an extremely tricky situation. 
What is more, the devaluation of the lira incre-
ases the size of their foreign currency debt. 

Source: Bloomberg

Turkish lira increasingly under pressure



0

2

4

6

8

10

12

14

16

18

2018 2019 2020 2021 2022 2023+

Foreign currency (USD, EUR) Turkish lira

Capital market debt due for payment, CHF bn

June 2018  Investment Strategy 3

Turkey's situation is made worse by the fact that 
it has few natural resources of its own and there-
fore needs to import large quantities of raw ma-
terials. The increase in commodity prices is put-
ting the country under added pressure. Many in-
vestors looking at the situation in Turkey are 
therefore reminded of the Asian crisis, when a si-
milar constellation led to a massive economic 
downturn.

Similar situations in other countries
Certain parallels can be drawn between Turkey 
and a number of other countries. The currenci-
es of Brazil, Russia and Argentina have recently 
fallen significantly. These devaluations were al-
so triggered by the interest rate hikes in the Uni-
ted States, coupled in some cases with high le-
vels of foreign debt. However, there are also so-
me major differences. The situation is most dra-
matic in Argentina, where a combination of in-
herited structural weaknesses, misguided eco-

nomic policies and low trust in the system and 
banks has led to massive inflation and corres-
ponding capital flight and currency depreciati-
on. In the past, the country nevertheless attrac-
ted large volumes of foreign capital thanks its 
good growth prospects – capital which was 
gratefully received by the Argentine govern-
ment and corporate sector. Corporate and 
government foreign currency borrowings ac-
count for around 81% of the country's total 
debt. Following the peso's recent 20% crash, 
this debt, coupled with the central bank's low 
currency reserves, left the government with no 
other option but to seek a bail-out from the In-
ternational Monetary Fund. In Brazil and Russia, 
the situation is tense, but not precarious. Russia, 
in particular, has high commodity revenues 
which ease some of the pressure on the central 
bank's foreign currency reserves. At the same 
time, its external debt is significantly lower 
(49%). In Brazil, the government has issued vir-
tually all of its debt in local currency. The prob-
lem there is faced by corporate borrowers. At 
just under 70%, a very high proportion of their 
debt is denominated in foreign currency, so the 
size of this debt increases whenever the Brazili-
an real depreciates. However, both countries – 
and Brazil in particular – have significantly better 
institutional structures than, for example, Ar-
gentina.

High US interest rates affect very few 
emerging markets
Many emerging markets are barely affected (if at 
all) by rising US interest rates. This is mainly due 
to the increasing availability of capital in their lo-
cal markets, which is allowing companies and 
banks to issue debt in local currency. With no 
foreign currency debt on their balance sheets, 
the devaluation of their local currency as a result 
of the strengthening of the US dollar no longer 
poses a problem. On the contrary: it significant-
ly improves the competitiveness of that country's 
export sector. The Asian countries in particular 
learned their lesson from the 1998 Asian finan-
cial crisis and did not repeat the kind of short-
term foreign currency borrowing that currently 
plagues Turkish banks. As a result, their curren-
cies have only fallen marginally in response to 
the rise in US interest rates. n

Turkish banks: impacted by short-term liabilities in foreign currency

Source: Bloomberg
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Interest rates and yields
US interest rate trend buoys rates worldwide

Record-low interest rates are finally a thing of 
the past. The trend of US rates will also mean 
higher rates in Switzerland, the eurozone and 
virtually every other country in the world.

Since the beginning of 2018, the long-awaited 
rise in capital market rates has been steadily 
emerging. The phase of record-low interest ra-
tes was over at last. One particularly striking 
development was the rise in 10-year US Treasu-
ry yields above the critical 3% mark. The last 
time this threshold was breached was in De-
cember 2013. On that occasion, yields had ri-
sen sharply from 1.6% to 3% within a year, 
causing considerable commotion on the capital 
markets. Then too, US yields pushed Swiss long 
rates higher. The yield on 10-year Confederati-
on bonds rose to more than 1.2%, but subse-
quently fell back into negative territory during 
the course of 2014.

Will the rise be followed by another fall?
In 2013, yields were propelled higher by the 
Fed's announcement of an end to its bond-buy-
ing programme. At the time, though, inflation 
was at an extremely low ebb and a rate-hike cyc-
le in the US and the rest of the world was still a 
distant prospect. All central banks affirmed their 
intention to maintain their expansionary policies 
for the long haul. The economic situation was al-
so fragile and in worse shape than it is today. 
The central banks had good reasons to single 
out the risks to the growth outlook for particu-
lar emphasis. The situation in 2018 is very diffe-
rent. We therefore expect interest rates to conti-
nue to rise over the coming weeks. 

Impetus coming from the US
In the US, the positive economic outlook and 
conditions on the labour market are inflation 
drivers. The Fed has made it clear that it intends 
to proceed with further rate hikes. In the US, 
this is leading to rising interest rates across all 
maturities. And this rise will also exert a pull ef-
fect on Swiss rates: Switzerland's inflation rate 
is in the positive range and the country's eco-
nomic performance – coupled with the weaker 
Swiss franc – suggest that it will stay there. We 
expect Swiss franc interest rates to continue to 
edge higher at the long end.

Rate rise changes yield curve
In the US, the yield curve has flattened off be-
cause the Fed has already increased its key inte-
rest rate. As well as pointing to a tighter mone-
tary policy, a flatter yield curve also signals a 
weakening of economic momentum. It is crucial 
that the yield curve does not become inverted. 
This would be the case if short-term interest ra-
tes were higher than long-term rates. This shape 
of the yield curve would be a harbinger of reces-
sion. In Switzerland and the eurozone, the yield 
curve will steepen over the coming months. He-
re, interest rates will stay put at the short end as 
the ECB and the SNB will leave their key rates un-
changed. However, EUR and CHF interest rates 
will rise at the long end. In the eurozone and 
Switzerland this trend of the yield curve is cer-
tainly consistent with the current phase of the 
economic cycle.  n

Source: Bloomberg

US yield curve: higher and flatter
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Equity markets
Swiss pharma giants face headwinds

cus on lucrative areas such as cancer treatment, 
immunotherapy and drugs for the treatment of 
rare diseases. By adopting this strategy the phar-
maceutical companies hope to achieve higher 
profitability. However, this increases the pressu-
re to continually develop new blockbusters (sa-
les of more than USD 1 billion per year) or take 
over companies that already have advanced ac-
tive ingredients in their pipelines. What is more, 
the competitive pressure in these areas is very 
high. This has become apparent in the field of 
cancer therapies, for example, where Roche has 
lost its leading position to competitors.

Continuing price pressure in the US
Both companies are also feeling the sustained 
price pressure in the healthcare system, which is 
squeezing margin growth. The situation is parti-
cularly distinctive in the United States, where the 
market for generic products is facing sharp price 
falls. Novartis – one of the biggest generics ma-
nufacturers through its subsidiary Sandoz – has 
felt the impact of these headwinds particularly 
keenly. Several of Roche's top-selling drugs (Ri-
tuxan, Herceptin and Avastin) will be losing pa-
tent protection this year or next, and will thus be 
«threatened» by cheaper generic products. 

Attractive dividend yield 
Despite their well-filled product pipelines with 
promising new drugs, the sustained price pres-
sure and patent expiries will continue to create 
headwinds for these companies in the second 
half of the year. Even after the weak start to the 
year, we therefore see little price potential for 
Roche or Novartis shares. By contrast, both 
stocks offer attractive dividend yields which are 
around 3.6% above the market average. Both 
also regularly increase their dividends, which 
they can easily finance from their free cash 
flow. Roche and Novartis are therefore included 
on our dividend list and remain attractive op-
tions for investors with a dividend focus. In the 
healthcare sector we prefer shares of the medi-
cal technology group Sonova. New products 
and catch-up potential in the emerging mar-
kets mean this leading hearing-aid manufactu-
rer still has attractive growth potential. We also 
see Fresenius SE and Merck & Co as having 
share price potential. n

The shares of Switzerland's big multinational phar-
maceutical companies have been going nowhere. 
Novartis is down 6% since the beginning of the 
year, while Roche has lost as much as 9%. 

Both have thus underperformed the Swiss 
benchmark index, the SMI, which has retreated 
4% so far this year. One of the main reasons for 
the pharma giants' underperformance is their 
lacklustre growth: for 2018, Novartis and Roche 
are only expecting sales growth in the low-to-
mid-single-digit range.

Held back by subdued growth outlook
This lack of momentum partly has to do with the 
companies' size, which makes it difficult to 
achieve stronger growth. Another factor is that 
Novartis and Roche are increasingly focusing 
their businesses on drug development. Secon-
dary areas of activity such as non-prescription 
drugs, veterinary medicine, vaccines and medi-
cal technology are being sold off in order to fo-

Source: Bloomberg

Swiss drug giants slowing down
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Currencies
US dollar enjoying tailwind

The US dollar has been on the rise since mid-
February. It has advanced by 8% against the 
Swiss franc, regaining parity in may for the 
first time since last November. Is the dollar's 
rising trend set to continue?

The dollar is being driven by a combination of 
interest rate hopes and US politics. It is sup-
ported by its interest advantage, but remains 
subject to potential stress factors in the form 
of America's twin deficits and the latent trade 
conflict. The dollar's movements, including 
against the franc, are also strongly influenced 
by market views on the euro. 

Euro euphoria = dollar scepticism 
Last year's dollar weakness was influenced de-
cisively by the euro euphoria in the wake of 
Emmanuel Macron's election victory in France. 
Macron's reform plans for the EU and the eu-
rozone, coupled with an appreciable accelera-
tion in economic growth in Europe, aroused 
hopes of tighter ECB monetary policy. The for-
eign exchange markets placed big bets on a 
stronger euro and a weaker dollar. The num-
ber of short dollar/long euro speculative posi-
tions soared to the highest level seen since the 
introduction of the single currency. 

Italy as Euro damper
The euphoria for the euro has since abated so-
mewhat. The plans for a stronger, joint finan-
cing of the euro countries and a European fi-
nance minister are meeting with resistance, 
especially in Germany. The path Italy's new 
government intends to follow, especially in re-
lation to Europe, remains open and is fuelling 
corresponding uncertainty. With the political 
uncertainty in Italy, the foreign exchange mar-
ket is bracing itself for tougher debates bet-
ween Rome and its European partners over 
the coming months. The eurozone economy is 
still doing well, but has lost some momentum 
recently. And while the US has reached an ad-
vanced stage in its rate hike cycle, the ECB is 
still hesitating. A growing number of com-
mentators are warning that the ECB could run 
the risk of having to initiate the interest-rate 
turnaround in the midst of an economic slow-
down. 

Greenback torn between interest rate  
hopes and US politics
The USD/CHF exchange rate is now at the top 
end of the CHF 0.95 – 1.02 range within which 
it has been fluctuating since the SNB abandoned 
its minimum exchange rate against the euro in 
January 2015. The greenback has also been 
trending firmer against the euro and the yen, 
but is still down somewhat against the euro 
compared with this time last year. Over the next 
few weeks, it could make further gains, particu-
larly if speculation over more aggressive Fed ra-
te hikes increases. We are keeping an eye on the 
positioning of financial investors. The dollar 
would receive an additional boost if investors 
were to wind up their one-sided positioning in a 
hurry. n

Source: Bloomberg

Market's positioning is still «euro long»
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The oil price has risen by 15% since mid-Ap-
ril. This was initially due to expectations of a US 
withdrawal from the Iran nuclear deal and then 
also to the actual withdrawal. Gold has not be-
nefited from this. 

On 8 May, US president Donald Trump an-
nounced that the United States was withdra-
wing from the nuclear deal concluded with Iran 
in 2015 and would be imposing new sanctions 
on the country. Under the now cancelled agree-
ment the US committed to suspending a num-
ber of economic sanctions against Iran. In re-
turn, Iran undertook to freeze most of its nuclear 
programme.

Sanctions hit Iranian oil sector
The US withdrawal from the nuclear deal will al-
so lead to the re-imposition of US oil sanctions in 
180 days. This may, for example, involve the US 
authorities once again targeting international 

banks handling Iranian oil and energy exports. 
How far-reaching the consequences will be for 
the Iranian oil sector will also depend on the re-
sponse from China and India, which are the 
main buyers of Iranian crude oil.

OPEC ponders scenarios
The latest developments on the oil market put 
the spotlight on the future timetable of the Or-
ganization of the Petroleum Exporting Countries 
(OPEC). Since January 2017, OPEC and its allies 
have been cutting their production quotas. The 
strategy has achieved the desired effect of 
pushing up oil prices, which are now back whe-
re they were at the end of 2014. The timetable 
envisages a cap on oil production until the end 
of the year. However, the scenarios being consi-
dered now also appear to include a possible re-
laxing of the production cuts. The OPEC meeting 
on 22 June will provide some answers. Saudi 
Arabia plays a key part in OPEC. As the world's 
biggest exporter of crude oil, it has shouldered 
the lion's share of the OPEC cuts to date. At the 
same time, the Saudis have the greatest capaci-
ty for short-term expansion of production. To 
preserve market «equilibrium», they would be 
able to fill any gap left by the loss of Iranian oil 
exports. 

Gold price on the defensive
By contrast, neither the new US sanctions 
against Iran nor the smouldering trade war bet-
ween the US and China have had any lasting im-
pact in terms of dampening investors' risk appe-
tite. Political risks have therefore not given any 
boost to the gold price. This means that a com-
bination of the fundamental environment and 
US interest rate policy is continuing to set the 
trend for gold. As in the previous months, a close 
correlation can be observed between the move-
ments of the dollar and the gold price. The US in-
terest rate advantage has enabled the green-
back to strengthen in recent weeks and has put 
gold on the defensive. The gold price would be 
adversely affected by an accentuation of the re-
cent dollar strength. However, this would requi-
re a substantial rise in interest rates triggered by 
higher-than-expected inflation. The cautious ap-
proach being adopted by central banks suggests 
that the potential for surprises is limited. n

Commodities
Political risks are driving oil, not gold

Source: Bloomberg

Iran produces 12% of Opec oil output
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US interest rates will continue to rise in stages 
over the coming months, driven by monetary 
policy and developments in the economy and 
on the inflation front. The positive fundamen-
tals have once again garnered more attention 
on the stock markets.

After two months of negative performance, the 
MSCI World was stable lately. The US stock mar-
ket made gains over the course of the month, 
Swiss stocks and the EuroStoxx50 also turned in 
another positive performance. Only emerging 
market bourses still showed no sign of switching 
to a rising trend and remained under pressure. 
Negative reports from South America – notably 
Argentina and Venezuela – are weighing on 
market sentiment. The situation is compounded 
by the rise in US interest rates, which is trigge-
ring capital outflows from fragile countries such 
as Turkey and Argentina in particular, but is ha-
ving much less impact on the stock markets of 
the developed countries or the Asian emerging 
markets. The solid economic foundations and 
promising earnings outlook are currently predo-
minant there and are providing support. Howe-
ver, they will not be sufficient to trigger a lasting 
positive countertrend. Geopolitics is also at work 
here, but the unfolding events on this front are 
generating both positive and negative signals. 

Good fundamentals, but interest rates 
could spell trouble
Ten-year US Treasury yields had easily passed the 
critical 3% threshold in recent weeks. One posi-
tive point that stands out here is the fact that the 
rate rise elicited no more than a murmur from 
the press. The markets noted the rise, but bare-
ly moved in response. The last time yields 
reached these «dizzying» heights was in 2013 
when the then Fed Chairman Ben Bernanke was 
toying with the possibility of ending quantitative 
easing (QE). On that occasion, the rise in yields 
sparked turmoil on the global financial markets 
and the Fed distanced itself from its plans. Inte-
rest rates promptly eased. With the US economy 
currently performing well, with inflation set to 
continue rising over the coming months and 
with the «dismantling» of QE already underway, 
the situation is different from 2013. Investors 
understand that interest rates have to rise at the 

Investment Strategy
Sound basis – but with risk potential

Investment strategy

long and short ends. Everything will be fine so 
long as the yield curve does not become inverted 
– with higher rates at the short end than at the 
long end. Inversion would set the alarm bells rin-
ging: it would be the harbinger of a recession.

Conclusion: The picture on the global financial 
markets is «balanced». Higher interest rates 
contrast with a good earnings cycle and a solid 
economic performance, which suggests that a 
balanced equity allocation is called for. n
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Market overview
Economic data and cycles 
Data as of 22 May 2018; Source: Bloomberg, Graphics: own illustration

Economic trend in industrialized countries

 Switzerland  USA
 Eurozone  Germany

Switzerland 1.2 % 1.9 % 0.7 % 0.8  % 3.0 % 2.7 % 65.6 63.6

USA 2.6 % 2.9 % 2.1 % 2.5 % 4.1 % 3.9 % 59.1 57.3

Eurozone 2.8 % 2.5 % 1.3 % 1.2 % 8.6 % 8.5 % 58.6 55.5

Germany 2.9 % 2.3 % 1.6  % 1.6  % 5.4 % 5.3 % 60.6 56.8
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Macro scenario
n Switzerland: The Swiss economic engine is ticking over nicely. The weaker Swiss 

franc compared with 2017 is giving a major boost to the export sector in particular.
n USA: The US economy is in good shape, but the leading indicators suggest that 

expansion will be more moderate than it has been up until now.
n Eurozone: The economic situation is convincing, but the rapid expansionary 

phase is decelerating. There are also political imponderables lurking in the shad-
ows (Italy). 

n Germany: The outlook remains positive. Companies are optimistic about the fu-
ture. The latest euro weakness is also providing support.

Economic trend in emerging markets
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China 6.8 % 6.8 % 1.5 % 1.8 % 3.9 % 3.9 % 51.0 51.1

India 6.2 % 6.7% 5.1% 4.6 % – – 51.0 51.6

Brazil 1.4 % 2.1 % 2.9 % 2.8 % 7.5 % 8.2 % 53.4 52.3

Russia 0.9 % 1.3 % 2.2 % 2.4 % 5.2 % 4.9% 53.2 54.9

Macro scenario
n China: China is opening the monetary sluice gates a little (reserve ratio) to miti-

gate any negative effects of the trade dispute. The economic engine is continu-
ing to perform solidly.

n India: India’s economic development remains promising. No euphoria, but very 
solid growth prospects.

n Brazil: An economic spring is gradually spreading. Just one fly in the ointment: 
unemployment is rising again.

n Russia: Russia is benefiting from the rise in oil prices. The weak rouble is a pro-
viding welcome support for the export sector.

  positive assessment    neutral assessment    negative assessment

  positive assessment    neutral assessment    negative assessment
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Interest rates and currencies
Data as of 22 May 2018; Source: Bloomberg, Graphics: own illustration

Switzerland: The SNB will still align its monetary policy on that 
of the ECB. Inflation remains low.
Outlook: The SNB will wait for the ECB to make its interest ra-
te move and so will not raise its key rate before summer 2019.

Eurozone: Despite positive economic data, the ECB will conti-
nue to buy bonds (EUR 30 billion per month) at least until Sep-
tember 2018.
Outlook: The debate over the ECB’s first rate hike will already 
push up interest rates toward the end of 2018.

USA: Positive economic data, particularly on the domestic eco-
nomy, will favour further rate hikes.
Outlook: The Fed will continue to gradually raise its key rate. 
We expect three more rate moves in 2018.

Switzerland: Negative interest rates, low inflation and de-
mand for bonds are keeping interest rates low.
Outlook: We expect interest rates to rise slightly in the medi-
um term in step with the eurozone.

Eurozone: The economic outlook is positive, and yet the bond 
purchasing programme will continue until September. Thus the 
ECB is unlikely to raise its key interest rates before 2019.
Outlook: Discussion over initial ECB rate hike will see capital
market rates rise towards the end of 2018.

USA: Positive economic prospects. Wage pressure firming 
slowly. Other interest rate hikes will follow.
Outlook: We expect rising yields in the medium term owing to 
the cycle of interest rate rises and balance sheet reduction.

EUR/USD: The interest rate advantage is supporting the USD. 
However, the US twin deficits and the latent trade conflict re-
main potential stress factors for the greenback.

USD/CHF: Further US interest rate hikes favour the USD. On the 
other hand, the political toings-and-froings are stoking uncer-
tainty and doubts over the direction of the US economy.

EUR/CHF: The currency pair has stabilized at a higher level. The 
Swiss National Bank will be leaving its monetary policy un-
changed for now.

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 22 May 2018; Source: Bloomberg, Graphics: own illustration

In general: 
n The equity markets have stabilized again following the sharp  
 price falls at the start of February.
n Trade policy disputes, geopolitical uncertainties and political  
 developments in Europe remain on the radar. 
n The outlook for earnings remains positive.

In general: 
n Falls in share prices and rises in earnings mean that valuations 

have eased significantly.

Outlook:
n All markets show positive earnings growth.
n Forecast earnings growth is currently showing good momen-

tum in the US, but has flattened off at a high level in the euro-
zone and Switzerland.

Oil price: The new US sanctions against Iran caused a price 
surge and remain a price driver for oil.
Outlook: While global demand and falling inventories are im-
proving the outlook on the oil market, record high US oil pro-
duction is preventing a substantial price increase.

Gold price: As in previous years, the start of the year was a 
good time for gold. But there was no upward breakout in the 
price.
Outlook: The prospect of higher interest rates limits the po-
tential for the gold price. Moreover, demand for safe invest-
ments continues to provide major support for gold.

Equity markets for selected regions (indexed)

Valuations: estimated P/E ratio for selected regions and markets 

Commodity markets: Price trend for oil and gold
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Financial markets and forecasts
Closing prices as of 22 May 2018; 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 % –0.25 %

FED 0.75 % – 1.00 % 1.25 % – 1.50 % 1.50 % – 1.75 % 1.75% – 2.00% 2.50 % – 2.75 %

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

Forecast band
12 Months

10-year Conf. –0.09% 0.11 % 0.10% 0.10 % – 0.30 % 0.40 % – 0.60 %

10-year German Bund 0.41% 0.65% 0.56% 0.60 % – 0.80 % 1.15 % – 1.35 %

10-year Treasury 2.28% 2.87 % 3.06% 3.00 % – 3.30 % 3.20 % – 3.50 %

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

Forecast band
12 Months

EUR/CHF 1.0915 1.1512 1.1693 1.15 – 1.20 1.12 – 1.17

USD/CHF 0.9760 0.9361 0.9928 0.98 – 1.03 0.95 – 1.00

EUR/USD 1.1183 1.2295 1.1779 1.15 – 1.20 1.15 – 1.20

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

Forecast band
12 Months

Oil (WTI, USD per barrel) 51 64 72 60 – 70 60 – 70

Gold (USD per oz) 1251 1329 1291 1300 – 1400 1300 – 1400

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

last 3 Months
Forecast 

3 Months

S&P500 (local currency) 2.7% 17.2 2724

EuroStoxx50 (local currency) 3.3% 14.2 3587

SMI (local currency) –2.6% 15.5 8936
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