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Editorial 3

Staying ahead, reaching beyond

Dear readers,

We are approaching the final stretch of the year and mar-
kets are in early Christmas rally mode, pricing in a pivot by
the US Federal Reserve following two important data
points: inflation remains on its downward trajectory after
a brief spike, with all components heading in the right
direction, and data shows that the US labor market is slow-
ing. Here, (moderately) bad news is good news, because
it means the economy is slowing down and, given its dual
mandate of pursuing both price stability and maximum
employment, the Fed is probably done with hiking.

US inflation has slowed from 9.1 percent in June 2022

to 3.1 percent in November 2023. Euro area inflation has
slowed from a peak of 10.6 percent in October 2022 to
2.4 percent this October and is therefore heading towards
the target. While we understand the Fed’s hawkish tone,
we also recall that it was not concerned that inflation was
below its target for a decade. We therefore believe it is
not worried either if it is somewhat above 2 percent. The
hawkish narrative needs to stay in place just to keep up
appearances and hold financial conditions relatively tight.

In our view, economic growth in the US peaked in the
third quarter. Factors supporting growth are fading, the
most prominent ones being fiscal policy and the deple-
tion of excess savings post Covid-19. In addition, the pain
of higher interest rates will gradually affect consumers
and businesses. Whether the slowdown will gain enough
momentum to result in a recession remains unclear and
largely depends on whether there will be adverse events
in the financial and economic system. Our base case is
unchanged in that we expect a US economic slowdown,
which may or may not lead to a soft landing.

Dr. Pascal Koppel
Chief Investment Officer,
Vontobel SFA

As was the case in January, financial markets in November
once again demonstrated the risk of not being invested.
Equity and bond markets had an incredibly strong month.
Measured in US dollars, the MSCI World gained 9.3 per-
cent and 1-year to 5-year broad US bonds gained 1.7 per-
cent in November. The weaker US dollar helped the
dollar return of international investments. The World Gov-
ernment Bond Index excluding US gained 3.9 percent

in November, which was one of the best monthly perfor-
mances in the last 20 years.

We believe it is not the right time to make significant
changes to our portfolio. This means that we prefer to
have well-diversified portfolios with a continued over-
weight in bonds and duration, and a tilt towards safety
within the asset class allocation. We continue to favor

an equity allocation at the long-term strategic weight. The
bottom line is: stay invested, remain tactically overweight
in duration and bonds, and apply safety and quality within
assets.

This publication will return in early February. In the mean-
time, reflecting on the dynamics of the past year, we
remain vigilant and proactive in navigating the ever-evolv-
ing economic landscape, and are ready and excited to
embrace the opportunities the year ahead holds.



4

Investment strategy

—

C

Dr. Pascal Koppel Christoph Windlin

Chief Investment Officer, Deputy Head

Vontobel SFA Investment Management,
Vontobel SFA

Markus Bruhin
Head Managed Solutions,
Vontobel SFA

Market uncertainties remain

into 2024

Central banks spent November emphasizing the need
to keep monetary policy restrictive for long enough.
Macroeconomic data that showed signs of a weakening
US labor and housing market, combined with evidence
of slowing inflation, had investors questioning how long
“long enough” will actually be. US economic growth
will likely slow further, as higher financing costs start to
bite consumers and businesses. Similarly, factors sup-
porting growth, such as fiscal policy and excess savings,
will start to fade away.

In line with the beginning of 2023, we will enter 2024
clouded by uncertainty about economic growth. The year
2023 started with investors concerned about whether
the US economy would enter a recession in the 12 months
ahead. The scenario looks no different as we enter 2024.
But are there differences? We have seen significant mon-
etary tightening in 2023 and inflation has moderated
substantially. Although inflation levels in the US and Europe
did not return to the central banks targets, they came
quite close by the end of the year.

2024 will likely bring a slowdown in US growth and scope
for central banks to reduce rates. Macro and geopolitical
uncertainties remain high. It remains to be seen whether

US growth will slow enough to usher the largest econ-
omy into a recession. According to a Bloomberg survey,
experts are now more uncertain about the probability of
this occurring. At the start of 2023, 65 percent believed in
a US recession within 12 months. This figure has now
dropped to 50 percent.

Even though it is certainly not a given that we will see a
recession, we are confident about a US growth slowdown
and plenty of volatility. In our view, a well-diversified
portfolio can best withstand these challenges in 2024.
Even after the about 80bp drop in 10-year US bond
yields, fixed income remains attractive and can provide
favorable returns and portfolio protection, should we
experience a period of macroeconomic turbulence in which
growth, inflation and central bank rates decline. At the
same time, we want to remain invested in equities at the
strategic weight as we enter 2024 and prefer a tilt to
quality within equities via an overweight in Switzerland.
The preference for quality and safety is also evident

in other asset classes in our allocation. Within bonds we
prefer investment grade over high yield, while within
commodities we favor gold over other, more cyclical asset
classes.
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We continue to hold an underweight in cash, as the
expected returns on bonds are attractive.

We are sticking to our slightly positive view on fixed
income and reconfirm all sub-asset class views. We
remain overweight in investment grade (IG) credit,
supporting our belief that current spreads offer a fair
value risk-adjusted expected return, provided the
global economy can avoid a severe downturn. We also
remain underweight in high-yield bonds. In our
opinion, companies with weaker balance sheets and
a higher dependence on external borrowing are
more at risk, and their bond prices do not compensate
for that risk. Lastly, we also remain positive on
emerging market debt, supported by an expected
softening US dollar, because of a less hawkish US
central bank rhetoric and the Fed’s pause. We should
see lower 2-year and 10-year rates in the quarters
ahead, and therefore recommend extending duration
in investment grade bonds.

We remain neutral on equities and our defensive
positioning is unchanged on a regional level. We see
the asset class as being stuck between a rock

and a hard place. A slowdown in growth that avoids a
recession, combined with rate cuts, may not require
significant earnings adjustments. A recession poses
a risk. However, it could be further delayed and the
risk of being underinvested in equities for a longer
period can lead to underperformance. We prefer
high-quality, defensive regions such as Switzerland,
which also display high earnings predictability. This
is financed via an underweight in the UK, where there
is significant exposure to cyclical commodities.

We maintain a slightly positive view on gold. The
yellow metal rallied strongly after the conflict in the
Middle East sparked a flight to safety among in-
vestors. However, its appeal diminished as the weeks
progressed. The recent batch of softer-than-expected
US economic data and easing inflation have increased
the likelihood of rate cuts by the Fed, providing a
supportive backdrop for gold, as lower interest rates
reduce the opportunity cost of holding the non-
yielding asset. In light of the ongoing macroeconomic
and geopolitical risks, gold is attractive relative to
other more cyclical commodities such as energy and
base metals.
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Outlook for the economic
landscape in 2024

As 2023 draws to a close, investors will likely look back at a relatively decent year
on the equity markets, especially following a dreadful 2022. This is partly due to
economic developments, with growth surprising on the upside and inflation on
the downside. Will the story be the same next year?

Dr. Pieter Jansen
Chief Investment Strategist,
Vontobel SFA

Global economic growth exceeded expectations in 2023
(see chart 1), despite the below-average global growth
rate. The majority of economists expected a US recession.
However, that did not materialize this year in the end, as
high levels of inflation and the steep cycle of interest-rate
hikes did not impact businesses and consumers as much
as had been feared. Companies deferred taking out new
loans at high interest rates. They also reduced vacancies,
instead of resorting to laying off employees. Consumers
were able to tap into the significant savings they accumu-
lated during the pandemic and benefit from a stable labor
market. In addition, fiscal policy was surprisingly expan-
sionary, especially in the US, where government support
remained generous.

Can the US consumer continue to pull the cart?

Higher interest rates come at a cost and are already
exposing the first cracks in the economy. We only have to
remember the banking crisis last spring. The longer inter-
est rates remain high, the greater the impact—something
to bear in mind when considering that we are dealing with
the most significant surge in real interest rates since

the early 1980s (see chart 2). Inflation-adjusted rates have
reached a 15-year peak.

Chart 1: Global growth surprised to the upside
most of the year
Index

-100
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— Citigroup Global (G10 countries) Economic Surprise Index

Source: LSEG, Vontobel; data as of November 23, 2023



Shoppers have been quite happy to splurge, boosting the
economy long after the pandemic lockdowns were lifted.
But what if consumers aren’t ready to tighten their purse
strings just yet? Excess savings accumulated during the
pandemic are gradually drying up and US credit card debt
recently reached an all-time high of more than USD 1 tril-
lion. This will contribute to an easing. As the labor market
slows, consumers run out of excessive savings and the
cost of financing consumer debt rises, it will become much
more difficult to maintain the current high level of con-
sumer growth.

Can Europe and/ or China surprise on the upside in
2024?

Of the key economic regions, China has been loosening
monetary policy this year. Troubled by an ongoing real
estate crisis and inflation of just below zero, the PBoC
reduced interest rates and lowered the reserve re-
quirement ratio for banks, while the central government
announced a sizeable fiscal stimulus program of CNY

1 trillion (0.8 percent GDP). If the manufacturing sector is
stabilized and US consumption avoids a hard landing,
China could contribute positively to global growth momen-
tum in 2024. This could have a positive effect on another
troubled economy: Germany. The German economy has
shrunk by 0.1 percent over the past four quarters.

When investors focus on the USD 14 trillion euro area
economy, they tend to focus on the heavyweights of Ger-
many and France. This is understandable, as together
they represent 49 percent of the region’s GDP. But what
is happening in the other half? Although several countries
are dealing with sluggish growth, 8 out of the 20 member
states have still managed to grow by at least 2 percent over
the past four quarters. The largest economy of these is
Spain, the region’s fourth largest economy (+2.2 percent
growth). Greece has grown by 2.7 percent over the past
four quarters.

The euro area is a large diverse economic region. Even
though the divergence in economic growth between
the euro area member states has narrowed significantly
since the introduction of the euro, it has been increasing
again since the pandemic. The standard deviation of the
Economic Sentiment Indicator (ESI) between each euro
area member state has risen again recently (Chart 3) and
was historically high in 2023. The predominant focus on
growth weakness in Germany does not do justice to other
countries in the region that have managed to grow sig-
nificantly, despite challenges to growth in the core econ-
omies.

Chart 2: We see the fastest and biggest rise in real yields
since the early 1980s
In %

1971 1981 1991 2001 2011 2021

= US real yield (Fed fund rate minus personal consumption
expenditures core inflation)

Source: LSEG, Vontobel; data as of November 23,2023
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Market twist: further Fed rate-hike
expectations take a dive

Matthias Ribback
Portfolio Manager,
Vontobel SFA

Cooling inflation and signs of slower growth in the US
revived a bid for duration. Yields on 10-year Treasuries
dropped by about 70 basis points in a span of one
month. While Fed Funds futures in September implied a
60 percent chance of another hike, they have now fully
priced out increases and anticipate a rate cut by spring
of next year (see chart 1).

The US economy has shown impressive resilience amid
the most significant monetary tightening in more than
four decades, as reflected by the pace and scale of the
interest-rate increases. While the expected pattern of
tightened monetary policy, leading to reduced private sec-
tor credit growth, did materialize, the economy continues
to exhibit unusually robust growth.

With the expected slowdown in economic growth and
ongoing normalization of inflation, rate cuts in 2024 are
becoming more likely, even though central bankers do
not want to discuss them at this point. It is even quite pos-
sible that the ECB will be the first to cut rates ahead

of the Fed. Although the President of the ECB, Christine
Lagarde, has commented that rate cuts are unlikely in

Chart 1: Market no longer sees further Fed rate hike

the first two quarters of 2024, we could see a first one
in the first half of the year. Growth in Europe is weak and
inflation has meanwhile slowed to below 3 percent.

Be aware of worsening credit fundamentals

Bond investors should be aware of worsening credit fun-
damentals. Chart 2 illustrates the percentage of US
high-yield corporate bond yields that are attributable to
credit spreads. The current level of 43 percent is the
lowest since 2007. The absolute spread level in a histori-
cal context suggests that high-yield bonds have a very
limited cushion in case of significant economic headwinds.

According to Moody’s, the high-yield default rate in the
US is running above 5 percent. This is the highest since
the first half of 2021, when credit markets were recover-
ing from a wave of defaults caused by the pandemic.
Rising defaults suggest that high borrowing costs have
started to hit credit markets more significantly and that
the economy is softening. We favor a tilt towards quality
within our fixed income allocation.

Chart 2: Credit spreads appear notably narrow—
especially in terms of their contribution to the overall yield
In %
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A no-exception November

Markus Bruhin
Head Managed Solutions,
Vontobel SFA

November is typically the best month for stocks and it
didn’t fail to deliver again this year. This time round,

the market not only reversed October’s negative perfor-
mance but also posted the best monthly returns since
the Covid-19 vaccine breakthroughs in late 2020 (see
chart 1). November’s index development once again
shows that not being invested causes opportunity losses,
and we ask ourselves: was the strong performance too
good to be true? We don’t think so.

We seem to have already overcome two out of three key
macroeconomic factors dominating the scene. First,

US inflation peaked more than 12 months ago, which has
also been the case in other developed markets since
then. Second, central banks appear to have reached the
finish line in their rate-hiking campaigns. Historically,
both events have set off positive market reactions over
the subsequent year (see chart 2). The third and final
missing piece would be a pronounced slowdown in eco-
nomic activity in the US. The data released during
November confirmed that the US has started to descend
towards a soft landing.

Chart 1: MSCI ACWI Net Total Return Index’s
monthly performance (in US dollars)
In %

Scratching the surface of the MSCI ACWI Total Return
Index’s absolute year-to-date, mid to low double-digit
gains, investors should consider that few sectors (tech-
nology, communication services, consumer discretionary)
have boosted their performance with common features
such as quality, excess liquidity and low leverage and large
market capitalization. Excluding these sectors, perfor-
mance beneath the surface has been more or less flat.

So, what to expect for 2024?

The good news is that the growth forecasts for earnings-
per-share (EPS) have moderated recently. Valuation
multiples remain below the peak levels reached in 2021,
possibly because a slowing macroeconomic outlook is
already priced in. EPS growth for 2024 -2025 might come
across as ambitious. However, it is not overly surprising,
considering the relevance, contribution and visibility of
large dominant sectors. In this environment, we will stay
invested according to our long term strategic weight and
remain regionally diversified in our tactical allocation.

We continue to favor quality, high profitability and earnings
predictability. At the same time, we remain alert to any
possible change in monetary policy that could trigger
moves to different investment styles and sectors.

Chart 2: Stock markets around a Fed pause in the
past 60 years
S&P 500 absolute return, indexed to 100
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Gold breaks records but cyclical
commodities face headwinds

Christoph Windlin
Deputy Head

Investment Management,
Vontobel SFA

Oil markets witnessed a sharp sell-off in November.
Contrary to “black gold,” “real” gold proved more
resilient.

Oil prices fell to a four-month low towards mid-November.

The fact that the conflict between Israel and Hamas has
so far not expanded further into the region seems to have
pushed concerns about a possible oil shock into the
background for many investors. Instead, the focus has
shifted to US oil production, which recently reached an
all-time high of 13.2 million barrels per day. Rising US oil
inventories, mixed US economic data and a slowdown

in Chinese refinery activity also weighed on sentiment,
while OPEC struggled to stabilize the price.

Not only the energy complex but industrial metals too are
struggling. Of the different sectors in the BB commodity
index, energy and industrial metals are the most cyclically
sensitive. With rising global economic risks and weak-
ness in the manufacturing sector, in particular, these two
sectors have been the weakest throughout most of the
year (see chart 1).

Commodity sector performance
Index

The other extreme is gold. Gold was unperturbed by
the declining war risk premium: it was able to hold on to
its October gains and even crossed the psychologically
important USD 2,000 per ounce threshold in late Novem-
ber. That is due to a string of weaker-than-expected
economic data and easing inflation levels in the world’s
largest economy, which prompted investors to price

in a first Fed interest-rate cut in the first half of 2024. The
end of the Fed’s tightening cycle and everything that it
entails, such as falling real yields and a weaker US dollar,
has often been a positive catalyst for gold in the past.

High cyclical risks and falling interest rates are supportive
factors for 2024 as well. Central bank buying provides a
longer-term tailwind. While central banks were net sellers
in the three decades following the collapse of the Bretton
Woods system, they started to build up their reserves again
after the global financial crisis. This trend has intensified
in recent years, particularly after the Western world froze
Russia’s central bank reserves. According to the World
Gold Council, about a quarter of the world’s central banks
also expect to increase their gold reserves in the coming
year (see chart 2).

Going into 2024, we continue to favor gold while remain-
ing underweight the broader commodity universe, which
has a higher cyclical sensitivity.

Chart 2: Nearly a quarter of central banks expect their
gold reserves to rise over the next year
In %

Dec. 2022

Feb.2023  April2023  Jun.2023  Aug.2023  Oct. 2023
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= BB Commodity index

= Energy
Industrial Metals
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Source: World Gold Council’s annual “2023 Central Bank Gold Reserves Survey”, Vontobel



Currencies 11

Opportunities for the laggards

Dr. Pieter Jansen
Chief Investment Strategist,
Vontobel SFA

The US dollar weakened significantly during November.
Some factors that played a role here were indications

of the economic slowdown, the sharp drop in US bond
yields and improved risk sentiment. There is still some
short- and medium-term downside risk for the greenback.

The euro has strengthened against most G10 currencies,
with the notable exception of the Swiss franc. Interest-
ingly, the rise of the euro comes despite a lack of particu-
larly favorable news. This resilience may be attributed

to a combination of negative economic developments
already factored into its price and growing speculation
that a downturn in the US economy is coming. These fac-
tors have collectively bolstered the euro-dollar currency
pair and the euro more broadly. The Fed’s medium-term
monetary policy trajectory and the market's perception
of this trajectory continue to be key drivers for the euro.
We expect this influence to persist into next year.

Chart 1: US dollar at a crossroads: Turning point ahead?

US Dollar Index

Dec. 2022 Feb. 2023 April 2023 Jun. 2023 Aug. 2023 Oct. 2023

Source: Bloomberg, Vontobel; data as of November 24,2023

Troubled Japanese yen

The Swiss franc stands out as the strongest performer
among the G10 currencies this year, maintaining an
approximate 5 percent to 6 percent gain against the US
dollar in terms of spot return (see chart 2). The Japanese
yen has lost nearly 9 percent this year. The weakness of
the yen this year is understandable. Of the G10 central
banks, the Bank of Japan is the only one not to have in-
creased interest rates this year. This has opened a sig-
nificant interest rate differential this year that has contrib-
uted to the unattractiveness of the yen. However, it may
be making a comeback. The Bank of Japan is still contem-
plating whether to increase rates. This may get harder

as other central banks move in the opposite direction.
Changing central bank momentum in 2024 and the fact
that investors are significantly underweight in the yen offers
potential for the currency to recover some of its 2023
losses in the year ahead. In fact, at the start of December
the yen could already cover some lost ground.

Chart 2: Year-to-date spot returns of
G-10 currencies vs US dollar
In %
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Source: Bloomberg, Vontobel SFA
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Economy and financial markets 2021 -2024

The following list shows the actual values, exchange rates and prices from 2021 to 2022 and consensus forecasts
for gross domestic product (GDP), inflation/ inflationary expectations, key central bank interest rates, ten-year
government bonds, exchange rates, and commodities.

2023 2024
GDP (IN %) 2021 2022 CURRENT' CONSENSUS CONSENSUS

2.

2023 2024
INFLATION 2021 CONSENSUS CONSENSUS

47

CONSENSUS CONSENSUS
KEY INTEREST RATES (IN %) 2021 2022 CURRENT _ IN3MONTHS _IN12 MONTHS

CONSENSUS CONSENSUS
GOVERNMENT BOND YIELDS, 10 YEARS (IN %) 2021 2022 CURRENT _ IN3MONTHS _IN12 MONTHS

CONSENSUS CONSENSUS
FOREIGN EXCHANGE RATES 2021 2022 CURRENT _ IN3MONTHS _IN12 MONTHS

CONSENSUS CONSENSUS
COMMODITIES 2021 2022 CURRENT _ IN3MONTHS _IN12 MONTHS

Copper, USD. per.m

* Latest available quarter
2 Latest available month, G20 data only quarterly
Source: Vontobel, respective statistical offices and central banks; as of October 27,2023
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Legal notice
This report has been prepared and published by Vontobel Swiss Financial Advisers AG (“Vontobel SFA”). Vontobel SFA CIO is
independent. The views of the Vontobel SFA CIO may vary from the view and opinions of others Vontobel group entities.

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment
or other specific product. The analysis contained herein does not constitute a personal recommendation or take into account

the particular investment objectives, investment strategies, financial situation and needs of any specific recipient. It is based on
numerous assumptions. Different assumptions could result in materially different results. Certain services and products are
subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all
investors.

All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith,
but no representation or warranty, express or implied, is made as to its accuracy or completeness. All information and opinions as
well as any forecasts, estimates and market prices indicated are current as of the date of this report and are subject to change
without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions of
Vontobel as a result of using different assumptions and/ or criteria.

In no circumstances may this document or any of the information [including any forecast, value, index or other calculated amount
(“Values”)] be used for any of the following purposes (i) valuation or accounting purposes; (i) to determine the amounts due or
payable, the price or the value of any financial instrument or financial contract; or (jii) to measure the performance of any financial
instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of defining the asset
allocation of portfolio or of computing performance fees. By receiving this document and the information you will be deemed
torepresent and warrant to Vontobel that you will not use this document or otherwise rely on any of the information for any of the
above purposes.

Vontobel SFA and its affiliates and any of its directors or employees may be entitled at any time to hold long or short positions

in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity

of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment
instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions
(including whether to buy, sell or hold securities) made by Vontobel SFA and its employees may differ from or be contrary to the
opinions expressed in Vontobel SFA publications. Some investments may not be readily realizable since the market in the securi-
ties is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult to quantify.
Vontobel SFA does not maintain information barriers to control the flow of information contained in one or more areas within
Vontobel SFA, into other areas, units, divisions or affiliates of Vontobel. The analyst(s) responsible for the preparation of this re-
port may interact with trading desk personnel, sales personnel and other constituencies prior to publication of this report and
those constituencies are able to consider and act on this information before it is published.

Past performance of an investment is no guarantee for its future performance. Additional information will be made available upon
request. Some investments may be subject to sudden and large falls in value and on realization you may receive back less than
you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or
income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.
Vontobel SFA and its employees do not provide legal or tax advice and Vontobel SFA makes no representations as to the tax treat-
ment of assets or the investment returns thereon both in general or with reference to specific client’s circumstances and needs.
We are of necessity unable to take into account the particular investment objectives, financial situation and needs of our individual
clients and we would recommend that you take financial and/ or tax advice as to the implications (including tax) of investing in

any of the products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of Vontobel SFA. Unless otherwise agreed in
writing Vontobel SFA expressly prohibits the distribution and transfer of this material to third parties for any reason. Vontobel
SFA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this
material. This report is for distribution only under such circumstances as may be permitted by applicable law. For information on
the ways in which Vontobel SFA manages conflicts and maintains independence of its investment views, please refer to the
Vontobel SFA Wrap Fee Program Brochure (ADV Part 2A) available at vontobelsfa.com. Additional information on the relevant
authors of this publication and other publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your Wealth Management Consultant.

Vontobel Swiss Financial Advisers AG is a subsidiary of Vontobel Holding AG.
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