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Executive summary
 In view of the conflict in Ukraine we have reduced our estimate for global
economic growth this year to 3.5%.

 The US yield curve is now very flat and has even inverted in some parts.
Credit spreads on corporate bonds have widened significantly since the
beginning of the year.

 The tragic situation in Ukraine is weighing on markets and on the mood of
investors. It is impossible to forecast with any confidence how the conflict
might develop.

 The stock markets are currently unsettled by interest rate fears and
developments in Ukraine.

 Assuredly, one consequence will be an additional surge in inflation, which will
hit Europe in particular. Consumption and living standards will suffer.

 Quarterly/annual corporate statements continue to be mostly encouraging. But
inflation concerns are increasingly being highlighted.

Commodities: Brent, natural gas, wheat (indexed), last 12 months
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 Having risen strongly last year, many commodity prices have made
substantial further gains in the early months of 2022.

Ukraine-Russia conflict
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 The US dollar and Swiss franc continue to perform as "safe havens".
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 The eastward expansion of the EU and NATO has long been criticized by
Russia. Ukraine’s constitutional goal of membership of both organizations has
now served as the pretext for an invasion by Russian troops. Fatalities on both
sides and millions of displaced people are the human tragedy in this story.
 The news flow is being "colored" by both camps and should be judged with
caution. The attacks on the strategically important cities are fierce and are
increasingly hitting civilian facilities.
 Negotiations to create humanitarian corridors have had only limited success, so
it is difficult to imagine a more wide-ranging agreement such as might herald an
end to the conflict. Having gathered 180,000 troops and launched the invasion it
will be hard for President Putin to withdraw "without having achieved anything”,
let alone his broader, strategic objectives whatever these might happen to be.
 The West is united in imposing severe sanctions against Russia, its central
bank, the ruble, the oligarchs, and people and companies close to the
government.
 The conflict is having an obvious impact on commodity prices. Energy costs in
Europe have risen sharply and are driving up broad measures of inflation, which
were already elevated due to pandemic-related shortages. Moreover, the
commodity price surge is extending to metals and foodstuffs.
 Although Russia and Ukraine account for less than 3% of the global economy,
the world’s economic growth rate will inevitably be impacted. Just by how much
will depend on the duration of the dispute and the extent of sanctions. With
economic growth now set to be less robust the risk of stagflation increases.

Economy
University of Michigan consumer survey data, last 20 years
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Ukraine crisis dampens outlook for world economic growth
 In view of the war in Ukraine and the sanctions imposed on Russia we have
reduced our estimate for world economic growth this year to 3.5%. Our other
key growth forecasts for 2022 are as follows - US: +3.2%, EU: +2.5%, Japan:
+2.2%, China: +4.8%, UK: +2.8% and Switzerland +2.4%.
 Geopolitical risks have increased massively with Russia's invasion of Ukraine.
Security policy is experiencing an historic turnaround. The loss of the “peace
dividend” and higher (unproductive) spending on armaments are weighing on
business and consumer sentiment as well as on growth prospects. Frictions in
global supply chains, already triggered by the Corona pandemic, have
intensified due to the conflict. Events are likely to accelerate the trend away from
globalization, while encouraging energy transition and a reduction in the
dependence on fossil fuels. Higher government spending, fiscal stimulus
packages and lower tax revenues (resulting, for example, from lower corporate
profits and possible reduction of fuel tax) will further strain national budget
finances.
 Energy and food commodity shortages will lead to a further surge in inflation that
may last into the summer and will hamper growth. Europe stands to be much
more affected by this than the US or Asia.
 The University of Michigan's consumer survey results for the US now show a
bleaker picture. The cumulative fall in January - 4.8% - brought the headline
number back down to levels last seen in November 2011 when world markets
were being buffeted by the euro crisis. Recent survey data show declines in
consumers’ assessments of both the current situation and the outlook.
 Economic growth data and quarterly corporate earnings reports continue to be
positive. Moreover, the labor market is robust and purchasing managers' indices
remain in the growth zone. Set against this, tighter monetary policy, sanctions
against Russia and higher inflation will hurt growth rates. We note that
manufacturing data in Europe point to a particularly sharp decline.
 The global easing of pandemic restrictions may have a positive effect on the
economy. Likewise, China's loose monetary policy is having a supportive effect.
In China, low interest rates are an absolute necessity if the struggling real estate
sector is to avert a collapse. Fortunately, China’s low inflation rate currently
allows sufficient leeway for such monetary stimulus.
 Geopolitical risks have increased sharply due to the Ukraine war. But the risks
attaching to China, Taiwan and North Korea, for example, have not gone away
and a resurgence of tensions in that part of the world could well weigh on future
trends in sentiment and growth.

Monetary policy
Fed funds futures curve: key interest rate expectations of the market
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First tentative steps towards the normalization of monetary policy
 Despite events in Ukraine, the Fed and the Bank of England (BoE) are now in
rate hike mode. The BoE raised rates for the third time, with a 25-basis point
move on March 17. A day earlier, the Fed raised rates for the first time since late
2018, with a 25-basis point move. Federal Open Market Committee (FOMC)
member forecasts suggest a further six more such moves are expected over the
balance of 2022. Commentators suggest the Fed will announce its plan for
cutting its balance sheet following the next FOMC meeting on May 3 and 4.
 Some members of the FOMC signaled that interest rates will need to be raised
by 50 basis points at the May meeting, showing a willingness to tighten
monetary policy quickly in order to cool the economy.
 Current inflation rates of 7.9% and 5.5% for the US and the UK respectively
provide strong justification for a further tightening of monetary policy. But the
5.9% inflation reported for the Eurozone is apparently not yet enough to trigger a
change in ECB monetary policy in the direction of restriction.
 At its March 10 policy meeting the ECB opted to keep key interest rates
unchanged and distanced itself from speculation that it might raise rates soon.
The PEPP pandemic package expires at the end of March and will not be
renewed. The ECB’s bond-buying program will be gradually scaled back and
eliminated in the third quarter. While the US and British central banks are clearly
focused on their mandate to promote price stability, the ECB’s focus is on risks
to growth given the impact of the crisis in Ukraine.
 In sum, central bank balance sheets are still increasing but the Fed’s upcoming
decision to reduce its balance sheet may herald the turning point. A shift to
central bank balance sheet reduction could well weigh on government and
corporate bonds as well as equities in the short term.
 It is questionable whether the central banks can effectively combat the current
inflation problem with interest rate hikes. However, they are under pressure to
act. Politically, it is important to show that something is being done about high
inflation and that central banks take their inflation mandates seriously.
 In China and Switzerland, the inflation rate, at 0.9% and 2.2% respectively, is
significantly lower than in the US or the Eurozone. China’s low inflation rate has
allowed her central bank to lower interest rates and thus help the struggling real
estate sector and support the economy.
 In Switzerland, interest rates are likely to remain low for longer than elsewhere.
On the one hand, the strong franc is dampening inflation and, on the other,
Switzerland is less dependent on Russian oil and gas than other European
economies. As a result, while Swiss inflation is likely to remain above an SNB
target level of up to 2% for the foreseeable future, it will remain substantially
below levels seen elsewhere in Europe.
 The SNB decided to keep the key policy interest rate at -0.75% and reaffirmed
its willing to intervene in forex markets if necessary to offset excessive strength
in the Swiss franc.

Asset classes - bonds / equities
10-year government bond yields in %, main markets, last 5 years
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Equity markets: Performance in 2022, indexed
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US yield curve flat
 The US yield curve is now very flat and is even inverted in some sections. As at
the end of March, the yield on 2-year US government bonds is 2.1%, while that
on both 5-year and 10-year equivalent paper stands at 2.35%. 30-year bonds
yield only marginally higher at 2.6%. Such a flattening of the yield curve is usually
followed by an economic downturn soon thereafter.
 The current shape of the yield curve coupled with the aggressive path of interest
rate hikes now being communicated by the US Fed suggests it will tighten
financing and interest rate conditions into a flattening economy. After downplaying
inflation last year, the Fed making every effort to highlight measures designed to
fight an inflation rate that is now "getting out of hand".
 Global corporate bonds of good debtors (investment grade) are currently showing
credit spreads of around +70 basis points. This is slightly above the long-term
average and indicates the strains within the global economy that result from the
sanctions against Russia.

Stock markets additionally unsettled by Ukraine crisis
 In the first half of March stock markets came under significant pressure but they
have subsequently staged a noteworthy "interim rally". The interest rate fears
already latent at the beginning of the year have been exacerbated by events in
Ukraine. As a mirror image, volatility has increased significantly.
 The coming corporate earnings reports will be very revealing. If the commentary
refers increasingly to inflationary pressure, it may indicate that higher prices are
triggering a faster rate of wage increases, which would be interpreted negatively.
It will also be interesting to see how companies assess the economic outlook
given the now increased focus on “security” within supply chains and the trend
away from globalization.
 We continue to favor a careful and analytical approach to the strategic asset
allocation. The indications from the interest rate markets can only mean that
central bank room for maneuver is limited. Should the Fed roll back even slightly
on its recent communication to the markets, we would expect a significant rally in
equities.
 We continue to recommend a neutral positioning in the equity allocation and to
use setbacks to buy high-quality stocks, with balance sheet quality and dividend
continuity being particularly important criteria in the selection of stocks.

Asset classes - currencies and other investments
EUR/USD, last 2 years
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US dollar in demand
 The combination of sharply rising US interest rate expectations and the
escalating conflict in Ukraine has increased demand for US dollars. But the rise
of the dollar against the Swiss franc has been only moderate, as the latter also
has a "safe haven” character. In the medium term, we do not see the US dollar
going much higher. The euro remains under pressure. Sanctions against Russia
have a negative impact, notably on the outlook for the European economy.
 The impact of a strong Swiss franc on Swiss competitiveness is partly
compensated by the higher inflation rates, relative to Switzerland, in the
Eurozone and the US. The SNB is now intervening in forex markets on a far
smaller scale than before.
 The ECB finds itself in a delicate situation. The hint of a somewhat more
restrictive monetary policy has led to a widening of spreads within the Eurozone.
Thus, the European South now has again to pay over 2% on 10-year
government bonds – a problematic rate of interest given the extent of the
indebtedness of these countries.
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Further strong gains in the commodity markets
 Russia's war against Ukraine and the sanctions imposed by the West have
shaken up the commodities markets, resulting in significantly higher prices. This
has been particularly noticeable in the energy sector.
 Volatile trading has led to significant distortions in the market for nickel, for
example, resulting in "margin calls" which have been problematic for certain
market participants.
 Sharp gains in commodity prices have a variety of effects. They push up
production costs in processing industries. They also magnify problems caused
by dislocations in supply chains.
 We are keeping our position in gold, as there is no getting around the need to
hold real assets in a portfolio. Should inflation be more persistent than expected
and inflation expectations in particular settle at higher levels, we see further
upside potential for gold.

Additional Parameters
Reference currency:
Currency allocation:

Investment strategy for
the 2nd Quarter 2022

CHF (Reference currency)
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GBP
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Asset class

Defensive

25.03.2022

incl. Bond Funds

Offensive

Stocks
incl. Stock Funds + ETF

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

100%
Disclaimer
Produced by Investment Center Aquila Ltd.

100%

100%

min. 50 %
max. 20 % each
max. 15 %
max. 20 %
(per currency max. 10 %)

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

Income

Meeting of the
Investment advisory
commitee:

Swiss Francs (CHF)

Following the good performance of the markets and the economy in
2021, there was nothing at the beginning of the year to suggest that
the outlook would cloud over. However, the invasion of Ukraine by
the Russian army, which many did not expect, totally changed the
world situation. Energy prices shot up, which had a major impact on
inflation. Globalization has led to dependencies which were not
expected to occur in this form. Russia’s gas deliveries are financing
Putin’s war in Ukraine. At the moment, it is not foreseeable how the
withdrawal of many Western companies from Russia will affect
economic development worldwide, especially in Europe. In addition,
the shortage of wheat could lead to further potential for conflict.
The stock markets have recovered from the initial shock, but are still
between 5% and 10% below the levels seen at the beginning of the
year. Uncertainty will continue, without any foreseeable trend at the
moment. The companies’ earnings reports for the first quarter of
2022 and the outlook for the further business performance are being
anticipated with great interest.
Our focus lies on quality stocks. In this context, we pay particular
attention to the business model, the continuity of results, the
consistency of management, and the dividend policy.
We are therefore leaving our investment strategy unchanged. We
are convinced that this will enable us to also successfully master the
present crisis.

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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