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"Monetary policy is expected to tighten in the coming period. Major central banks have started or announced tapering of bond purchases," says Christel Rendu de Lint. A. CRINARI / KEYSTONE

The recent worsening of the Corona
crisis by Omikron has unsettled the
markets. However, many investors
follow the motto "buy the dip" - they buy
when prices have fallen somewhat.
What can shake investors' confidence in
the long term?

Christel Rendu de Lint: I don't think the
uncertainty is over. After all, there is
still a lot we don't know about the new
virus variant. But the market is
becoming more resistant with each
corona episode. In a catastrophe
scenario, the virus would spread even
faster and have an even greater
impact, and there would be little that
monetary policy could do about it. For
me, however, this is very unlikely. The
new virus variant increases volatility in
the short term, but the "buy the dip"
mentality will continue for the time
being.

How do you assess the current mood on
the stock market, Ms. Seiler?

Katharina Seiler: Investors have now
become accustomed to the fact that
prices are rising. But that is not the
normal case. Rather, it is healthy for
them to consolidate to a certain extent.
Since the pandemic will stay with us,
prices are likely to remain volatile for
the time being. However, we are
continuously learning and are much
further along than at the beginning of
the crisis. For example, countries react
much faster to a new variant of the
virus. As long as the economy is not hit
very hard by the Corona crisis, the
mood on the stock market will remain
positive.

Mpr. Hartmann, what reactions have you
noticed from your customers?

Daniel Hartmann: The trigger for the
latest setback was probably that the
situation had already deteriorated
beforehand. The new Corona wave is
worse than originally thought. In this
respect, many of our customers are
nervous about the high valuation
levels and are wondering whether it
makes sense to enter the stock market
now. If the new viral variante were to
undermine vaccination protection,
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a new vaccine would have to be
developed, and the economy would be
paralyzed for months. But the
pandemic will probably weaken early
next year, and time is running out for us.

Mpr. von Ah, the stock markets are very
highly valued. In the meantime, you
can see a clear bubble in individual
markets, for example in meme stocks,
spacs or cryptocurrencies. Is this
comparable to the time before the
dotcom bubble burst in the early
2000s?

Roman von Ah: The markets are not
overvalued across the board. The USA
is the only market that I would
describe as sportily valued. If I look at
other countries and the realized
earnings of the companies, the
valuation is slightly above average. In
contrast to the dotcom boom of the
1990s, the big technology companies -
Facebook, Amazon, Apple, Netflix,
Alphabet - are delivering really con-
vincing profits today. The high
valuations are supported by earnings
growth. I can well imagine that stocks
in general will achieve almost double-
digit performance next year and the
year after. The new omicron version
does not change the big view on the
markets - even if there are new
restrictions on freedom.

Ms. Rendu de Lint, what consequences
would lockdowns and border closures
have for the markets?

Rendu de Lint: I don't think we're
going back to where we were in 2020.
After all, that was complete
uncertainty, and the plug was pulled
on the economy virtually overnight.
Now we know what we're up against.
Omikron is a derivative of the previous
virus variants. If the new variant were
very dangerous, a major lockdown
might be necessary. But that doesn't
look very likely at the moment.

Assuming that more restrictions are
now imposed and the economic

growth is weakening. Will inflation,
which has risen sharply recently, fall
again?

Seiler: We expect inflation to remain
at a higher level than before the
Corona crisis. The pandemic has
raised awareness of the importance of
environmental protection and social
standards. The issue of sustainability is
more present than ever. As a result, we
will continue to see high prices. At the
same time, people are no longer
willing to work for a starvation wage.
We can see this in the USA, where
there are 7 million jobless workers and
11 million job offers. The wage
increases from this year will be
maintained. This also speaks for a
higher level of inflation.

Mr. Hartmann, how do you see
inflation developing?

Hartmann: Inflation is here to stay. In
Europe, inflation rates are likely to
settle at over 2% in the next few years,
in the USA at over 3%. The cost
pressure we are now seeing has not yet
been passed on to the end consumer.
Many consumer goods manufacturers
have only announced higher prices for
next year. Or take gas and electricity
prices, in Germany these will not
really rise until next year. The supply
bottlenecks that we are seeing now
will also not disappear so quickly.
There are many indications that we are
currently experiencing a structural
break. Due to demographic change, the
number of people in work is shrinking
worldwide. This points to rising wage
growth. Fiscal policy is also likely to
remain very expansionary.

In Switzerland, you don't see much
inflation yet. How do you assess the
situation in this country from an
investor's perspective?

von Ah: Fortunately, in Switzerland we
have a bit more of a market economy
than in the surrounding countries.
Here, controlled price influences
cannot have such an impact. In
Switzerland, there is more of a
deflation problem than an inflation
problem. This is due to the
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strong demand for the Swiss franc,
which is seen as a safe haven. I agree
with the assessment that we will see a
level adjustment in inflation and that
this will continue into next year,
possibly even into 2023. Seen
internationally, inflation at least
reduces a major problem, namely that
of real government debt.

Rendu de Lint: I am not particularly
concerned about inflation. Since the
financial crisis, virtually no
industrialized country has managed to
reach the inflation target of its central
bank. These structural tendencies are
still present, but no longer visible.
There is a cyclical aspect to the current
development of inflation, and growth is
now weakening. There were also one-
off effects such as supply chain
disruptions, less wind, etc., which are
also diminishing over time.
Hartmann: | see it differently. Who
would want to invest in fossil fuels
now without political support? In
recent years, too little has been invested
in coal, gas or oil exploration. That's
why prices are rising now, and that
won't change in the next few years. The
inflation pressure will remain high. This
can also be seen on the capital market.
Inflation-linked bonds are among the
bonds that have performed best this
year.

The crisis has demanded global trade,
but wasn't it already scaled back before
the pandemic? Is there a geopolitical
shift beyond the Corona crisis?
Hartmann: Deglobalization is
definitely also a reason for inflation
pressure. Companies are now looking
to make their supply chains more
secure - risk considerations are coming
to the fore and causing production costs
to rise.

Seiler: Over the past 20 years, we
have talked a lot about outsourcing. In
the meantime, it has become a
sensitive issue. If companies cannot
control their supply chains, this is a
big risk for their reputation. This leads
to a certain reversal of the outsourcing
trend.

In recent years, the central banks have
intervened heavily in the financial
markets and pursued a very expansive
monetary  policy. How  will  this
continue?

Rendu de Lint: A tightening of
monetary policy is to be expected in
the coming period. The most important
central banks have begun or announced
tapering of their bond purchases. It is
therefore realistic to expect interest
rate hikes. The Bank of England is
likely to be the first to raise rates, and
it will probably be followed by the
Federal Reserve next year. The
markets should be able to cope with
this. The inflation is higher than the
central banks expected. But they do
not want to stifle the economy.

In the past, central banks have always
cushioned stock market setbacks with
liquidity injections. Will this policy
come to an end, or will it continue?

von Ah: In the U.S.A., the Federal
Reserve will cut back on bond
purchases, and a small interest rate
hike is likely to follow next year.
However, I am very skeptical about the
European Central Bank's ability to act.
With its monetary policy, the ECB has
maneuvered itself into a corner where
it can no longer do anything sensible.
With Italy, we have an important
country that is hardly in a position to
support higher interest rates. The ECB
representatives' response to this is to
keep interest rates low, even though
they should be rising in view of
inflation rates. The only way out that I
can see would be the dreaded
communalization of sovereign debt in
Europe. Then the interest rate level
would be borne jointly by all countries,
which would be a kind of subsidy for
interest rates in the southern European
region. It is conceivable that the euro
zone is facing a quarter of a century of
persistently low interest rates. After
deducting inflation, the

"Companies are looking
to make their supply
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coming to the fore,
driving up production
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real interest rates are negative, and
financial repression is perpetuated.
This leads to a massive devaluation of
income and savings.

Hartmann: Yields in the euro zone
will rise. Up to now, central banks
have had a free lunch. They could
always make monetary policy more
expansive because inflation was not in
sight. But that has changed. If we see
next year that the inflation rate is not
falling so quickly after all, then the
pressure will increase on the ECB to
reduce its securities purchases and
prepare a key interest rate hike for
2023. The Italy problem is not as big as
described. It will take a while before
yields reach a point where they
become dangerous for the country. Italy
will still benefit from the low interest
rate environment next year, and growth
in the Italian economy will also be
boosted by the reconstruction fund. In
the coming years, nominal growth in
Italy will be quite high, and tax
revenues will also pick up. This will
enable Italy to cope with a slight rise in
interest rates and still reduce its debt.

What does that mean for the franc if the
ECB remains expansionary?
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von Ah: If the ECB can't raise interest
rates, then neither can the SNB. We
have an inflation differential of 2 to 3
percentage points per year, so the
franc is likely to rise at this rate. The
current strengthening of the franc is
nothing other than the cumulative
inflation differential of the past few
years. There are incentives to put
money into this strong currency. Of
course, this is difficult for the SNB.

For Swiss investors, does that mean it's
best to stay in francs?

von Ah: Yes, of course. But that was
already the case before. The home bias
in Switzerland has always been the best
thing you could do as a Swiss investor.
Rendu de Lint: It's difficult to come
up with a general rule here. One of the
reasons for the strong franc is inflation
differentials, and the upward pressure
on the franc remains. A Swiss investor

who diversifies in terms of the
currencies in his portfolio risks
suffering additionally in a crisis

situation, because the franc acts as a
safe haven.

Central banks have increasingly
politicized the markets. Will investors
soon lose confidence in central banks?
Seiler: 1 would compare the central
banks' approach to the prescription of
a drug. Only the symptoms are treated,
not the causes. The patient is kept
alive - no matter what the cost. The
side effects are then treated with new
drugs. In Europe in particular, the
ECB has its back to the wall - also
because the indebtedness of individual
countries is too high. In addition, the
central banks are constantly taking
over new areas. Originally, the focus
was on inflation and employment, but
now they also want to control "green"
investments, for example.

Hartmann: We can only wish for
inflation. Then the central banks would
be forced to raise interest rates, and we
would get out of the dilemma. But if
key interest rates remain at the current
level and a new recession is on the way,
then it will be problematic, and the
credibility of the central banks will be
further damaged. We already saw
during the last economic tightening that
the ECB cannot lower interest rates
any further.

Mpr. von Ah, you mentioned the topic of

financial repression earlier. How will
this manifest itself for private investors?
von Ah: With negative interest rates
and inflation, savings books are
guaranteed to destroy capital. An
alternative could be bonds, but the
situation is no better with negative
interest rates up to a term of 15 years,
and inflation still has to be deducted.
Over ten years, this results in a real
loss of value of 20%, even with Swiss
bonds. In addition, the Swiss Bond
Index shows interest rate sensitivities
that have not been seen for 30 years.
The lower the interest rate, the higher
the duration - this is a hidden interest
rate risk. At under-
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"A pure equity portfolio
offers different sources of
return - but no
diversification."

Christel Rendu de Lint

In addition, zombie companies,
which only survive because interest
rates are at zero, should be avoided.
Real estate could be interesting, but
large investors are also desperately

looking  for  positive  returns.
Theoretically, 2.5% would be
feasible. In bidding competitions,

however, the prices of properties that
promise a positive return are driven
up. The private investor can only buy
real estate funds, which have a
premium of 35% to 40%, and thus
hardly achieve any returns. The only
solution is a conservative, diversified
equity portfolio.

Then we are already in the allocation of
fixed assets. Have bonds really become
a no-go for private investors?

Seiler: Despite the low interest rate

policy, we  are  sticking to
diversification as a matter of principle
- even if that sounds almost

longwinded. In the fixed-income
segment, if you still want to make
money, you have to move into the
high-yield segment and emerging
markets. For this reason, equities
remain the most important asset class
for us. A lot depends on how high
inflation will be in the coming years.
In the years
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From 1965 to 1982, U.S. inflation
averaged 6%, and valuations fell
sharply over this period. The price-
earnings ratio in the S&P 500 fell
from 20 to

We do not expect such inflation, but
assume that valuations will no longer
widen. In such an environment, value
stocks can do better than growth
stocks.

Rendu de Lint: For us, too, equities are
the preferred asset class. It is still
possible to find returns in certain niches
in the fixed-income sector. But the
problem is that the classic private
investor portfolio no longer works. In
the past, for example, an American
invested in U.S. equities and U.S.
government bonds. This provided
diversification, because usually when
one asset class took a loss, the other
performed well. Today, investors have
to pay something for the insurance
provided by bonds. But the hedge still
works. Last Friday, when equity
markets plunged after the Omikron
announcement,  government  bonds
rallied. It is also important to keep in
mind that a pure equity portfolio offers
different sources of return - but no
diversification.

Von Ah: High-quality bonds are the
only safe haven. The question is: "How
much security do I want at the price of
a real loss of capital? One should -
besides owner-occupied real estate -
whenever possible invest diversified in
simple investment instruments such as
stocks, cash and safe bonds.
Investment alternatives are side events
that do not make the roast fat.

Sustainable investments, also known as
ESG, have become an important
development in securities portfolios. Is
there an increasing demand for these
from customers?

Rendu de Lint: Yes, although there
are regional trends. In Europe, a
majority of customers are actively
asking for this - more so than in the
US. The tide is lifting all boats, and
the trend will continue. Classic asset
management skills are in demand. It's
not just about being sustainable, you
also have to perform well. You will
soon no longer be able to differentiate
yourself with ESG alone, but it will be
a general requirement.

The conclusion of the conversation is
that there are few attractive investment
alternatives apart from equities. Could
you explain how much you invest in
equities and in which ones?

Rendu de Lint: The proportion of
equities depends on the customer's risk

capacity. It is difficult to give a
number, but equities should be
overweighted. We still prefer US

equities because of the profit potential
and higher stability after peak growth.

Seiler: Stocks remain ageless in the
long term. I am an equity fund manager
and fully invested. 2022 will be a year
of stock picking. Valuations can no
longer be expected to de- crease, so
we are focusing on companies that can
still accelerate their earnings growth.
ESG is also an important aspect and
gives an advantage to those companies
that get on track ahead of time.
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