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A MATURE BULL MARKET IS
NOT SOMETHING TO FEAR

■ In August, the US equity market saw its rally since
November 2020 achieve something that has only been
seen six times before going back to the 1950s – rallying for
more than 200 days continuously without experiencing a
decline of 5% or more!
■ While the longevity of this bull market is worrisome to many,
the lessons of the past 70 years suggest that the risk to
investors is modest outside of an exogenous shock to
markets for as long as a year ahead.
■ As such, we prefer to focus on staying engaged in markets
while actively managing risk within our exposure. This is
consistent with the positive, though more volatile returns
seen during the Mini-Cycle phase of the economic cycle.
■ As a result, quality corporate earnings streams and durable
valuation floors remain our focus. ‘Big Tech’ has been
our anchor to this rotation since the 2nd quarter. We
also believe global pharma and large medical technology
companies offer similar quality characteristics.
■ Indeed, having traded in-line with market valuations prior to
the pandemic, pharma companies trade at a 15% discount
to the broader market providing a durable valuation floor
for the sector. With earnings revision momentum having
recently turned higher relative to the broader market, a
catalyst appears to be in place for global pharma to act as
a complement to ‘Big Tech’ and drive outperformance as
has been the case in past Mini-Cycles.
■ Staying engaged in markets does not suggest we
underestimate some headwinds on the horizon. Policy
action may prompt near-term volatility in markets as the
US Congress considers nearly US$3 trillion in physical and
social infrastructure spending.
■ New US fiscal support may bring rising Treasury yields and
benefit certain sectors, while the expected higher corporate
taxes for 2022 may force adjustments to 2022 earnings
expectations in the months ahead.
■ Indeed, with only 8-9% earnings growth forecast for US
and European corporates in 2022, rising US tax rates
and a stabilisation in economic growth momentum will
make upside surprises to earnings as seen in 2021 more
challenging in the year ahead. They will also be reliant on
innovation driven pricing power in sectors like pharma and
tech.

After such a long rally, investors need only be concerned
by external shocks to the market
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■ Global equity markets continued to climb in August while
fixed income investors saw headwinds with rising risk-free
yields joining volatile credit spreads in the month.
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Quality earnings have outpaced the broader market in
each of the Mini-Cycles since 1990
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Global pharma offers a good complement to Big Tech in a
quality biased portfolio
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GLOBAL TACTICAL
ASSET ALLOCATION

STAY OVERWEIGHT EQUITIES
WITH FOCUS ON QUALITY

Global economy / Asset allocation
■ After a strong reopening driven rebound, global expansion is
expected to moderate in the coming quarters.
■ Renewed headwinds have emerged from an active Delta
variant, local restrictions in Asia, existing supply chain
disruptions and tough regulation in China.
■ Monetary policy will become less accommodative as central
banks adopt diverging strategies and the Fed prepares its
tapering.

Economic surprises have deteriorated in main regions
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■ While we remain overweight in the equity space, we are
actively managing exposures within sectors. Companies
with high quality earnings and strong growth should
outperform the rest of the market.
■ We maintain some level of asymmetry through structured
products in Europe, providing some downside risk reduction
in case of a correction in markets.
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Ongoing rise in EPS estimates for both 2021 and 2022
Consensus estimates for S&P 500 EPS by calendar year
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Fixed income
■ Despite recent economic data coming out weaker than
expected, we remain positive on the economic outlook
ahead. With the coming deployment of US fiscal stimulus
and a potential acceleration in hiring and higher inflation,
risks remain skewed towards higher yields. As a result, we
stay short duration and favour carry strategies.
■ We remain constructive on leveraged finance asset classes
due to their superior trade-off between carry and duration,
and are particularly cautious on emerging market debt,
especially corporate debt due to regulatory risk emanating
from China.
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Another positive performance for equities
Major Assset Classes Performance

■ Earnings estimates continue to be revised upward in
developed countries, but the deteriorating visibility on the
economic outlook should encourage investors to focus on
high-quality companies.
■ Hedge funds are particularly valuable in generating alpha
in markets with rising volatility. We are looking to re-enter
the field later in the year, after having exited some of our
holdings last year in favour of directional equities.
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UBP ECONOMIC OUTLOOK

TOWARDS MODERATE EXPANSION

Key points
■ Global expansion should continue, but at a more moderate
pace after a strong recovery in H1-21. Despite virusrelated uncertainties, a return to full lockdowns is not
expected. However, emerging countries are still lagging with
vaccinations and face continuing restrictions suggesting a
slow recovery trajectory ahead.
■ Fiscal policy should give selected support, particularly in
the US, while monetary policy is shifting from an aggressive
response to the crisis to a more neutral stance.

Business sentiment has peaked
■ Business sentiment has peaked after a strong rebound in
Q2-21. Confidence remains high and points to ongoing
expansion but at a more moderate pace.
■ Delta virus developments have weighed on demand, while
shortages and bottlenecks have impacted activity; labour
shortages have delayed fuller recovery and have pushed
wages higher in both the US and UK.

Business confidence has peaked in main regions
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Economic outlook to moderate next year after strong
recovery in 2021
GDP y/y %
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■ The 2021 outlook has been revised down from 8.6% to 8.2%
due to floods, virus cases and local lockdowns; moreover,
tougher regulations have reduced visibility and worsened the
outlook for some sectors.
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■ Selected budgetary measures and marginally easier
monetary policy via liquidity injections and targeted credit to
sectors should limit the current downturn.
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Emerging countries

-1.7

5.9

4.4

■ US Q2 growth (6.6% q/q) was limited by a sharp fall
in inventories while consumption rebounded strongly;
moderating sales and confidence point towards a slower
pace of growth in the next quarters, balanced by lower virus
constraints and rebuilding inventories.
■ While infrastructure spending (USD 550 bn) is about to be
approved, debate about the next USD 3.5 tr budget will
begin; this plan includes higher social spending financed by
rising taxes for corporates and high income earners.
■ The eurozone has benefited from a reopening driven
services upturn with sustained growth expected in Q3 after
the Q2 rebound; nevertheless, confidence has peaked in
industry and growth momentum is also expected to fade
progressively.

Source: UBP - Economic & Thematic Research
MER: market exchange rates; PPP: purchasing power parity

More cautious US consumers after strong recovery
US retail sales & consumer confidence
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UBP ECONOMIC OUTLOOK

FED’S MONETARY POLICY:
PROGRESSIVE END OF SUPPORT

The Fed ready to reduce its asset purchases

A new chapter in Fed policy

■ The Jackson Hole symposium is often a good time to present
new developments in monetary strategy; last year, it was
about a flexible average inflation target and this year is about
tapering i.e., preparing the Fed’s exit strategy .

US Fed key rates & financial conditions

■ The Fed has achieved its target on inflation and is on the way
to fulfil its objective of full employment. Governors expect
bottlenecks in industry to ease, inflation pressures to stay
transitory and downside risks from the pandemic to recede;
as a result, a highly accommodative monetary policy is no
longer justified.

Progressive end of purchases before hiking key rates
■ Lessons from 2013 highlight that a premature withdrawal
of liquidity could surprise markets and result in deteriorating
financial conditions and unintentionally slow the economy too
dramatically. This time, the Fed has prepared markets for a
more gradual end to its bond purchases.
■ The next FOMC (22nd Sept.) should validate the beginning
of the tapering by November; we expect purchases could
be reduced by USD10-20 bn per month across government
bonds and mortgages, depending on the economic situation
and decisions on the USD 3.4 Tr budget. With purchases
ending next year, the Fed’ s balance sheet will stabilise at an
impressive USD 9 Tr.
■ The Fed’s communication has decoupled tapering with
interest rate hikes; this indicates that a long gap could
emerge between the end of purchases and before the first
hike, depending on economic conditions.
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Tapering

■ The tapering should place only limited upward pressure on
yields thanks to reinvestment rules, unless major decisions
are adopted on the debt ceiling and a new budget. However,
rising rates and tight liquidity should impact bond markets
in the medium term. On equities, earnings depend on the
economic cycle, which should moderate over the next years
with lower support from policy, putting high valuations under
medium-term scrutiny.
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Fed's balance sheet to stabilise after tapering of assets
purchased
US: Fed balance sheet and unemployment rate
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What consequences for markets and the economy?
■ The tapering should have only a minor impact on activity
as financial conditions remain loose; the first adjustment on
rates is expected by H1-23 with balance sheets to decline by
2024, raising constraints on liquidity and credit.
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Expectations of rises in key rates have been rebuilt
US: expected federal funds rate path (using eurodollars futures)
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GLOBAL BONDS

FAVOUR SHORT DURATION DEBT

■ Markets have been hesitant amid the increasing probability of
a Fed tapering, mixed economic data and growing concerns
about the economic impact of the Delta variant.
■ Bond yields were particularly volatile in anticipation of Fed
Chairman Powell’s comments with Treasury market liquidity
and volumes drying up. In this environment, the US 10-year
Treasury yield touched 1.12% before climbing to 1.30% over
the month.
■ In Europe, most major eurozone bond markets saw a rise
in yields, with German Bunds and Italian BTP yields both
experiencing significant rebounds. Concerns over upcoming
heavy issuance across the eurozone, as well as some
hawkish commentary emanating from European Central
Bank (ECB) officials, caused the sell-off.
■ Turning to credit markets, both high yield and investment
grade remain well supported. US high-yield spreads were
broadly unchanged during August, finishing close to 310bps.
At the same time, total returns were +0.7%. Over the same
period, spreads on US IG intermediate bonds were roughly
unchanged while spreads on EM Sovereign bonds in USD
were 10bps tighter.
■ Despite recent economic data coming out weaker than
expected, we remain positive over the coming months.
With the deployment of US fiscal stimulus and a potential
acceleration in hiring and higher inflation, we still see risks
as skewed towards higher yields. As a result, we stay short
duration and favour carry strategies.
■ We remain highly constructive on leveraged finance asset
classes. The picture remains bright. The superior trade-off
between carry and duration provided by the leveraged loan
index is a key ingredient of our positive view.
■ That said, since valuations are very tight across most fixed
income asset classes, we expect coupon yields to carry the
day during the second half of the year. We continue to rely
on security selection to drive alpha generation and avoid
long-duration debt which could be affected by an increase in
yields.
■ We are more cautious on emerging market (EM) debt,
especially corporate debt due to the regulatory risk
emanating from China, higher US rates and inflation.

Sovereign bond yields were particulary volatile
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Both high yield and investment grade remain well
supported
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Risky segments delivered positive performance
Fixed Income Performance
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GLOBAL EQUITIES

INCREASING FOCUS ON HIGH
QUALITY COMPANIES

■ Helped by notably strong Q2 earnings, global equity markets
rose to new all-time highs in August, with some volatility
mainly due to the potential impact of the Delta variant.
■ Earnings revision ratios rebounded sharply in the US and
Europe over the last month following these strong Q2
reports with a large majority issuing higher guidance. Japan
also displayed positive earnings momentum while it was
essentially flat in China (and for EM as a whole).
■ As a result, the 2021 expected earnings growth rate for
global equities rose further to reach 45% (+4 pp in one
month) led by eurozone (+59%), and some emerging markets
like Brazil (195%) and Russia (106%).
■ Q2 will definitely mark the peak of EPS growth (95% in the
US, 150% in Europe). It is worth noting that S&P 500 margins
hit a record high in Q2 despite higher input costs and that
a majority of companies are protecting margins via price
increases and not by cutting costs.
■ Moreover, with GDP growth set to remain above trend,
operating leverage will help companies to offset cost
pressures. Companies should therefore be able to maintain
margins at current levels for the foreseeable future. Overall,
companies were positive on demand, margin and pricing
outlook, but were more concerned about cost inflation and
China growth.
■ Further earnings upgrades for H2 are likely, but they will be
much more moderate, especially if activity disappoints in the
coming weeks.
■ Solid fundamentals have justified the equity rally and should
continue to support the “buy the dip” mentality, notably
thanks to the still positive outlook on earnings. Yet, the
deteriorating visibility on the economic outlook may quickly
make investors turn more cautious if economic indicators
continue to worsen.
■ A focus on stocks with good earnings visibility is warranted
as a result. Pharmaceutical companies fit this criteria and
currently trade at an attractive discount to global equities.
Drug pricing reform in the US remains a risk, but we attach
a low probability to significant changes. To mitigate this risk,
companies with innovative products will retain pricing power
and offer attractive risk/reward profiles in our view. They are
certainly a useful complement to our Big Tech exposure.

A large majority of earnings upgrades
Earnings revision ratio: US, Europe, Japan & EM
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Modesty lower valuation thanks to very strong earnings
S&P 500: 12-month forward PER
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Strong performance across regions in August except
China
Equities Performance
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FAVOUR QUALITY AND
ADDING ASYMMETRY

■ Asian credit spreads widened following rising default rates
in China. Even though we believe that systemic risk at this
stage is limited and contagion to broader sectors and regions
should be avoided, we exited our Asian investment grade
holdings in favour of US senior loans with attractive yields and
lower duration risk.
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Earnings are key to driving equity markets
Stock market tends to follow earnings
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■ Since March, we have being reducing our China exposure
to neutral both in equities and risky credit, having been
disappointed with the balance struck between reform /
restructuring and reflation and growth. Rising regulatory
and geopolitical risks are weighing on medium-term growth
prospects, especially in those segments targeted by national
reform or security efforts.
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US ISM Manufacuring

Q1 96

■ After having reached 1.75% in March, US 10-year rates
continued to come down to below 1.20 at end of July. We
then exited our long-duration treasury holdings, anticipating
that yields will carry on rising on the back of continued global
economy recovery in the coming months.

65
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■ We also added some asymmetry by renewing some of our
expiring structured products in Europe, protecting us from
downside risk while allowing us to participate on the upside.

MSCI US Quality vs ISM
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■ While we stay overweight on equities, in addition to our
convictions on long-term transformation growth themes
such as technology and healthcare, we gradually tilted our
portfolio more towards quality throughout the second quarter
of the year. Companies with high quality earnings streams
and greater visibility should outperform in a “Mini-cycle”
environment.

Quality usually outperforms when ISM peaks and then
comes down

Q3 88

■ The US economic recovery is increasingly mature and has
already started the next stage, a “Mini-cycle” as expected.
Equity volatility and drawdowns should increase looking
ahead. A proactive and dynamic risk management approach
therefore becomes increasingly key to navigating the final
stages of the recovery phase.
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China credit impulse does not bode well for Chinese
equities
China credit impulse vs Chinese equity
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Disclaimer
This document is a marketing communication containing GENERAL INFORMATION
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is
not and does not purport to be considered as an offer nor a solicitation to enter into
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial
instrument, make any investment, or participate in any particular trading strategy
in any jurisdiction where such an offer or solicitation would not be authorised, or to
any person to whom it would be unlawful to make such an offer or solicitation. This
document is meant only to provide a broad overview for discussion purposes, in
order to determine clients’ interest. It does not replace a prospectus, KID, KIID or
any other legal document relating to any specific financial instrument, which may
be obtained upon request free of charge from UBP or from the registered office
of the issuer of the instrument concerned, where applicable. The opinions herein
do not take into account individual clients’ circumstances, objectives, or needs.
UBP performs analysis on the financial instruments based on market offer and
may maintain and/or seek to develop business affiliations with third parties for
that purpose; furthermore, UBP may create its own financial instruments. This
generic information is therefore not independent from the proprietary interests of
UBP or connected parties, which may conflict with the client’s interests. UBP has
policies governing cases of conflicts of interest and takes appropriate organisational
measures to prevent potential conflicts of interest.
The information contained in this document is the result neither of financial
analysis within the meaning of the Swiss Banking Association's “Directives on
the Independence of Financial Research” nor of independent investment research
as per the EU's regulation on MiFID provisions. EU regulation does not govern
relationships entered into with UBP entities located outside the EU.
When providing investment advice or portfolio management services, UBP considers
and assesses all relevant financial risks, including sustainability risks. Sustainability risks
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an
environmental, social or governance event or condition that, if it occurs, could cause
a negative material impact on the value of the investment”. For further information on
our sustainability risk management approach please visit [www.ubp.com].
Reasonable efforts have been made to ensure that the content of this document is
based on objective information and data obtained from reliable sources. However,
UBP cannot guarantee that the information contained herein and gathered by
the Bank in good faith is accurate and complete, nor does it accept any liability
for any loss or damage resulting from its use. Circumstances may change and
affect the data collected and the opinions expressed at the time of publication.
Therefore, information contained herein is subject to change at any time without
prior notice. UBP makes no representations, provides no warranty and gives no
undertaking, express or implied, regarding any of the information, projections or
opinions contained herein nor does it accept any liability whatsoever for any errors,
omissions or misstatements in the document. UBP does not undertake to update
this document or to correct any inaccuracies which may have become apparent
after its publication.
This document may refer to past performance which is not a guide to current
or future results. All statements in this document, other than statements of past
performance and historical fact, are “forward-looking statements”. Forward-looking
statements do not guarantee future performances.
The tax treatment of any investment depends on the client’s individual circumstances
and may be subject to change in the future. This document does not contain any
tax advice issued by UBP and does not reflect the client’s individual circumstances.
This document is confidential and is intended to be used only by the person to
whom it was delivered. This document may not be reproduced, either in whole or
in part. UBP specifically prohibits the redistribution of this document, in whole or
in part, without its written permission and accepts no liability whatsoever for the
actions of third parties in this respect. This document is not intended for distribution
in the US and/or to US Persons or in jurisdictions where its distribution by UBP
would be restricted.
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and is subject to regulation by the Financial Conduct Authority (FCA) and limited
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information purposes only. It is not to be construed as an offer to buy or sell, or a
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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
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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.
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