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“I'm comin' up so you better get this party started”, Pink
When looking at the performance of equity markets
last year, and the very strong start we have in those
same markets this year, they seem to have taken these
lyrics to heart.
Assuming, as a working hypothesis, that markets take
great delight in wrong-footing the maximum number of
participants the majority of the time, I would conclude
that, so far this year, they have been extremely
successful.

Although we cautioned of a melt-up in stocks in the last
newsletter, our comments seem to have fallen on a lot
of deaf ears. Looking at the overall consensus opinion
(which, by the way, is normally wrong) many believe
that market opinion is optimistic. However, when you
dig deeper and probe people`s outlook, the general
response is that gains can`t be as good as last year,
and even a return of 8-10% would be quite acceptable
and welcome. I would class this as cautiously
optimistic but hardly euphoric, and I would like to
explain why we would do so.

Beyond Bullish
S&P500 Index (2007-2018) - From recovery phase to start of bull market

Source: Bloomberg L.P.
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Effectively, looking at the above chart, an argument
could be made (and it`s one we subscribe to) that the
period of 2009-2012 was just a recovery period in
markets from the catastrophe that 2008 brought.
In fact, the bull market only began in 2013 when the
S&P500 managed to advance beyond the levels set in
2007. This train of thought essentially means that this
bull market is only 5 years old, and therefore, in harsh
reality, it doesn`t matter for the time being, whether it
is cyclical (short term, around 7 to 8 years in

duration) or secular (long term, 15 years plus – the
theory we subscribe to), as there are still further
substantial gains to be made.
Whereas financial headlines like, “the strongest start
for markets since 2003”, may have made many
investors worried about the durability and
sustainability of the gains, we prefer to look into hard
facts. Let us review the P/E ratio in the month of
January since 2003 to the present.

Price / Earnings Ratio (PE) (2003-2018)
S&P500 Index

Source: Bloomberg L.P.

We can see quite clearly that in 2003, for example, the
multiple on the market had been not exactly low and
remained at levels that may have concerned investors
for the next four years until they reached a point when

they looked quite attractive, signalling that, in fact, it
was high time to get out! The reality was that earnings
were increasing over that four-year period pushing
down P/E ratios steadily until earnings topped out.
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Global Earnings Revision Index (2000-2017)

Source: Bloomberg L.P.

Looking at earnings revisions, the set up suggests
pretty clearly that we are entering a period of higher

earnings and positive earnings revisions similar to
those we saw in 2003 and other periods.

I would like you to think in terms of…

Alice in Wonderland
No, I am not alluding to fairytales, but rather would
like to encourage you to look at things in a topsy-turvy,

upside-down and back-to-front way. Prepare for a
suspension of disbelief!

GDP per Capita in USD (1967-2016)
USA, Switzerland, Eurozone

Source: Bloomberg L.P.
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Is this for real? One way of looking at things may be
to assume that the European region has substantial
room to grow GDP per capita versus a country like
Switzerland, for example, which could make itself
uncompetitive if this number went substantially higher.

The same train of thought could be applied to
unemployment levels.

Unemployment Rate in % (2003-2017)
USA, Switzerland, Eurozone

Source: Bloomberg L.P.

How likely is it for the US or Swiss unemployment rates
to decline substantially from current levels whilst the

European, despite making substantial progress from
peak levels, could decline significantly further?

US equities versus Europe (1990-2018)

Source: Bloomberg L.P.

Although we have talked about it ad nauseam, the fact
is that the underperformance of European equities
versus their US counterparts has reached
unsustainable levels, and could be now finally at the

turning point, given the earnings outlook and the
more European friendly agenda driven by the French
President, Macron.
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Stoxx 600 Europe Index (earnings growth)

Source: Bloomberg L.P.

But what about the sell-off in the bond market?

Once again, we prefer to deal with facts.

Bond bear market?

Source: Bloomberg L.P.

In 2013, the US 10-year Treasury hit a 3% yield and
ended the year at the level. This was the truly

frightening result for equity markets (remember,
Europe was still in the depths of the Eurozone crisis).
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Back to the future?
Equity markets during last yield rise in 2013

Source: Bloomberg L.P.

Be prepared for gains in risk assets as good as last
year, and perhaps even better for an extended period
of time. Of course, the progress is unlikely to be linear.
However, we believe any dips (if there are to be any)
should be bought strongly.

Just as it is impolite to turn up too early to a party, it is
just as rude to overstay your welcome. And so, we
always keep one ear open to when and where the
music volume decreases.

The Navigator
has been written by:
Peter Ahluwalia, Partner
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 / © 2017 swisspartners Advisors Ltd. All rights reserved.
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