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Global growth continues to rise – USA continuing interest rate 
hike cycle - Europe and Japan, in contrast, sticking to 
expansive course 

 The synchronised global upturn in growth is continuing. In the USA, the 
growth figures in the second quarter were corrected slightly upwards once 
again because the tax cuts and tariffs on foreign products are stimulating 
domestic demand - in the short term at least. The European upturn in growth 
has stabilised at a high level. The Japanese economy is also profiting from the 
favourable conditions. 

The global economy is, however, largely being supported by the unique 
expansive monetary and fiscal policy. We are now in the ninth year of the 
upturn and interest rates worldwide are still being kept at historic lows. Real 
interest rates in most highly-developed countries are close to zero or even below. In addition, 
monetary aggregates are at historic highs. These are the conditions making investors nervous. This was 
seen in February, when a single number was capable of stopping the ascent of the equity markets, 
namely the US figures for payroll developments in January. Payroll developments in the USA calmed 
down in the second quarter, however. Investors had convinced themselves that the American labour 
market had dried up much less than the official unemployment figures would suggest. It has long been 
known that the participation of the population in the labour market today is still about 2% below the 
level of 2007. It now seems to have been confirmed that part of the decline of this participation was 
related to involuntary unemployment. These people are now coming back again. They are contributing 
to employers seeing no necessity to raise wages. As before, even in the USA, nominal pay rises continue 
to be below the level of productivity growth. Thus, unit costs are remaining constant. How long this 
continues to apply remains to be seen. This positive surprise made a significant contribution to calming 
the markets in the second quarter. Obviously, investors believe globalisation is keeping the pressure 
on global labour markets and will hold back a wages push development for some time yet. This is not 
plausible. Not least because the next boost to innovation in artificial intelligence can be expected to 
bring disruptive developments in the labour market. Thus, the shift from labour to profit income could 
continue for a longer period. 

The trade dispute between the USA and the rest of the world is developing less pleasingly. The threat 
of additional tariffs and the announced retorsion measures are a burden for international trade. 
However, these are still insignificant in quantitative terms. In addition, market players understand 
them to be more of part of an American powerplay, intended to lead to a “better deal” in the end.  
Thus, the lose-lose situation could soon turn into a win-win situation. 

Weaknesses in the European decision-making process also showed themselves in the migration 
dispute in the second quarter. Admittedly, Merkel was able to assert herself against Seehofer, but she 
has emerged weakened from this internal German power struggle. The planned solutions are not 
sustainable. Obviously, it has not been possible to distribute the burdens of migration across the 
member states. This has created a dangerous situation for the cohesion of the EU. Freedom of 
movement already played the central role in Brexit. In the case of Switzerland, freedom of movement 
has also led to considerable internal tensions, which finally led to the acceptance of the mass 
immigration initiative, which was not materially implemented by the political elite. Freedom of 
movement combined with the migration question has the potential to cause considerable splits in the 
EU. The rise of far-right parties is a clear indication of this. From an economic point of view, the three 
freedoms, namely those of goods, services and capital, can exhaust the predominant part of the gains 
in prosperity that emerge from international trade. 
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The additional benefits of freedom of movement can be assessed to be rather low in view of the high 
political costs. Therefore, it would be regrettable if holding onto freedom of movement on principle 
endangered the other three central freedoms. Unfortunately, in the case of the United Kingdom this 
has already happened. Unconditional freedom of movement is also a serious obstacle for Switzerland. 
In view of the enormous gaps in prosperity within the EU and the slow adjustment of living standards, 
EU internal migration could play a larger role in the future. Even in the case of German reunification, 
despite high transfer payments, it has not been noticeably possible to stop emigration. 

Overall, we continue to assume growth will develop favourably. Despite improved capacity utilisation, 
inflation risks are low because the labour market remains under pressure from globalisation and 
technological progress. Long-term interest rates should remain low for even longer and only rise 
moderately. In addition, the historically high global indebtedness is restricting the freedom of action 
of the central banks. They will have to make increasing use of macroprudential instruments. Medium 
term indebtedness is a considerable risk. The trigger for the next financial crisis could be the growth 
cycle coming to an end. Falling prices, sinking profits, redundancies and equity melting away could turn 
the debts into an unbearable burden. 

In terms of investment policy, we are keeping equities relatively near to the neutral ratio, but for bonds 
we remain heavily underweighted in favour of cash. We have increased the equity ratio by one unit in 
favour of Switzerland in the opinion that part of the large losses in the first half of the year could be 
offset. 

 

You can take the details of the asset allocation for the third quarter of the year from the following table. 

 

Strategic and tactical Asset Allocation for the 3rd Quarter 2018 

 Reference Currency CHF Reference Currency EUR 
 Investment strategy 

Balanced 
Investment strategy 

Balanced 

 SA IC C SA IC C 

Investment categories       

Money market 5 14 +1 5 10  

Bonds 40 28  40 33  

Switzerland 28 21  8 6  

Europe 11 7  28 24  

Rest of World ROW 1 0  4 3  

Stocks and shares 45 43 +1 45 42  

Switzerland 12 12 +1 4 3  

Europe Eurozone 9 9  11 11  

Europe remainder 4 3  5 4  

U.S.A. 10 9  13 13  

Japan 4 3  4 3  

Rest of World ROW (EMMAS) 6 7  8 8  

Alternative investments 10 15  10 15  

Total 100 100  100 100  

SA = Strategic Asset Allocation IC= Investment Committee C = Change 
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