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The Good, the Bad and the Ugly

This is the title of the famous spaghetti western produced in 1966 by Sergio Leone, which is considered to be the
film that propelled Clint Eastwood to worldwide fame. It is also viewed as one of the best and most influential
westerns of all time. The term spaghetti western refers to the sub-genre of westerns that were produced in
Europe —in this case at the Cinecitta studios in Rome, Italy.

This rather neatly ties in with my recent trip to Rome, where there were many sights that caused me to reflect.
Looking at the countless statues of emperors and famous figures, the faces were of course different but the
bodies were all the same — a perfect torso with a six-pack. | seriously doubt that ancient Romans were avid gym-
goers, so perhaps this was the historic equivalent of Photoshop.

There were also many strange-looking bathtubs around the city, which were in fact coffins that had holes drilled
into them. This was because Roman society became so lazy it allowed the knowledge and craft involved in
fabricating a bathtub to die out. The Colosseum is now widely recognised to have been used as a distraction to
pacify the population in the face of problems in Roman society. | can’t help but wonder if the modern equivalent
is social media, TikTok, reels and the like.

Some people believe that artificial intelligence will surpass human intelligence in a few years’ time as we move
towards AGlI (artificial general intelligence). To my mind this raises more questions than answers. | assume that
the intelligence level will be in line with that of conventional thinking, and that AGI will struggle to think
unconventionally. | also seriously doubt that it will have the creativity required to produce such works of art as
the paintings on the ceiling of the Sistine Chapel.

At the moment we find ourselves in a type of Al arms race, with many people making the excuse that if we don’t
press ahead, someone else will. Shouldn’t we be pausing to ask some fundamental questions? After all, once
things are invented there is no going back — even if you regret them (just watch Oppenheimer).

Once Al gets to a conventional level of thinking superior to our own, will it be our friend, will we still be in control
and can we trust governments to use it appropriately? Of course, as human beings our intelligence develops over
many years, learning what are quite frequently hard lessons from our experience. Hopefully, this teaches us the
concept of responsibility. If, however, knowledge is given to us instantly, is this healthy? If you taught your kids
to drive at the age of five, would you give them your car keys? If you taught them how to shoot, would you hand
them a loaded gun? Of course, everyone seems to have also glossed over the environmental impact of running
a search using Al, but many people are quick to condemn other inventions like the internal combustion engine.

There are more questions than answers, but we should be taking the time to think about them. Turning to the

financial markets, there are many good, bad and ugly things at the moment, perhaps more so than usual. We
expect these crosscurrents to cause turbulence and instability.
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In the US we now have certainty about the smooth transition of power to a new administration. Animal spirits

seem to have taken hold, with markets reacting well to the new agenda.

Along with tax cuts, deregulation (within common sense limits) and government accountability in terms of where
taxpayers’ money is spent are market-friendly buzzwords. While it has slowed a touch, the US economy is still in
good shape. Inflation has moderated from peak levels and the labour market has cooled a little, but it is still

pretty much at full employment.

We are also due more certainty on the old continent as the elections in Germany and France could pave the way

for more business-friendly administrations alongside greater deregulation and accountability.

European Stocks See Best Start to a Year Since 2000
Currency-adjusted performance gap through Feb. 6
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Source: European Stocks See Best Start to a Year Since 2000, 2000-2004, chart by Bloomberg

While many market participants have been surprised by the performance of European equity markets so far this

year, we believe there is further to go.

Regional Equity Fund Flows
Continued outflows in Europe-only equity funds
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Source: Regional Equity Fund Flows, 2024-2025; chart by Citi Research, EPF

swisspartners Advisors Ltd. | Am Schanzengraben 23 | CH - 8022 Zurich | swisspartners-advisors.com



L

swisspartners thenavigator
Advisors Winter 2025

We believe that much of the recent outperformance has been due to a partial covering of short positions held
by investors in European markets, where there seemed to be an incessant flow of negative news. Most investors
seem rather sceptical, which is a great contrarian indicator, and we expect further short covering to take place,
eventually followed by the first real inflows into European equities.

While we expect little downward movement in US interest rates, the ECB still has scope to cut rates further.
Combined with the easing of some rules like the German debt brake, this could easily lead to a sustained rally.

The resolution of geopolitical conflicts such as the Russia-Ukraine war could see many European companies
benefit from the subsequent reconstruction. However, the psychological impact on European consumers could
well be just as important.

With the average household savings rate in Europe close to 16%, people might well feel a little better and spend
some of those savings as the picture looks less bleak.

Having only recently surpassed their 1999/2000 peaks, European equities have spent two decades in the
wilderness.
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Source: SX5E Index, 1998-2024; chart by Bloomberg
Despite having risen, valuations of European equities still look favourable when compared to their US

counterparts — the Euro Stoxx 600 is trading at a PE of 15.4x with a dividend yield of 3.14%, versus a PE of 25.37x
and a dividend yield of 1.26% for the S&P 500.
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And in what is perhaps one of the more surprising developments, European earnings revisions have turned
positive compared to those of their US counterparts.
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Earnings Revisions Are Positive in Europe
Citigroup Europe ex-UK Earnings Revisions Index
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Source: Earnings Revisions Are Positive in Europe, 2024-2025; chart by Bloomberg

The Bad

After almost two decades of US S&P 500 stock outperformance versus global equities, when you are priced for
perfection within a market, quite often anything less than beating that metric can cause problems.
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P/E ratio (NTM) Q9% 5%
CAPE ratio 98% 1%
Dividend yield 99% 1%
P/Sales ratio 99% 0%
P/Book ratio 100% 1%
Qratio 99% 1%
Buffett ratio (Market cap/GDP ) 97% 1%
Average household equity allocation 99% 3%
S&P 500/M2 money supply ratio 100% 2%

Source: Hulbert Ratings

Source: US S&P 500 valuation metrics since 2000 compared to beginning of US bull market in 2009, table by Hulbert Ratings.
There is of course also the problem of ownership of US stocks — not just by US asset managers and households,

but also by the global investment community — as the US has been pretty much the only game in town for what
seems like forever.
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Interest rates in the US seem unlikely to come down and could even increase due to policies such as immigration
curbs and tax cuts.

The combined value of the Magnificent 7 stocks now exceeds the value of the entire stock markets of Japan,
Germany, the UK and India combined. Yet the earnings of the Magnificent 7 are only about one-fifth of earnings
in these markets.

The level of US government debt is another area of concern and one which is starting to gain more prominence
in the headlines. Current levels are at those seen in 1975, and with tax cuts in the region of USD 10trn being
promised, the forecasts don’t look encouraging.

US debt to grow twice as fast as economy

Debt as a share of GDP, actual and forecast
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Source: US debt to grow twice as fast as economy, 1900-present; chart by US Government Accountability Office

The Ugly

While many of the bad points we have discussed could turn ugly, perhaps the closest to doing so at this point in
time is tariffs.

We talked about tariffs in comprehensive detail in previous Navigators during 2018, but the one common
denominator is that they have always turned out badly at the ballot box for the political party that has
implemented them.

While economic protectionism is easy to sell to disenfranchised segments of society, the resultant increase in
prices and inflation eventually take their toll. President McKinley’s extremely high tariffs of close to 50% were
highly popular at the beginning (especially given that the US was then in an era of no income taxes) but the
eventual increase in prices was not.

The Smoot-Hawley Act of the 1930s is now seen as a contributor to the Great Depression and backfired
dramatically when the rest of the world pushed back hard against it, forcing the US to back down. The tariffs
were so hated that the incumbent political party was kicked out and failed to regain power until many election
cycles later.

Judging by the initial reactions of Canada and Mexico, any countries that have tariffs imposed on them are likely
to retaliate, and there is a very real possibility that they could collude together to promote a boycott of US goods
as well as, perhaps, anti-US sentiment. This is something we pray does not happen. We have already started to
see an increase in global trade excluding the US, and while the US is still important in terms of trade, its global
share has now been eroded to 20%.
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The Navigator has been written by:
Peter Ahluwalia
Chief Investment Officer

Disclaimer

Important Information

The information in this material has been approved by swisspartners Advisors Ltd. (“swisspartners Advisors”). As a firm providing
discretionary asset management services, swisspartners Advisors is authorized under the Swiss Financial Market Supervisory
Authority (“FINMA”) as portfolio manager and 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 several risk factors, including but not limited to market, interest rate, credit,
prepayment, liquidity, volatility and currency risks as well as other circumstances such as changes in interest rates or foreign
exchange rates, securities prices or market indexes, operational or financial conditions of companies or other factors. This list is not
exhaustive and you are strongly encouraged to consult with a qualified legal, tax and financial advisor before making any investment
decision. Investors assume all risk and some or all of the amount invested may be lost.

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.

For more information, please visit our website at www.swisspartners-advisors.com | © 2025 swisspartners Advisors Ltd. All rights
reserved.
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