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 ■ The recovery phase of the US economic cycle is 
increasingly mature and looks set transition to its next 
phase in the coming months, a ‘mini-cycle’, similar to 
the long expansions of the 1990s and in the post-Global 
Financial Crisis era.

 ■ These ‘mini-cycles’ have typically coincided with shifts in 
US Federal Reserve policy that we expect to see in the 
coming quarters. Typically lasting 4-5 quarters, such mini-
cycles result in key shifts that occur within fixed income, 
equity and risk markets.

 ■ During recovery phases, credit spreads tend to compress 
from their recovery phase peaks. In ‘mini-cycles’ they tend 
to widen, jeopardising investor returns. As a result, we have 
begun shifting our credit exposure towards Senior Loans 
which offer comparable coupons, though sit higher in the 
capital structure and provide shelter against any potential 
policy rate changes.

 ■ In equities, the relatively high return and declining volatility of 
the recovery phases gives way to a comparatively modest 
(though usually positive) return with increasingly volatility. 
This is a backdrop where investors can benefit from an 
increased stock-selection (alpha) rather than market 
focused (beta) bias.

 ■ Indeed, we have been increasing our stock selection 
focus with a concentration on ‘quality’ via visible earnings 
prospects combined with durable valuation floors. Entering 
Q2 earnings season, the de-rating of large cap tech stocks 
back to pre-pandemic levels, together with a possible 
cyclical upside surprise in earnings, could represent such  
a combination.

 ■ As importantly, these mini-cycles going back to the early-
1990s, have tended to coincide with an increase in volatility 
and shocks including the Mexican Crisis (1994), Asia/Russia 
Crises (1997-98), the Eurozone Crisis (2011-12), and the 
US high yield energy defaults (2015).

 ■ As a result, pro-active risk management is an increasingly 
valuable assets in the mini-cycle phase of the economic 
cycle. In light of the modest domestic policy tightening that 
has emerged in China in the first semester, combined with 
the prospect of a mini-cycle in the US, we are trimming 
our overweight position in China in order to moderate our 
overall risk exposure within portfolios.

PREPARING FOR THE START 
OF A ‘MINI-CYCLE’ 

Sources: Moody’s, Bloomberg Finance L.P. and UBP*  
Recovery data represents change from Recovery phase peak spreads

Low returns and significant drawdowns characterise the 
‘mini-cycle’ phase in equities

Credit spreads shift from compression to expansion 
during the ‘mini-cycle’ phase

The US economy is set to transition from its recovery 
phase to a ‘mini-cycle’
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Global economy / Asset allocation

 ■ Developed countries lead the recovery, while emerging 
countries are lagging: US to drive growth, and Europe to benefit 
from the reopening process.

 ■ Inflation should be volatile and remain on a high pace in H2-21, 
before trending down progressively. Strong fiscal supports in 
the US fuel upside inflation risks.

 ■ The Fed will progressively prepare to taper if employment and 
inflation remain sustained. Central banks will adopt diverging 
strategies facing the desynchronised pace of recovery.

 ■ With the US recovery phase maturing, we started to reduce our 
maximum risk stance since the start of the year.

 ■ We are seeking to add protection on our portfolios as we 
see volatility rising going into the H2 2021. Pro-active risk 
management is increasingly valuable in the mini-cycles.

Fixed income

 ■ Signals from the Fed about its plans for scaling back its asset 
purchases could lead to a renewed rise in bond yields with a 
potential rebound in real yields once US inflation expectations 
begin to stabilise. As a result, we favour US Senior Loans 
which should benefit the most from this environment, given 
their attractive relative valuation, very low duration risk and low 
projected credit losses. 

 ■ Given the context, we hold a negative view on sovereign bonds, 
especially in the US, and keep a positive stance on US inflation-
linked bonds, on the back of a supportive inflation cycle and 
favorable break-even carry.

Equities/ Alternatives

 ■ After the recovery phase, equities typically enter a new regime 
with more modest returns and higher volatility. More selectivity 
will thus be needed with a focus on segments with above-
average earnings visibility and solid valuation supports.

 ■ Hedge funds are particularly valuable in generating alpha in  
the mini-cycle phase of economic growth. We are seeking  
to re-enter the field after having exited some of our holdings last 
year in favour of directional equities.

Sources: BEA, UBP

Performance is as end of May 2021
Sources: Refinitiv, UBP

Sources: Refinitiv, MSCI and UBP 

Positive performance across all assets
Major Asset Classes Performance

2021 EPS growth estimates continue to surge
Consensus EPS growth expectations for global equities

US growth on strong post-vaccination recovery
US GDP scenario

PROACTIVE RISK MANAGEMENT 
IS KEY IN MINI-CYCLES

GLOBAL TACTICAL  
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Key points

 ■ A strong recovery is expected in Q3, but mainly driven by 
the rebound in domestic demand in developed countries. In 
emerging countries, activity should recover later thanks to the 
accelerating vaccination roll out.

 ■ Consumption and investment should benefit from deployment 
of the recovery plans adopted in the EU and discussed in the 
US, but emergency help to sectors and labour will end with 
reopening economies.

 ■ Central banks will show more divergent strategies; some will 
shift their communication in favor of a more neutral stance, 
preparing markets to a tapering next year.

Still headwinds in industry despite record high business 
sentiment

 ■ Business sentiment has strongly rebounded in manufacturing 
thanks to recovering demand and reopening economies; 
exports are still facing transport constraints and raw material and 
input costs remained on the rise.

 ■ The rebound in production stays below the rise of business 
sentiment due to a shortage in components, disruption in 
transport and in the supply chain; moreover, difficulties to hire in 
services and manufacturing have appeared recently.

 ■ These temporary headwinds will lead to a volatile mini cycle 
in industry in the next months and business sentiment could 
moderate after its rapid recovery.

US and European consumers on the driving seat of 
recovery

 ■ With the reopening of the economy, demand surged for goods 
and services after a long lockdown. US consumers spent the 
direct support delivered by the US Administration in Q1, but they 
still have large excess savings. 

 ■ In Europe, a similar rebound is underway from Q2 onwards, 
as governments prevented a large rise in unemployment and 
protected household incomes. Confidence is increasing further.

 ■ In Japan, consumption is under threat due to the renewed 
lockdown ahead of the Olympic Games. The recovery is lagging 
among developed countries. 

 ■ In China, after a strong rebound last year, consumption was 
limited in Q1 by travel bans and remains constrained by a tight 
credit.

Source: Markit

Sources: Eurostat, US Census Bureau, UK ONS, Japan Cabinet Office, UBP

Business confidence in manufacturing has strongly 
recovered in the US and Eurozone
Business confidence in manufacturing

Retail sales surging after lockdown
Retail sales in some developped countries

CONSUMPTION TO DRIVE 
THE RECOVERY
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Developed countries to show strong rebound in 2021

GDP y/y % 2019 2020 2021    

WORLD - MER 2.3 -3.6 5.6
- on PPP basis* 2.9 -2.9 5.8

USA 2.2 -3.5 7.2

Japan 0.3 -4.9 2.5

Eurozone 1.3 -6.6 4.2

United Kingdom 1.5 -10.1 6.7

Switzerland 1.2 -3.0 3.5

Brazil 1.4 -4.1 4.5

Russia 2.0 -3.0 3.5

India 4.2 -7.5 9.0

China 6.0 2.3 8.6

Developed countries 1.6 -5.0 5.5

Emerging countries 3.7 -1.7 6.1
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Recovery to mature in developed countries, while 
lagging in emerging markets

 ■ GDP is expected to accelerate from the reopening phase thanks 
to a surge in domestic demand. US, UK and European growth 
should be close to double-digits in H2-21.

 ■ In emerging countries, the rebound is limited by the slow 
vaccination roll out and the renewed lockdowns. In India, local 
lockdowns led to a recession in Q2, and the recovery has 
slowed in Thailand and Taiwan.

 ■ In China, growth has moderated on tight economic policy. 
Domestic consumption and innovation-driven investment remain 
medium-term targets, but access to credit seems more limited.

Inflation: a transitory rebound but upside risks in the US

 ■ Inflation strongly rebounded due to oil, commodities and rising 
prices in reopening sectors; prices in services and leisure could 
increase further on firmer seasonal demand.

 ■ The US could face upside inflation risks as economic policy 
favors full employment and social spending. Inflation should 
remain high in H2 before declining into a 2%-2.5% range  
next year; but full employment could boost wage growth and 
raise costs.

 ■ In Europe, inflation should go back to its previous trend next 
year after a recent surge. In emerging countries, inflation should 
normalise after the rebound driven by commodities, food prices 
and currencies.

Diverging strategies appear across central banks

 ■ Monetary policy remained accommodative and coordinated  
with budgetary policy, but this regime is about to change as 
central banks adapt to their local situations.

 ■ Some central banks have mentioned their willingness to 
taper or adjust rates in the future: Canada, New-Zealand, 
Korea, Sweden and the UK’s BoE have moderated their bond 
purchases.

 ■ The Fed should explicitly talk about tapering in Q3 and prepare 
markets to reduce its purchases in 2022. To the contrary, the 
ECB should continue to purchase bonds in 2022 as inflation 
should be back below 2%.

 ■ Emerging central banks could begin to adjust rates in 2022,  
as the economy and inflation should be back on trend.

Volatile inflation ahead and upside risks in the US
Inflation scenario

Strong ongoing recovery in developed countries
World growth in 2021

H2-21 OUTLOOK: MATURING 
RECOVERY IN DEVELOPED 
COUNTRIES

UBP ECONOMIC OUTLOOK

Sources: JP Morgan, UBP

Sources: Bloomberg Finance L.P., Fed, UBP

Sources: BLS, Eurostat, UBP 

US Fed to announce a 2022 tapering in Q3-21
US Fed key rates & financial conditions
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 ■ Despite strong economic data over the last month, bond 
markets have been more muted after an already solid start of 
the year. The renewed optimism about the ongoing vaccine 
rollout and sizeable fiscal support notably in the UK and US 
have been mitigated by concerns about persistent rather than 
temporary inflation, which could force central banks to bring 
about a premature end to the growth rebound.

 ■ Unlike equity markets, the bond markets did not react to inflation 
worries. Ten-year government bond yields moved up at the 
beginning of the month, and then retreated. Overall, US 10-year 
bond yields ended the month 4bps lower at 1.6%, while in 
Europe, German 10-year Bund yields gained a little over 2 basis 
points at -0.18%.

 ■ Turning to credit markets, US high-yield spreads were broadly 
unchanged during the month of May, finishing close to 330bps. 
At the same time, total returns were +0.3%. Over the same 
period, spreads of US IG intermediate bonds were 4bps tighter 
and spreads on EM Sovereign bonds in USD were 7bps tighter.

 ■ Looking forward, signals from the Fed about its plans for scaling 
back its asset purchases could lead to a renewed rise in bond 
yields, with a potential rebound in real yields once US inflation 
expectations begin to stabilise. As a result, we favor US Senior 
Loans which should benefit the most from this environment 
given their attractive relative valuation, very low duration risk and 
low projected credit losses. 

 ■ Given the context, we hold a negative view on sovereign bonds, 
especially in the US, and keep a positive stance on US inflation-
linked bonds, on the back of a supportive inflation cycle and 
favorable break-even carry. 

 ■ Thus, we continue to prefer short duration carry focused 
strategies which should offer the potential to deliver a relative 
attractive income, while aiming to minimise interest rate risk and 
smooth volatility. 

 ■ In Europe, investors should continue to consider European bank 
hybrid securities as an attractive risk-return profile with premium 
yields. Strong balance sheet fundamentals, high beta to growth, 
and still-conservative capital management should keep the 
interest from bond investors strong.

Sources: Thomson Financial, UBP

Performance is as end of May 2021
Sources: Refinitiv, UBP

Sources: EPFR, BoA ML, UBP

Divergent performance between USD and EUR bonds
Fixed Income Performance

Inflows into fixed income assets continue to be 
particularly strong
Cumulative bonds flows (USD bn)

A renewed rise in nominal bond yields could come from a 
rebound in real yields
US inflation expectations and real yield 
basedon 10-year TIPS
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 ■ Despite increasing inflation concerns, most equity markets 
gained ground in May with several major indices hitting new 
all-time highs during the month. 

 ■ Sentiment was also buoyed by very strong earnings 
momentum. Upgrades to consensus global EPS continue to 
outnumber EPS downgrades in all regions, reaching a record 
pace in Europe and the US.

 ■ All global sectors displayed a majority of earnings revisions 
over the last month, with earnings momentum the strongest 
for materials, financials, industrials, energy and technology.

 ■ As a result, the 2021 expected earnings growth rate for global 
equities surged again to reach 37% (+5 pp in one month) with 
developed markets led by the Eurozone (+47%), and EM led 
by Latin America (+160%) and Russia (+111%).

 ■ In the US (+35% expected), the strong sales outlook coupled 
with elevated operating leverage and cost management should 
allow profit margins to register a new record in 2021.

 ■ These upward revisions to earnings estimates make it possible 
to see simultaneously markets edging higher and 12-month 
forward PERs moving slightly lower.

 ■ Earnings momentum should remain very strong in the coming 
weeks and the approaching Q2 reporting season will likely add 
to this view. 

 ■ Still, with the economic cycle set to mature in the coming 
months, investors will need to become more selective and be 
prepared to see a rise in volatility together with an increasing 
risk of more meaningful drawdowns. 

 ■ This means that we increasingly want to focus on stocks or 
industries with good earnings visibility and durable valuation 
floor. In parallel, we want to continue to be part of the re-
opening trade in Europe which still appears underpriced. With 
strong earnings momentum and relatively low valuation, global 
mining continues to look particularly appealing.

 ■ Stock selection is also increasingly needed in China, where 
we continue to favor A-shares that we play through funds with 
active management.

Performance is as end of May 2021
Sources: Refinitiv, UBP

Sources: Refinitiv, UBP

Sources: Refinitiv, UBP

Non-US equities outperformed US equities
Equities Performance 

Valuation metrics have tilted slightly lower
MSCI All Country World: 12-month forward PER

Strong positive earnings revisions in all regions and sectors
Earnings revision ratio: US, Europe, Japan & EM
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 ■ Since November of last year, markets rallied almost 30%, 
and went up by 12% since the start of the year on the back 
of global economic recovery and unprecedent monetary and 
fiscal support from major central banks and governments 
around the world. 

 ■ However, with the recovery phase increasingly mature in the 
US, we could see a potential peak of US corporate earnings 
and higher corporate taxes going into the second half of 
the year. As a result, we slightly reduced our overall equity 
exposure through China equities holdings.

 ■ While we stay constructive in the long-run on Chinese 
equities, we reduced the size of our overweight. The 
economic cycle in China is more advanced than in other 
regions of the world. Chinese equities were hurt by the first-in, 
first-out effect and in the short term, regulatory risks remain 
significant.

 ■ In the fixed income space, we booked profits on our Chinese 
government holdings last month after having delivered more 
than 6% performance, mainly driven by the appreciation of 
CNY against USD.

 ■ We invested some of the proceeds into US Senior Loans, 
where yields are still attractive, and valuation is cheap 
compared to other segments of fixed income markets. 

 ■ As the US economic cycle is set to transition into a ‘mini-
cycle’ in the coming months, risks of increased equity 
volatility and larger drawdown should increase. Proactive 
and dynamic risk management becomes increasingly key to 
navigating the final stages of the recovery phase. As a result, 
we are seeking opportunities to add protection to portfolios 
going into the second half of the year.

REDUCING SLIGHTLY EQUITIES 
AND ADDING CARRY 

RECENT CHANGES

Sources: Refinitiv, UBP

Sources: Refinitiv, UBP 

Sources: Refinitiv Datastream, UBP
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any particular trading strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary 
Authority (HKMA) and a registered institution regulated by the Securities and Futures 
Commission (SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities 
may only be offered or sold in Hong Kong by means of documents that (i) are 
addressed to "professional investors" within the meaning of the Securities and 
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made 
thereunder (the "SFO"); or (ii) are defined as "prospectuses" within the meaning of 
the Companies Ordinance (Chapter 32 of the Laws of Hong Kong) (the "CO") or 
constitute offers to the public within the meaning of the CO. Unless permitted to do 
so under the laws of Hong Kong, no person may issue or have in their possession 
for the purpose of issuing, whether in Hong Kong or elsewhere, any advertisement, 
invitation or document relating to the securities, directed at, or likely to be accessed 
or read by, the public in Hong Kong, except where the securities are intended to be 
disposed of only to persons outside Hong Kong, or only to "professional investors" 
within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is 
an exempt financial adviser under the Financial Advisers Act (Cap. 110 of Singapore) 
to provide certain financial advisory services, and is exempt under section 99(1) of 
the Securities and Futures Act (Cap. 289 of Singapore) to conduct certain regulated 
activities. This document has not been registered as a prospectus with the MAS. 
Accordingly, this document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, whether directly 
or indirectly, to persons in Singapore other than (i) to institutional investors under 
Section 274 of the Securities and Futures Act (Cap. 289) of Singapore ("SFA"), (ii) 
to relevant persons pursuant to Section 275(1), or any person pursuant to Section 
275(1A) of the SFA, and in accordance with the conditions specified in Section 275 
of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, 
any other applicable provision of the SFA. This advertisement has not been reviewed 
by the Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the 
Commission de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy 
in accordance with the European passport – held by its parent company, Union 
Bancaire Privée (Europe) S.A. – which is valid across the entire European Union. The 
branch is therefore authorised to provide services and conduct business for which 
its parent company, Union Bancaire Privée (Europe) S.A., has been authorised in 
Luxembourg, where it is regulated by the Luxembourg financial supervisory authority, 
the Commission de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco's laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.

© UBP SA 2021. All rights reserved.

Union Bancaire Privée, UBP SA | Head Office
Rue du Rhône 96-98 | P.O. Box 1320 | 1211 Geneva 1 | Switzerland
ubp@ubp.com | www.ubp.com Subscribe to our newsletter on ubp.com

Union Bancaire Privée (Middle East) Ltd.
Dubai International Financial Center | Gate Precinct Building 5
Office 507 | Level 5 | P.O. Box 33778 | Dubai, United Arab Emirates
ubp@ubp.com | www.ubp.com Subscribe to our newsletter on ubp.com

Union Bancaire Privée, UBP SA | Hong Kong Branch
Level 26 | AIA Central  |  1 Connaught Road Central
Hong Kong 
T +852 3701 9688  |  F +852 3701 9668
Union Bancaire Privée, UBP SA is incorporated in Geneva, Switzerland 
with limited liability.

Union Bancaire Privée, UBP SA  |  Singapore Branch
Level 38  |  One Raffles Quay  |  North Tower 
Singapore 048583
T +65 6730 8088  |  F +65 6730 8068
Co Reg No T13FC0154G Subscribe to our newsletter on ubp.com


