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Keep calm and carry on
After a strong and possibly un-British reaction
in our last newsletter, it’s now time to roll up
our sleeves and sort out the mess!
When analysing the aftermath of BREXIT,
nothing in fact has really happened except a
sharp devaluation of GBP, but without the
usual G7 telling off. The UK is still a part of the
European Union, and Article 50 has not been
triggered yet. Theresa May`s recent
announcement, playing to the conservative
party conference, that Article 50 will be
triggered by the end of March next year, has
caused another down leg in GBP.
British Pound versus US Dollar

Source: Bloomberg L.P.

Reading the graph there seems to be little
technical support for the long term exchange
rate development as many see the UK heading
towards a hard BREXIT. With elections in
France and Germany in the second half of next
year, it seems unlikely that any special favours
or deals are likely to be extended to the UK.
Despite some economic data showing, that the
UK economy has held up well, the harsh reality
is that it is still way too early to tell what the
economic impacts are likely to be.
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However, the recent sharp drop in consumer
confidence to the lowest level since September
2013 (excluding immediately post Brexit) gives
an idea. Recent price increases by car
manufacturers and some tech companies to
allow for the depreciation of GBP mean, that
the average man in the street is likely to find
the cost of living increasing while wages
stagnate. This is also likely to lead to an
increase in inflation rate, which could put the
Bank of England in rather an awkward position
with regard to cutting interest rates.

You spin me right round baby
(Dead or Alive)
After a series of disheartening events for most
of the year, many investors have been left
dizzy and frustrated. Looking back to the
beginning of the year, markets were in a
permanent state of fear of an impending
collapse in China. In 2014 and 2015 the Li
Keqiang index - an alternative indicator for
Chinese growth based on bank lending, rail
freight and electricity consumption - was being
quoted on a weekly basis, reflecting a hard
landing of the Chinese economy. In 2016 the
news flow seems to have mysteriously
disappeared, perhaps because of the Li
Keqiang index experiencing the strongest
uptick in growth since 2009? Despite the
Chinese economy growing at 6.7 percent this
year, the things that have remained constant is
the pessimism and the fear of an impending
disaster.

Europe has been yet another region which has
remained deeply unpopular as evidenced by a
record 34 straight weeks of outflows from
mutual funds, according to EPFR Global. While
the virtues of European stocks seem to be
obvious, the majority of market participants
have not been yet prepared to subscribe to
them.
On the back of Bloomberg data, the Eurozone
stocks are trading at their lowest level since
2005 when compared to the US stocks. While
estimates for S&P 500 earnings have been
rising since 2009, profit forecasts for the Euro
Stoxx 50 - although initially rising as well,
culminated already in 2011. Thereafter, they
have been moving in the opposite direction
falling to an almost 7-year low earlier this year.
Earnings in the Euro area companies are
forecasted to grow at 13 percent in 2017
versus an expected increase of 14 percent for
the S&P 500.
Despite this the Euro Stoxx 50 is trading at
about 12.8 times estimated earnings versus a
multiple of about 17 times for the S&P 500. On
a price to book ratio basis the US companies
are almost twice as expensive as their
European counterparts.
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Euro Stoxx 50 beginning to outperform S&P 500

Source: Bloomberg L.P.

From the end of the second quarter, when
calculated in local currency, the European
stocks have significantly outperformed their US
counterparts – a trend which we expect to
continue for a considerable period of time.
Nevertheless, despite its recent
outperformance, the Euro Stoxx 50 index is still
down 6.5 percent year-to-date versus a gain of
4 percent for the S&P 500.

Everything to play for!
While there are many concerns out there – the
hard Brexit, the US elections, the Italian
referendum, the French elections, the German
elections, let alone a bull market lasting seven
and a half years - at no time can I remember a
point when markets did not cause
considerable worries of one sort or another.

We agree with the analysis delivered by The
Leuthold Group concluding, that equities as an
asset class still remain attractive versus bonds
despite their recent rally. Whilst US stocks
have beaten bonds by a bigger than normal
margin since 2009, shares are still stuck near
their historical lows relative to bonds over any
interval longer than a few years.
The basic assumption is that riskier assets
(stocks) should provide a reasonably higher
return than safer investments (long-term
government bonds). While stocks have beaten
Treasuries by about 13 percent on an
annualized basis since the bull market onset in
2009, the advantage disappears when viewed
over a longer timeframe.
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For a time horizon of 20 years for example, the
S&P 500 has advanced at an annualized rate of
7.9 percent compared to 6.2 percent for 10year Treasuries. This spread of 1.7 percent is
smaller about 85 percent of the time than it
has been since 1926. Such small spreads
between equities and bonds have tended to
indicate outsize gains for equities. The S&P 500
beat Treasuries by a median of 11.7 percent in
the ensuing three years when the spread
between bonds and equities has been this low.
So how is it going to happen?

Something fundamental is about to change
We are about to move from a bull market
driven by monetary expansion to one that is
propelled by earnings growth. And this could
very well be one of the most exciting things for
risky assets we have seen happening for quite
a while. I believe this will ensure that the
secular bull market we are in will last a lot
longer than most people expect.
After five consecutive quarters of negative
earnings growth for the S&P 500 it is quite
likely, that for the first time since Q1 2015,
corporate America will turn a profit. According
to FactSet Research, earnings for the S&P500
will decline by 2.1 percent this quarter.
However, this is usually a low-ball number.
With just over half of the S&P 500 companies
having already reported, the earnings beat rate
stands at just over 6 percent. This is vitally
important in helping to propel the market on
the next leg upwards as valuations have risen
(multiple expansion) despite the profit
recession we have seen in US companies.

In Europe the case is even more extreme. After
five years of falling, the earnings are likely to
turn positive, and with valuations at depressed
levels the European markets could very well
react like a coiled spring.
We are well aware of nervousness ahead of
the US elections and of the headline risks in
Europe. Nevertheless, we expect monetary
policy to remain loose for a considerable
period of time (think snails here) and any
volatility from the US election to remain shortlived as investors, who have remained on the
side-lines, come back in. At the end of the day
it is profits that matter most to markets and a
move to a market driven more by
fundamentals than a monetary expansion, is
healthy.
With the upcoming elections in France and
Germany Europe may be facing a fundamental
change with the possibly new leadership. Some
fiscal stimulus is also likely as certain German
politicians are already talking about tax cuts
ahead of the elections.
From the technical analysis perspective
markets in Europe, Japan, and the USA are at
an inflection point, and we expect them to
break out decisively to the upside.
In this environment we expect active managers
to outperform the passive ones significantly.
From our perspective, the glass is half full not
half empty.

The Navigator
has been written by:
Peter Ahluwalia,
Chief Investment Officer
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Disclaimer
Important Information
The information in this material has been approved by swisspartners Advisors Ltd. (“swisspartners Advisors”). As a firm providing wealth
management services to U.S. clients, swisspartners Advisors is registered under the U.S. Investment Advisers Act of 1940 with the U.S. Securities
and Exchange Commission (“SEC”) as an investment advisor. Nothing in this material is a recommendation that you purchase, sell, subscribe or
hold, or an offer or solicitation of a purchase or sale of any security, futures, options, other financial instruments or other investment, that you
pursue any investment style or strategy or buy any other product or service. The value of, and income from, your investments may vary because
of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or financial conditions of companies or
other factors. This material does not take into consideration the specific investment objectives, financial situation or particular needs of any
person that enters into a relationship with swisspartners Advisors. Nothing in this material is or is intended to be investment, accounting, tax or
legal advice. You should consult with your own advisors concerning such matters. Swisspartners Advisors does not provide legal, tax or accounting
advice. The information contained herein was obtained from sources believed to be reliable. Although reasonable care was taken in gathering
the information and formulating the opinions contained herein, swisspartners Advisors does not make any representation whatsoever as to its
accuracy or completeness and accepts no liability for any loss arising from the use of this material. The information, opinions and estimates
expressed herein reflect a judgment as of its original publication date and are subject to change without notice. No representation or warranty,
expressed or implied, is made by swisspartners Advisors regarding future performance. The value and income of any securities or financial
instruments can go up as well as down. The market value of securities or financial instruments may be affected by several circumstances,
including among others, changes in economic, financial or political factors, time to maturity, market conditions and volatility, or the credit quality
of any issuer or reference issuer. Foreign currency rates may have a positive or adverse effect on the value of any investment. Investors assume
all risk and some or all of the amount invested may be lost. This material is not directed to, or intended for distribution to or use by, any person
or entity that is a citizen or resident of, or located in, any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or subject swisspartners Advisors to any registration requirement.
IRS Circular 230 Disclosure: swisspartners Advisors and its affiliates do not provide legal or tax advice. Accordingly any tax-related discussion
contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with promoting, marketing
or recommending to any person any transaction or matter addressed herein or for the purpose of avoiding U.S. tax-related penalties.
Forward-Looking Statements
“The Navigator” may contain forward-looking statements that reflect swisspartners Advisors’ current views with respect to, among other things,
future events and financial performance. Any forward-looking statement contained in this material is based on our current plans, estimates and
expectations. The inclusion of this forward-looking information should not be regarded as a representation by swisspartners Advisors or any
other person that the future plans, estimates or expectations contemplated by swisspartners Advisors will be achieved. Such forward-looking
statements are subject to various risks and uncertainties and assumptions relating to our operations, financial results, financial condition,
business prospects, growth strategy and liquidity. International investments are subject to additional risks such as currency fluctuation, political
instability and the potential for illiquid markets. Investing in emerging markets may accentuate these risks. If one or more of these or other risks
or uncertainties materialize, or if the underlying assumptions prove to be incorrect, the actual results may vary materially from those indicated
in these statements. These factors should not be construed as exhaustive. swisspartners Advisors does not undertake any obligation to publicly
update or review any forward-looking statement, whether as a result of new information, future developments or otherwise. It is important that
you carefully read the agreements and disclosures that we provide to you about the products or services we offer.
For more information, please visit our website at www.swisspartners-advisors.com / © 2016 swisspartners Advisors Ltd. All rights reserved.
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