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Executive Summary

 The Fed has adjusted its expectations for inflation and started to discuss 

"tapering". The Federal Open Market Committee now projects the first rate 

hike in the next interest rate cycle as early as 2023 (instead of 2024 

previously).

 Stock markets are experiencing abrupt shifts in sentiment but remain resilient.

 The USD has made some gains, but these have not been large enough to 

suggest a new trading range. 

 With the pickup in real bond yields, precious metal prices have corrected 

sharply. 

 The chart on the left shows the development of US real GDP since 2007. It 

indicates the Covid pandemic has caused a much more dramatic economic 

collapse than the Global Financial Crisis of 2007/2008. 

 Governments reacted to the Covid economic crisis with unprecedentedly 

aggressive monetary and fiscal stimuli. As a result, the economic trough was 

reached as early as mid-2020, about half a year after the outbreak of the 

pandemic.

 Since June 2020, the economy has achieved a V-shaped recovery, albeit one 

with slightly weakening growth momentum.

 The orange arrow indicates the so-called "output gap", i.e., the gap between the 

potential growth path (see black arrow) and the reported one. This gap remains 

“large" despite the V-shaped recovery.

 But a sole focus on (percentage) growth rates means that important information 

is lost. Imagine you get a salary increase of 100%. Are you satisfied? The 

answer will depend greatly on your salary level. If you are only earning 1 Swiss 

franc, you will most probably still be dissatisfied. Levels are often critically 

important in assessing rates of change.

 There is still a long way to go before the economy and the labor market are fully 

"normalized".

 We expect the global economy to grow by around 5.0% in 2021.

 Ultra-expansionary monetary policy had little or no inflationary effect during the 

periods of lockdown because of the collapse in the velocity of money circulation 

that was induced by those lockdowns.

 Now, with the reopening of the economy, consumers can again spend on 

services like travel and hotels. This will tend to increase the velocity of money 

circulation, increasing the risks of inflation.

 The Fed has started to prepare market participants for a dialing back of its 

current expansionary policy stance.

2

The path to economic normalization: how far have we got? 
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US: Real GDP since 2007, US$ billion

Source: Refinitiv, Thomson Reuters Datastream
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The stimulus-induced V-shaped economic recovery has its downside

 We expect global economic growth of +5.0% in 2021. Our other main growth 

forecasts for 2021 are as follows: USA: +5%, EU: +3.5%, Japan: +2.5%, China: 

8%, UK: +5.5%, Switzerland +3%. 

 The $2.2bn infrastructure package proposed by President Biden in March was 

opposed not only by Republicans but also by some Democrat senators. A deal 

between the Biden Administration and a bipartisan group of senators has just 

been announced on a smaller package, nearly $1 trillion over 5 years and $1.2 

trillion over 8 years. However, there are several hurdles in the way of these 

proposals getting passed into law.

 We fear that the economic recovery could run into trouble within 2-3 quarters. 

 Fiscal and monetary stimulus have set peacetime records in 2020 and 2021. In 

turn, this has generated impressively high growth rates despite the lockdowns. 

But one of the basic rules on our planet is “there are no free lunches“. 

 The total bill to be paid for these stimuli, which are unique in their extent, is still 

unclear. However, the following issues are emerging:

 High money supply growth rates worldwide will lead to a global increase in 

inflation rates as the velocity of money circulation will no longer fall further 

once economies reopen. Meanwhile, central bank balance sheets and 

monetary aggregates continue to grow at double-digit rates.

 The over-indebtedness problem has worsened significantly on a global 

basis. As the debt pyramid has become even shakier, the need for a 

redistribution of wealth to the detriment of creditors and in favor of debtors is 

now even stronger than during the Global Financial Crisis of 2007/8.

 Decades of interest rate "manipulation" have created significant problems of 

"moral hazard", not least strong incentives to take on heavy, and in some 

cases unsustainable, debt burdens.

 The zero-interest rate policy has allowed fundamentally weak entities, and 

their economic activity, to continue. Logically, this has greatly reduced 

economic efficiency, labor productivity and potential economic growth.

 It is unclear whether an exit from ultra-expansionary fiscal and monetary policy 

will even be attempted in coming quarters, despite all the various 

announcements. If an exit is attempted, it will likely not succeed. 

Business cycle

Euroland: Composite Purchasing Managers' Index, last 3 years

US: Composite Purchasing Managers' Index, last 3 years
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Source: Bloomberg Finance L.P.
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Rising inflation rates trigger discussion on earlier interest rate hikes 

 Inflation stayed low during the pandemic despite the rapid rise in the money 

supply. This is only because the velocity of money circulation collapsed during 

the pandemic. A large part of the newly created money flowed into financial 

markets and was saved rather than spent.

 Stubborn inflation is always a monetary phenomenon. Bottleneck inflation (as 

currently seen in microchips) is a short-term problem. Therefore, one should 

not be confused by central bank statements seeking to blame a higher inflation 

rate on factors (high oil price etc.) perceived to be not under their control.

 The red line (blue line) shows the rate of money supply growth compatible with 

a 2% inflation target given realized rates of economic growth and money 

velocity (trend growth rates and trend change of money velocity).

 If the velocity of money circulation were to remain constant and the trend real 

economic growth rate was 3%, the money supply could "only" grow at 5% per 

year without threatening an inflation target of 2%. Currently, the M2 measure 

of US money supply is growing at around 20%.

 Thus, unless lockdowns or other disruptions lead to an even lower velocity of 

money circulation, we see a high probability of higher inflation rates.

 A significant increase in both reported and expected inflation has already led to 

the following monetary policy "modifications" out of the Fed:

 11 out of 18 FOMC members now expect at least 2 rate hikes by the end 

of 2023.

 7 FOMC members expect a rate hike already next year.

 The Fed unexpectedly raised two (not so important) interest rates – the 

“reverse repo rate" and the “interest on excess reserves rate".

 The Fed raised its inflation forecasts slightly. 

 The Fed will continue to buy $80 billion of government bonds and $40 billion of 

securitized mortgage bonds every month until further notice. 

 The Fed is slowly trying to prepare financial markets for a slightly less 

extreme, but still highly stimulative, monetary policy and faces an enormously 

difficult balancing act. The ECB and the SNB may also start discussions on a 

similar shift in monetary policy in the coming months. 

Monetary policy

US: Velocity of circulation, US monetary aggregate M2, since 2009

US: Money supply growth compatible with a 2% inflation target
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Source: Bloomberg Finance L.P., own calculations
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Asset classes – Bonds and equities

10-year government bonds, main markets, 5 years, yields in %

Equity markets, indexed performance, year to date
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The Fed begins to discuss "tapering"

 At the FOMC committee meeting in mid-June, the tapering of the bond-buying 

programs was apparently discussed for the first time. In addition, and in contrast 

with previous Fed communication, it seems the rise in inflation has been 

stronger than expected. Therefore, estimates for the development of key interest 

rates (the dot plots) moved upwards modestly. 

 In this context we saw a flattening of the yield curve, with yields rising slightly at 

the short end and a significant drop in yields at the long end, especially for 30-

year maturities. 

 While the information put out by the Fed post the FOMC meeting came as a 

surprise to bond markets, the sharp drop further out along the yield curve 

suggests investors now believe that possible inflation-induced rate hikes will 

weaken the economy to such an extent that QE will have to be continued.

 In order not to lose control in such a scenario of stagflation, the Fed is likely to 

be forced into a policy of yield curve control. In the long run, central banks, in 

cooperation with finance ministries, are interested in "inflating away" immense 

national debts.

Resilient equity markets 

 The results of the FOMC meeting also led to a flare-up of volatility in stock 

markets although the performance of the major indices indicates that the 

situation soon calmed down again. 

 Beneath the surface we see certain shifts. Cyclicals, commodities and banks 

(the reflation trade and the outperformers in recent months), have been trimmed. 

By contrast, stocks with a “long duration”, e.g., large caps in the 

tech/communications sector or utilities, have profited.

 Overall, it seems to us that there is quite a lot of skepticism on the part of many 

equity investors. This can be seen, for example, in the strong "skew" in the 

options sector: “put” options on indices are significantly more expensive than 

“call” options. Add to this the apparent underweighting of hedge funds 

(especially in the tech sector) and the result is that, for the time being, markets 

seem to have some protection against strong setbacks.

 We remain positive on equities, as their attractiveness as real assets and as a 

source of income (dividends) remains unbroken in the medium term. 

Consequently, we view setbacks on the stock markets as opportunities for 

additional purchases. 
Source: Bloomberg Finance L.P.
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Asset classes – Currencies and other assets

USD/CHF, last 2 years

Gold price in US$ per ounce, last 5 years
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USD reacts to FOMC meeting 

 The US dollar has reacted in a classic fashion to the statements from the June 

FOMC meeting. The shift to a flatter yield curve with somewhat higher yields at 

the short end has helped the US currency to gain around 2%. This would not 

normally be anything special but may be worth noting given recent rather stable  

currency markets. 

 The Chinese central bank (PBoC) is not unhappy with this dollar rise as it 

removes pressure that had arisen due to the rising renminbi. However, the 

PBoC remains on balance restrictive and will probably continue to play its role 

in the Fed/PBoC "tandem". This in turn gives the Fed leeway should it wish at 

some stage to move in the direction of tightening.

 We do not expect the USD to move substantially out of its downtrend. And we 

expect the price channel against the CHF (0.88/0.94) to continue. 

Gold comes under significant pressure

 The gold price came under significant pressure after the US central bank 

meeting in June. Unfavorably received was the mix of a) falling nominal 

yields, b) falling inflation expectations and c) a rising US dollar. The fall in 

the gold price has had a reflection in falling prices for cyclical commodities 

such as copper, industrial metals, lumber, etc.

 We continue to expect a scenario of controlled yield curves coinciding with 

rising inflation (= negative real interest rates). This is the obvious 

environment in which central banks can inflate away the burden of 

government debt. Such an environment should see a boost in the demand 

for gold and other precious metals.

 For investors who believe perpetual and accelerating inflation will undermine 

confidence in fiat currencies, physical gold as a real asset provides portfolio 

protection unlike any other asset. 

 We continue to view current gold prices as a buying opportunity. We also 

consider gold mining equities attractive. The major producers have healthy 

balance sheets after years of consolidation in the industry and have strong 

leverage to a rising gold price. 

.Source: Bloomberg Finance L.P.
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Disclaimer

Produced by Investment Center Aquila Ltd.

Disclaimer

Information and opinions contained in this document are gathered and derived from sources which we believe to be reliable. However, we can offer no undertaking, representation or guarantee, either expressly or implicitly, as to the reliability, 

completeness or correctness of these sources and the information provided. All information is provided without any guarantees and without any explicit or tacit warranties. Information and opinions contained in this document are for information 

purposes only and shall not be construed as an offer, recommendation or solicitation to acquire or dispose of any investment instrument or to engage in any other transaction. Interested investors are strongly advised to consult with their 

Investment Adviser prior to taking any investment decision on the basis of this document in order to discuss and take into account their investment goals, financial situation, individual needs and constraints, risk profile and other information. We 

accept no liability for the accuracy, correctness and completeness of the information and opinions provided. To the extent permitted by law, we exclude all liability for direct, indirect or consequential damages, including loss of profit, arising from 

the published information.
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Investment strategy for 
the 3rd Quarter 2021

Investment Strategy

Meeting of the

Investment advisory
commitee:

16.06.2021
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Liquidity 10% 0% 8% 0% 7% 0%

Bonds 50% 0% 30% 0% 15% 0%

incl. Bond Funds

O
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ve

Stocks 20% 0% 50% 0% 65% 0%

incl. Stock Funds + ETF

Others 15% 0% 12% 0% 13% 0%

Real Estates, Commodities, Gold, 
Structured Products, Alternatives 
etc.

100% 100% 100%

Additional Parameters

Reference currency: Swiss Francs (CHF)

Currency allocation:
CHF (Reference currency) min.  50 %
EUR,USD max. 20 %  each
GBP max. 15 %
Other max. 20 % 

(per currency max. 10 %)

Variations of +/- 5 % are possible
for the various investment categories.

The rise of the stock markets has continued almost unabatedly. The SMI ended
the 2nd quarter at 11,943 points, which amounts to a quarterly increase of
8.11%. The SMI has thus risen by 11.6% since the beginning of the year,
placing it midfield as compared to the leading international indices. The half-
year ranking is led by the S&P 500 and the Euro Stoxx 50, each with +14.4%,
closely followed by the German stock index DAX (+13.2%). The British FTSE 100
(+8.9%) is almost at the same level as the Swiss stock market. Although the
Asian markets ranked at the bottom of the list, they still showed a positive
development. In general, we expect uncertainty on the stock markets for the
third quarter of 2021. The Biden administration's extensive investment
program is being met by investors' fears of inflation. Nevertheless, any pull-
backs can be used as buying opportunities.
The inflation increases in the US, however, were unable to impress the Swiss
National Bank (SNB). At its June assessment, the SNB left the key interest rate
at -0.75%. For the coming quarters, no significant interventions on the foreign
exchange market are expected.
The SNB is banking on strong global growth in the third quarter, and has raised
its forecast for Switzerland’s GDP growth in 2021 from 2.5%-3%, to 3.5%.
We think that the pandemic will keep us in its grip for a long time to come, and
that we need to find out how to live with it. We believe that people are
learning to cope with the pandemic. An expected 4th wave should not have
any significant impact on the economy, thanks to the vaccinations.
We wish you a nice and warm summer.


