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 ■ Global equities and global bond prices fell in the month as 
the seasonally weak, worst month of the year (September) 
lived up to its reputation. 

 ■ With the Fed and the European Central Bank both signalling 
their intent to taper in the months ahead combined with 
rising energy prices going into winter spurring inflationary 
concerns, bond yields on both sides of the Atlantic have 
begun the rise highlighted last month.

 ■ With German 10-year yields having moved to the upper 
end of their recession range vs. 2-year yields, the tapering 
by the ECB suggests that a re-rating out of this recession 
range of 0-50 bps appears likely looking ahead.  Such a  
re-rating should lead German 10-year yields to rise to 
breach the 0% bound for the first time since early-2019.

 ■ The coordinated move on the part of the US Federal 
Reserve likely means that US 10-year yields will follow their 
German counterparts higher leaving intact our expectation 
for 1.7-2.0% looking towards year-end.

 ■ Like in 1H21, this rising yield backdrop may bring rotation in 
markets with financials offering some shelter against these 
rising yields.  As a result, tactically, we have augmented our 
positions in US financials ahead of this next leg of expected 
yield strength.

 ■ However, with strong earnings growth already leaving 
broader market PE multiples nearly 15% below their 1H 
peaks (when yields last traded near 1.7-2.0%) this suggests 
a more modest PE contraction potential should our outlook 
on Treasury yields play out in the weeks ahead.

 ■ So, while the move in yields will attract attention, we believe 
investors can instead begin to shift their focus to earnings 
season which is set to begin in earnest in October. 

 ■ Recall that since the US lockdowns ended in 2Q20, a 
substantial portion of earnings upgrades have taken 
place on the back of earnings season surprises.  Indeed, 
in 2021, nearly 70% of the S&P 500’s 16% YTD return 
has been delivered during earnings season driven by the 
accompanying earnings upgrades. 

 ■ Consequently, while tactical opportunities may emerge 
amidst the resetting of US and European yields, we 
continue to be focused on quality, earnings driven returns 
looking through year-end.

YIELDS BEGIN  
THEIR RISE

Sources: Standard & Poor's, Bloomberg Finance L.P. and UBP

Earnings season should bring renewed tailwinds  
to earnings upgrades

Financials offer shelter against rising yields

German yield curve to steepen and lead  
10-year yields to above 0%
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Global economy / Asset allocation

 ■ After a strong recovery, global expansion should continue at 
a moderate pace.

 ■ Q3 activity was slower than expected in the US and China, 
but firmer in Europe, thanks to reopening of services.

 ■ While the US Congress faces lengthy negotiations on a new 
budget, global monetary policy is about to reduce its assets 
purchases.

 ■ Despite the highly volatile markets, we stay overweight 
in the equity space. Strong earnings should continue to 
support the equity markets especially those companies with 
high quality earnings and strong pricing power.

 ■ With rates starting to rise as expected, in addition to 
staying short duration in fixed income investments, we 
further reduced the rate sensitivity of portfolios by adding 
to our existing position in banks, which should continue to 
outperform in an environment of rising rates. 

Fixed income

 ■ With soaring energy prices, the deployment of US fiscal 
stimulus and a potential acceleration in hiring, we still see 
risks as skewed towards higher yields while an increase in 
volatility is not excluded looking ahead. As a result, we stay 
short duration and favour carry strategies.

 ■ Since spreads are notably tight across most fixed income 
asset classes, we expect coupon yields to carry the day 
during the next months. 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. 

Equities/ Alternatives

 ■ Despite peaking growth and rising inflationary pressures, the 
outlook for equities remains positive thanks to still sustained 
earnings growth. In this environment, we continue to favour 
stocks with above-average earnings visibility.

 ■ Hedge funds are an increasingly valuable means of 
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.

Sources: China NBS, US Census Bureau

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

Sources: Refinitiv, MSCI and UBP

Nowhere to hide – all asset classes were down 
Major Assset Classes Performance

Sustained earnings growth should continue to offset 
moderate multiple compression
MSCI All Country World: 12-month forward PER

US and China consumption moderating after peak  
in recovery
US & China retail sales

STAYING PRO-RISK WHILE 
ACTIVELY MANAGING RISK
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Key points

 ■ The economic cycle is expected to normalise in the next 
quarters, leading to better sequential Q4 growth after weak 
Q3 but a moderating trend in 2022.

 ■ Shortages in industry should progressively fade and 
inventories will be rebuilt. Deteriorating purchasing power 
hit consumers in Q3 but an improving labour market should 
refuel trend on consumption.

 ■ Fiscal policy will remain a support in developed countries, 
while monetary policy is removing measures launched during 
the pandemic as central banks look to normalise key rates.

US growth to trend slower next year

 ■ The pace of consumption has disappointed in Q3 due to 
remaining virus concerns and declining purchasing power 
in the absence of renewed public support. As the labour 
situation should improve further, a Q4 rebound is expected.

 ■ The housing sector peaked and momentum in investment 
should rotate in favour of infrastructure next year. The 2021 
growth outlook has been revised from 6.3% to 5.9% and the 
2022 scenario from 4.3% to 3.7%.

Strong Q3 in eurozone, but signs of slowdown

 ■ Activity has benefited from reopening of services in Q3, 
after strong recovery in Q2. As consumers focus more on 
purchasing power and employment, consumption should 
moderate over the next quarters while industry still suffers 
from bottlenecks.

 ■ Q2 GDP growth was revised up, from 4.7% to 5.2% but 
unchanged in 2022; growth is expected to normalise in the 
next quarters but should benefit from the effective support of 
the European recovery fund.

Global inflation expected to peak in Q4-21

 ■ Global inflation should reach a peak in Q4 due to base 
effects, but energy and services should continue to drive 
prices. Eurozone and UK inflation should rise further in the 
next months with base effects and rising energy prices, after 
US headline inflation peaked at 5.3%.

 ■ Global inflation is expected to decline progressively from 
mid-2022, but upside risks remain due to labour shortages 
and rising wages, energy and service prices, and the active 
budgetary support in Europe and the US.

Sources: BEA, UBP

Sources: JP Morgan, UBP

US growth to normalise next year
US GDP 2021-2022 scenario

World inflation close to peak, but scenario points to a 
progressive decline in 2022
World inflation

GROWTH AT MODERATE  
PACE

UBP ECONOMIC OUTLOOK

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

Economic outlook to moderate next year after strong 
recovery in 2021 
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“Common Prosperity” becomes new social target

 ■ China’s deployment of a growing range of policy tools 
highlights the sharp pivot that has taken place from the ‘To 
get rich is glorious’ era of Deng Xiaoping to the ‘Common 
Prosperity’ epoch heralded by President Xi Jinping.

 ■ Under this new paradigm, China will increase the share of 
labour in GDP and deploy tools to alleviate demographic 
pressures. The goal is to achieve high income status by the 
end of the current Five-Year Plan (2021-2025). This requires 
doubling per capita gross national income (GNI) levels from 
present levels of USD 10,610.

Tougher regulations ahead

 ■ Since November 2020, regulators have proactively 
addressed perceived shortcomings in the economy, including 
the role of large technology platforms, concerns about 
income inequality and the fraying of China’s social fabric, 
resulting from many years of rapid GDP growth.

 ■ Common Prosperity will therefore seek to realign China’s 
factors of production towards labour, in order to facilitate a 
transition to consumption-led growth. Going forward, we 
expect to see tougher regulations aimed at addressing the 
“three burdens” affecting households: housing, education 
and healthcare. Reducing these burdens would improve 
marginal propensity to consume and allow for higher fertility 
rates, at least in theory.

 ■ The government is exploiting a ‘window of opportunity’ to 
expedite these reforms, which explains the swift actions so 
far. This is due to positive base effects on the growth front in 
2021 and a political transition in 2022. As a result, the sell-off 
in Chinese assets continued in September. Volatility will likely 
stay with us for a while longer but we should have better 
visibility from Q1-22 onwards.

Growth and policy under Common Prosperity

 ■ The question is therefore how China plans to walk the fine 
line between growth and reforms. China’s goal to achieve 
high income status by 2025 puts a floor on future growth 
around 4.5-5.0% per annum. We expect that GDP will slow 
to 2.5% y/y in Q3-21, before stabilising at 4.0% in Q4-21 and 
5.0% in 2022. 

 ■ An aggressive easing cycle is not upon us; policy settings 
will also maintain a tightening bias. That said, the bulk of 
this has already taken place in H1-21, so some relaxation at 
the margin will reduce pressures starting with an additional 
Reserve Requirement Ratio in December.  

Chinese asset classes continued to experience a 
sell-off in September

China aims to catch up with South Korea in terms  
of per capita GNI by 2035*

CHINA: TARGETING 
COMMON PROSPERITY

UBP ECONOMIC OUTLOOK

Sources: World Bank, UBP

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

Sources: Bloomberg Finance L.P., UBP
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 ■ Investor sentiment weakened in September driven by 
concern over default risks at Evergrande, the largest issuer 
of high yield debt in Asia and one of China’s largest property 
developers. 

 ■ While such worries have faded as markets were reassured 
that the situation did not pose systemic risks, other fears 
intensified during the month. These included the threat of 
energy shortages, and anxiety over the pace of central bank 
tightening, which pushed government bond yields sharply 
higher.

 ■ However, central banks remained focused on broader signs 
of economic recovery and took additional steps toward 
tightening. In that context, the volatility of bond markets has 
increased.

 ■ The yield on the 10-year US Treasury rose more than 20 
basis points higher, close to 1.5%. The main driver for rates 
was the FOMC meeting on September 21-22. The central 
bank surprised the markets by delivering a more hawkish 
message than expected. Chair Powell finally gave more 
information on tapering and announced that the Fed might 
already announce a tapering in November when the FOMC 
meets again and which should then be done by mid-2022.

 ■ The meeting also pointed to a faster pace of rate rises than 
the market had been anticipating, with the dot plot, which 
tracks the policy rate expectations of top Fed officials, 
pointing to three 25bps hikes a year for 2023 and 2024.

 ■ In that context and with soaring energy prices which could 
push inflation expectations higher, the deployments of US 
fiscal stimulus and a potential acceleration in hiring, we still 
see risks as skewed towards higher yields while an increase 
in volatility is not excluded looking ahead. As a result, we stay 
short duration and favour carry strategies. 

 ■ We remain 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 clearly tight across most fixed 
income asset classes, we expect coupon yields to carry the 
day during the next months. 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. 

Sources: Thomson Financial, UBP

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

Sources: BoA ML, UBP

Rising rates hurt fixed income performance
Fixed Income Performance

Despite some volatility in September, credit markets have 
been resilient 
US High-yield OAS spreads
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 ■ Investors have become increasingly concerned about global 
growth amid inflationary pressures, supply chain bottlenecks 
and a looming energy crisis.

 ■ Earnings revision ratios again moderated ahead of the 
coming reporting season, but the number of upgrades 
continue to outweigh the number of downgrades in all 
regions except emerging markets as a whole.

 ■ At the global level, the best earnings momentum continues to 
be seen mostly in the cyclical sectors (financials, technology, 
energy and materials) but it came to a standstill in the 
defensive areas.

 ■ Despite fewer net upgrades, the 2021E bottom-up EPS 
growth rate for global equities rose further to reach 49%  
(+3 pp in one month). 

 ■ The 2022 EPS growth estimates stand at about 8% in all 
major regions, which looks rather conservative given the still 
positive economic outlook for next year. With the particularly 
strong 2021 earnings delivery, analysts may need to 
upgrades their forecasts for 2022. 

 ■ In the US, one of the key downside risks for next year is the 
likely tax hike, which is probably not fully included in current 
estimates. All other things being equal, earnings could be cut 
by about 5% as a result.

 ■ In the shorter term, the Q3 earnings season will be watched 
really closely by investors. With rising commodity prices, 
wage pressures and various supply disruptions, investors will 
focus on margins, the ability of companies to raise prices and 
how long do they see these supply chain issues lasting. 

 ■ Highly commodity and energy-intensive business are clearly 
the most at risk, as are those highly dependent on lower paid 
workers.

 ■ Despite softer growth and slightly less accommodative 
monetary policies, the outlook for equities remains positive 
thanks to still solid earnings momentum, which should 
continue to offset some multiple compression due to higher 
bond yields.

 ■ In the current environment, investors therefore need to be 
highly selective about cyclical sectors and should focus 
on stocks which offer strong earnings streams with above 
average visibility. 

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

Sources: Refinitiv, UBP

Sources: Refinitiv, UBP

Equity markets pulled back during the month
Equities Performance

8% EPS growth expected for next year looks rather 
conservative, at least ex tax hikes
S&P EPS growth vs US ISM manufacturing index

Estimated 2021 EPS growth continues to rise
Consensus EPS growth expectations for global equities
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 ■ With the US recovery having entered a “mini-cycle” as 
expected, September has been a volatile month for financial 
markets. All asset classes suffered on the back of surging 
energy prices and rising interest rates.

 ■ Despite the elevated volatility, we maintain overweight on 
equities, expecting markets will overcome the short-term 
weakness and come out higher going into year-end. Earnings 
remain key to driving equity markets higher. The coming 
earnings reporting season should continue to support the 
markets.

 ■ We continue to favour companies with high quality earnings 
streams and more visibility, which should outperform in a 
“Mini-cycle” environment.

 ■ US 10-year rates started to pick up again in late September 
after having stayed at around 1.20%-1.30% during the 
summer. We maintain short duration and favour carry in the 
fixed income space.

 ■ In addition, we reduced the sensitivity of equity investments 
by rotating some of our long-duration holdings into banks, 
which usually outperform in an environment of rising interest 
rates.

 ■ With increasing equity volatility and drawdowns, a proactive 
and dynamic risk management approach remains key going 
forward. We maintain some asymmetry with structured 
products in Europe, protecting us from downside risk while 
allowing us to participate on the upside.

 ■ We also added some CHF in our USD and CHF portfolios. 
The safe-haven status of CHF is valuable in an increasingly 
volatile market.

ROTATING SOME LONG 
DURATION EQUITY INTO BANKS

RECENT CHANGES

Sources: Refintiv, Datastream, UBP

Sources: Refintiv, Datastream, UBP

Sources: Refintiv, Datastream, UBP

Quality usually outperforms when ISM peaks and then 
comes down
MSCI US quality vs ISM

Banks should help in a rising interest rate 
environment
US banks relative performance vs US 10-year rates

Earnings are key to driving equity markets
Stock market tends to follow earnings
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