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Executive Summary

 The behavior of bond markets will likely force the Fed into a more decisive 

policy response.

 The process of rotation within stock markets looks set to continue.

 The US dollar continues its slight upward trend.

 Precious metal prices will gain significantly if central banks commit to a policy 

of yield curve control. 

 The chart on the left shows in blue the market capitalization of the STOXX 600 

Auto & Parts index and in red the market capitalization of Tesla. Both series are 

in millions of US dollars.

 Currently, Tesla has a market capitalization twice as high as that of the entire 

European car industry. But is Tesla really much more valuable than all Europe’s 

carmakers and auto suppliers combined? And can Tesla generate a more 

valuable future dividend stream (adequately discounted) than the entire car 

industry of an entire continent? 

 There has been some movement in relative market capitalizations over the last 

few weeks. Tesla's fell noticeably, while that of the European Auto and Parts 

index rose slightly. The following companies are included in the STOXX 600 

Auto & Parts index: Faurecia, Michelin, Renault, Ferrari, Valeo, Porsche, 

Stellantis, Nokian, BMW, VW, Daimler, Continental. 

 Those car companies that have announced they will focus on electric and 

hydrogen vehicles in the future and have delivered an "Elon Musk-like" 

marketing show have been able to show big gains in their stock market 

valuations in recent months.

 An example here is VW, which has announced it will discontinue the 

development of new combustion engines and focus on electric and hydrogen-

fueled cars. 

 We think the battles for supremacy in electric mobility and autonomous driving 

have just begun. In these battles, some European car manufacturers will likely 

be important players. 

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

 US economic lockdowns are being scaled back rapidly due to the significant 

decline in caseloads. 

 Europe, excluding the UK, is seriously lagging in its vaccine program and case 

numbers are rising once more. Given this, lockdowns are being extended or 

even reintroduced.

 The US is deploying much greater fiscal stimulus in response to the pandemic 

than Europe. 

 Given all this, an economic recovery in the US is likely to start around 1-2 

quarters earlier, and to be much stronger in its initial phase, than in Europe.
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Is the entire European car industry really worth less than Tesla? 
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Market capitalization of Tesla and of the European automotive industry

(in Mio. $)

Source: Refinitiv, Thomson Reuters Datastream
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Fiscal policy at full throttle 

 We expect global economic growth of 5.0% in 2021. Other key 2021 growth 

forecasts are as follows: US :+5%, EU: +3.5%, Japan: +2.5%, China: 8%, UK: 

+5.5%, Switzerland +3%. 

 The pandemic will have a deeper impact in Europe (excluding the UK) than in 

the US. In many EU countries there is a shortage of vaccines and distribution is 

bureaucratic and very inefficient. In the US, the vaccination rollout has gone 

much more smoothly and President Biden’s goal of having all adults eligible for 

at least one vaccination by May 1st looks achievable. This will probably prevent 

the US from experiencing a third wave of infections. In the EU, however, a third 

wave looks to have already begun and the EU will likely have difficulty in 

achieving its goal of vaccinating 70% of all adults by September 21st. 

 Fiscal policy in the US is much more aggressive than in Europe. We also note 

that many, especially younger, Americans have used their stimulus checks for 

stock market speculation during the lockdowns. A study by Deutsche Bank 

showed that (with spending on services still constrained) US online brokerage 

customers invested, or planned to invest, almost 40% of the stimulus checks 

they received in equities. Once restaurants, cinemas and travel destinations 

open up again, some will harvest stock market profits to fulfil their consumption 

wishes. 

 The “growth gap” between the US and Europe will continue to widen in coming 

quarters. The percentage of capacity that is idle is expected to be twice as high 

in Europe compared to the US this year. 

 The University of Michigan’s index of US consumer sentiment reached 83 in 

March, its highest reading since last April. 

 Significantly better growth prospects and pronounced optimism in the US are 

also reflected in a markedly steeper US yield curve and the recent relatively 

steep rise in US long-term interest rates.

 The Biden Administration is already working flat out on its next package, which 

will not be about responding to the virus but will seek to address climate change 

and America’s ailing infrastructure. Reports suggest the Administration aims to 

have the package passed by end-September. The bulk of the massive spending 

programs likely to be proposed will have to be financed by the “printing press" 

as planned tax increases (i.e., the rise in the corporate tax rate from 21% to 

28%, higher capital gains taxes and a more progressive income tax) will not 

yield anything like the revenues required. 

 The medium-term economic outlook in the US is better than in Europe but the 

Federal budget situation is likely to be worse than in most European countries.

Business cycle

COVID-19: Vaccine doses administered per 100 inhabitants

US consumer sentiment indices, since 1991
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Source: https://ourworldindata.org/covid-vaccinations, Bloomberg Finance L.P.
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A steepening US yield curve and the rise in long-term rates are worrisome 

 Due to the rapid easing of restrictions, the US is seeing a strong increase in 

the hitherto pent-up demand for services and thus an increase in the velocity 

of money circulation could develop. As the new money created by the Fed 

starts to impact spending a temporary rise in inflation to over 3% is likely. Price 

components of the Purchasing Managers' indices have in recent months 

already shown a steep rise. Investor inflation expectations, as revealed in the 

bond market, have also risen significantly.

 The Fed and the US Treasury will classify any rise in inflation as "temporary", 

while pointing out that the Fed’s inflation targets have been undershot 

significantly for years. Both institutions have a vested interest in investors 

underestimating inflation. That way, the huge budget deficit can be financed, 

and legacy debts refinanced, at lower interest rates, i.e., or more cheaply. The 

statements of Fed Chair, Powell and Treasury Secretary, Yellen should be 

viewed in this context. It is also somewhat strange that Ms. Yellen goes 

beyond her traditional Treasury remit, scattering statements on inflation and 

other central bank topics with the same frequency as high-ranking Fed 

representatives. All this illustrates once again how closely the Treasury and 

the Fed work together, i.e., the extent to which fiscal and monetary policy now 

merge in the US.

 Financial markets are worried about the rapid rise in US long-term interest 

rates. Fed Chair, Powell has once again has made it clear that, not only will 

interest rates remain low for the foreseeable future, but also that the Fed's 

security purchase programs will continue. Nevertheless, we suspect such 

verbal attempts to influence investor expectations will not be enough in the 

long run. Sooner or later, financial markets will force the Fed and other central 

banks to act more decisively against rising long-term rates, increasing the 

proportion of security purchases at the long end of the yield curve or 

introducing controls over the entire yield curve. 

 The Fed has decided against extending the exemptions for banks that have 

allowed them to reserve less capital against certain transactions and positions, 

something that will make bank “own capital” scarcer. As a result, banks may 

be less willing to hold government bonds on their balance sheets. This 

suggests pressure on the Fed to buy government bonds even more 

aggressively in future. 

Monetary policy

USA: Fed balance sheet (in $ billion), since 1997 

Steepness of the US yield curve (10-year yield minus 3-month yield), since 1971

Aquila Ltd, Bahnhofstrasse 43, 8001 Zurich4

Source: Bloomberg Finance L.P.
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Asset classes – Bonds and equities

10 year government bond yields in %, last 5 years

Equity markets, indexed performance, year to date
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Yields consolidate for the time being 

 A consolidation in bond yields has emerged in recent trading following a period 

in which they had risen across all major regions. Markets have taken their cue 

from Fed Chair, Powell's post-FOMC meeting comments that "some inflation" is 

good and that the necessary instruments ("tools") are available to curb too 

strong a rise in yields.

 Despite this hint of YCC (yield curve control), the markets will continue to try to 

push yields up and force the Fed to respond more decisively. A chance to do 

this occurs almost every week, because the US Treasury now auctions 

immense quantities of paper with different maturities due to the gigantic 

financing needs of the Federal government. In the week ending March 26th for 

example, about $180 billion worth of 2, 5 and 7-year bonds were auctioned. 

Especially for the longer dated bonds, the appetite was notably lower than long-

term averages.  

 Many investors are now starting to key anticipate key Fed decisions as to the 

way, and at what yield levels, YCC will be introduced. Once this is known, 

current uncertainty in the markets should be reduced, which would be positive.

Continued rotation within the equity markets 

 There have been rotations within the equity markets in recent weeks. 

Anticipation of a cyclical upswing in the global economy and a steepening yield 

curve have impacted sector weightings in the indices. Technology stocks ("long 

duration" assets with high P/E ratios) were the relative losers while cyclical 

sectors such as banks, energy and industrials gained.

 This rotation has brought to the fore the question as to how strong the 

forthcoming upswing is likely to be. Are we at the start of a new and sustainable 

economic cycle or will we see merely the short-term satisfaction of consumer 

needs that have been pent up over the last few months due to the Coronavirus? 

This issue will determine the longer-term significance of current rotation trends 

within the equity markets. 

 We remain slightly overweight in the equity quota, because we believe that YCC 

will end up having a positive effect on the equity markets. In the medium term, 

the attractiveness of equities as real assets and as a source of income remains 

unbroken. Consequently, we would interpret setbacks in the equity markets as 

opportunities for additional purchases.

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

EUR/USD, last 2 years

Gold price, US dollars per ounce, last 2 years
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US dollar shows a slight upward drift

 The US dollar has continued its slight upward trend in recent days. Higher US 

bond yields and hopes and expectations for a recovery in the US economy 

have helped the dollar. Given the big consensus for a weakening dollar, further 

gains from here would be a surprise/perhaps its recent modest gains are 

unsurprising.

 Due to increased interest rate differentials between US dollar on the one hand 

and euro or yen bonds on the other, dollar investments are more attractive for 

investors in these currency areas than they have been for a long time. This 

factor may also have contributed to the dollar’s recent gains.

 The Chinese central bank will probably continue to reduce liquidity in the 

renminbi and thus continue to play its role in the Fed/PBoC "tandem". But the 

escalating rhetoric between the representatives of the two superpowers must 

be watched closely. Current signs don’t point to an easing of tensions.

Gold consolidates

 For investors who believe that perpetual and accelerating inflation will 

undermine the worth of fiat currencies, physical gold as a real asset is one of 

the "safe havens". But such thoughts are not being reflected in higher 

precious metals prices at the moment. Rather, certain cryptocurrencies 

seem increasingly in focus for investors worried about fiat currencies.

 However, a scenario of rising inflation and central banks moving 

towards/implementing yield curve control could imply strongly negative real 

interest rates. We believe such a development would boost the demand for 

gold and for other precious metals powerfully.

 Thus, current gold prices still represent a buying opportunity for us. We also 

continue to view gold mining equities as attractive. After years of 

consolidation in the industry, the large producers have healthy balance 

sheets and significant 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 2nd Quarter 2021

Investment Strategy

Meeting of the

Investment advisory
commitee:

24.03.2021

Asset class
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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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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. 10 %
Other max. 20 % 

(per currency max. 10 %)

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

The stock markets were largely unaffected by the development of the Corona pandemic 
in the first quarter of 2021. The increasing interest rates did not have any major impact 
on share-price development, either. Quite the contrary: Several new highs were reached. 
The SMI closed the quarter at 11,047 points (+343 points or +3.20%). The domestic 
market for small- and mid-cap stocks performed even better. During the first quarter, the 
latter increased by 244 points or +8.5%. We expect equity securities to continue their 
strong performance. Consequently, we have kept the equity quota in our investment 
strategy unchanged.
On the interest-rate front, the rapid rise in long-term interest rates has caused some 
nervousness among investors. However, the national banks will maintain their positions, 
and continue their purchasing programs. Therefore, the rise in interest rates on longer-
term bonds has only limited potential left, and the key interest rates are likely to remain 
in negative territory.
The Swiss franc weakened significantly against the euro and the US dollar in the first 
quarter. There are two reasons for this development: 1. The global economic recovery 
makes the Swiss franc less attractive as a safe haven against the euro, and 2. the stronger 
economic recovery in the US makes the US dollar more attractive against the Swiss franc. 
Nevertheless, we do not expect the weakness of the Swiss franc to continue over the next 
twelve months. The structural problems at the periphery of the eurozone remain 
unresolved. In addition, the monetary policies of the ECB and the SNB will develop in 
parallel. Furthermore, the U.S. Federal Reserve will refrain from raising key interest rates. 
This circumstance, together with a low budget deficit and a high current account deficit, is 
likely to cause the Swiss franc to once again significantly appreciate against the US dollar 
over the course of the year.
Thank you for placing your trust in us. We wish you a warm and sunny spring.


