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La hausse amène la hausse 
“La hausse amène la hausse”. The old stock exchange adage has not lost any of its 
validity. True, equities have been rising for quite some time now, but more recently it 
appears that they have risen mostly because they were rising. The bull-market is feed-
ing upon itself. There are plenty of reasons for and against the equity markets’ current 
healthy shape. Optimists point to the liquidity glut provided by central banks, the low 
interest rates that make alternatives to equities appear unattractive, and the recovery 
of the economy, a light spring breeze that most recently has even reached the Euro-
zone. The pessimists invoke the high fundamental valuation of equities, the numerous 
geopolitical uncertainties, as well as the still unresolved indebtedness of many coun-
tries, as their counter-arguments. 

Average growth and inflation forecasts from “The Economist’s“ March poll of 
economists: 

 Real GDP Growth Inflation 
 2015 2016 2015 2016 

Germany 1.6% 1.8% 0.2% 1.6% 
Euroland 1.3% 1.6% 0.0% 1.2% 
United Kingdom 2.6% 2.4% 0.5% 1.8% 
Japan 1.1% 1.7% 1.0% 1.4% 
Switzerland 1.0% 1.4% -0.7% 0.3% 
USA 3.2% 2.9% 0.3% 2.3% 

Who is going to be proved right remains to be seen. One thing is for sure however, 
times are turbulent. In Switzerland, for example, the year started with a resounding 
clash of cymbals when the central bank surprisingly abandoned the Euro minimum 
exchange rate which it had upheld since summer 2011. This event may go down in 
history books as the “Jordan crash” or the “back-to-free-exchange-rates-crash”. Just 
as with other sharp declines in the past, the agitation caused by this one passed by 
quickly as well, at least as far as equity prices are concerned. The leading Swiss Market 
Index (SMI, consisting of the 20 largest capitalised companies), as well as the Swiss 
Performance Index (SPI, consisting of 206 equities) recovered from the near double 
digit set-back of 15th January.  

                                                           
1 Development of index in local currency. Exceptions Asia ex Japan and World in USD 

Change in Equity Markets since the beginning of the year: 
 Dec. 2014 March 2015 Change1 

Asia ex Japan DJ STOXX A/P  486.7 497.7 2.3% 
Germany DAX 9,805.6 11,966.2 22.0% 
Europe DJ STOXX 600 342.5 397.3 16.0% 
Japan TOPIX 1,407.5 1,543.1 9.6% 
Switzerland SPI 8,857.0 9,137.2 3.2% 
USA S&P 500 2,058.9 2,067.9 0.4% 
World  MSCI World Index 417.1 424.8 1.8% 

The economy is more likely to walk away from it with some bumps and bruises. The 
“The Economist” magazine’s forecasters have cut their growth expectations for 2015 
on average by 1% (see table). The renowned economic research institute of the Swiss 
Federal Institute of Technology2, KOF, expects microscopic growth of 0.2% for the cur-
rent year and 1% for 2016. Apart from the worsened situation for exporters and tour-
ism, the KOF expects a slowdown in construction spending and other investments, also 
as a consequence of the implementation of the mass immigration initiative. 
However, there appears to be no grounds for excessive pessimism. After all, a strong 
Swiss Franc environment is nothing new to local businesses. Much rather, businesses 
have had to struggle and come to terms with a more or less permanently appreciating 
currency for decades now. In the past, again and again they have compensated cur-
rency appreciation with high productivity gains, but also through using a large dollop of 
common sense as well. The Swiss pragmatic rolling-up of one’s sleeves, also on the 
part of employees, is second to none. Where else, at least in Europe, would it be 
possible to increase working hours and cut wages spontaneously without week-long 
strikes and demonstrations? And, the devaluation of the Euro vis-à-vis the Swiss Franc 
is not all unequivocally bad after all. Foreign purchases are cheaper for industries, trade 
and private consumers. In addition, lower crude oil prices and borrowed money almost 
for free also help.  

2 Eidgenössische Technische Hochschule Zürich (ETH) 
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The equity funds employed by us achieved since the beginning of the year the 
following returns3, with some beating their benchmarks:  

Aberdeen Asia Pacific (USD) 3.0% 
JB Japan Stock Fund (CHF hedged) 10.3% 
JB Japan Stock Fund (EUR hedged) 10.6% 
Performa Asian Equities (USD) 1.0% 
Black Rock Swiss Small & Midcap Opp. (CHF) 7.1% 
Raiffeisen Futura Swiss Stocks (CHF) 5.7% 
iShares ETF MDAX-Index (EUR) 5.7% 
Performa European Equities (EUR) 15.0% 
iShares ETF Core S&P-500-Index (USD) 0.2% 
Performa US Equities (USD) 5.4% 
Perkins US Strategic Value (USD) -0.6% 

Conclusion / Outlook 

Economy: We assess the economic prospects in the USA, Europe and Asia to be 
slightly positive. In Switzerland, the situation has deteriorated since January; however, 
we do not expect a recession. Sovereign deficits remain high in many countries and 
hamper a dynamic recovery. Disturbing factors are less likely to emanate from eco-
nomics than from political imponderables, which in 2015 are more numerous than 
have been seen for many a long year. 

Currencies and interest rates: The ECB program, which is expected to amount to 
one trillion Euros by September 2016, weighs heavily on the single currency. We expect 
the Euro to trend lower against the USD. The Yen, too, continues to come under pres-
sure. The first interest rate hike will happen in the USA, but not before the autumn. 
Interest rates in Europe are only going to rise once growth is more defined. In Switzer-
land they remain near zero or below. Inflation remains out of sight and does not present 
a challenge for the equity markets for the time being. 

Bonds: The search for yields is going to get tougher. “Money printing” continues to be 
the motto of the central banks in the EU, United Kingdom, Japan and China. Short 
duration should be preferred, but is hard to find in connection with return. The last 

                                                           
3 Performance in fund currency. Source: Bloomberg or respective fund company 

remaining bit of return can only be found in lower credit qualities. Default risk usually 
remains low.  

Other funds employed by us developed as follows4:  
Acatis IfK Value Renten Fond (EUR) 3.9% 
Acatis IfK Value Renten Fond (CHF) 3.3% 
Lyxor ETF Euro Corp. Bond Fund (EUR) 0.4% 
New Capital Wealthy Nations Bond Fund (EUR) 4.1% 
New Capital Wealthy Nations Bond Fund (CHF) 4.0% 
New Capital Wealthy Nations Bond Fund (USD) 4.1% 
Pictet CH-CHF Bond Fund  2.1% 
Swiss Rock Absolute Ret. Bond Fund (EUR hedged) 0.9% 
Swiss Rock Absolute Ret. Bond Fund (CHF hedged) 0.1% 
UBAM Corporate USD-Bonds (EUR hedged) 1.7% 
UBAM Corporate USD-Bonds (CHF hedged) 1.1% 
ZKB ETF Gold (USD) -1.3% 

Equities: The boom has already been ongoing for six years now, but that does not 
automatically mean that it is under sentence of death. General (dangerous) equity 
euphoria is not detectable. True, fundamental valuations are rather high, but they have 
to be seen in relation to the extremely low interest rates. Dividend yields of equities are 
quoted above interest yields of fixed income securities. Volatility is likely to rise.  

Since the beginning of the year, yields on 10-year government bonds fell in all 
countries with the exception of Japan: 

 Dec. 2014 March 2015 Change 
Europe  0.54%  0.18% -67% 
United Kingdom 1.76% 1.58% -10% 
Japan 0.33%  0.41% 24% 
Switzerland 0.32%  -0.05% -116% 
USA 2.17%  1.92% -12% 

Asset Allocation: The equity allocation currently remains above its long-term strategic 
target. The sizable weighting of the home market remains in place unchanged. With 
interest rates below zero, gold may qualify as an alternative currency within liquidity. 

4 Performance incl. re-invested dividends where applicable 
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Cash hoarding on a large scale is not a solution (transport- and storage costs, possible 
introduction of fees on large withdrawals, payments a.o.).  
At its meetings, the Investment Committee decided on the following changes to the 
asset allocation for medium-risk balanced Swiss Franc portfolios, not subject to client’s 
restrictions (mandates in different reference currencies at times display different nom-
inal weightings and weighting changes): 

Money Market: Maturing bonds have seen liquidity rising in the interim. Purchases of 
German as well as American equities, of currency hedged US Dollar bonds and of gold, 
reduced the liquidity to about 4% by the end of the quarter. 

Bonds: Since investors in the core Eurozone and Swiss Franc now have to pay for the 
privilege of lending money to sovereigns, the term “investment opportunity” has to be 
looked at critically. Such securities solely serve as diversifier of default risk. The situa-
tion on the European periphery is only marginally better. Ten-year Portuguese bonds 
yield 1.7% to maturity which, compared to Irish, Italian and Spanish bonds, appears 
almost princely. Venturesome and risk-tolerant investors, on the other hand, may ap-
pease their risk hunger in Greece, where the yield for the same term lies at 10.7%. 
However, this truly is only an option for a minority. 
Corporate bonds, however, are more suitable, in particular in US Dollars. There yields 
on five-year investment grade securities (rating above BBB) are in the vicinity of 2.8%. 
During the first quarter, we invested in the Swiss Franc and Euro hedged tranches of 
the UBAM Corporate USD Bond Fund. Allowing for the fund fees and the ongoing cur-
rency hedging cost, the remaining net yield amounts to 2% in Euros and 1.1% in Swiss 
Francs. 

Equities Switzerland: Stocks recovered surprisingly quickly after the SNB crash of 
15th January and were quoted above 2014 year-end levels at the end of the first quar-
ter. We have not made any changes to our position. The directly-held 23 equities of 
the Swiss Stock Portfolio (SSP) together managed a performance of 5.18% during the 
first quarter. The Swiss Performance Index achieved a performance of 3.16% (both 
values include dividends). Since 2010, the annual total return of the SSP has 
amounted to 10.23%, and with that slightly outperforming its benchmark with 9.68%. 

                                                           
5 Source: Bloomberg  

Whereas the SSP figures include transaction costs and taxes withheld, the benchmark 
index does not bear any such costs.  
The funds employed by us have equally succeeded in compensating the January losses 
and have positioned themselves superbly with +7.1% for the Black Rock Swiss Small 
& Midcap Opportunities Fund and +5.7% for the Raiffeisen Futura Swiss Stocks Fund. 

Measured on the price/earnings ratio5 using the latest 12 months profit fig-
ures, most equity markets have become dearer during the course of the year 
(red) while one has become more attractive (green):  

 Dec. 2014 March 2015 Change 

DAX Index/DE 17.2 20.0 +16% 
DJ STOXX 600 Index/EU 21.3 24.4 +15% 
MSCI World Index 16.9 17.3 +2% 
S & P 500 Index/USA 18.2 18.3 +1% 
SPI Index/CH 19.5 18.3 -6% 
TOPIX Index/JPN 16.1 17.6 +9% 

Equities Europe: Draghi’s monetary policy has reached new dimensions with the 
rollout of the bond purchasing program. Interest rates have plummeted, the Euro is 
faltering. Equities have thrived on this, with Germany leading the way as the “export 
world champion”, it is the largest beneficiary of the Euro’s devaluation. This is why we 
bought an additional position in medium-sized German companies during the first quar-
ter. We did this using an Exchange Traded Fund (ETF) on the MDAX-Index. 
The Performa European Equity Fund (+15%), as well as our directly-invested European 
Stock Portfolio (ESP), have also made pleasing progress. The latter has delivered a 
total return (price change plus dividend) of 18.31% since the beginning of the year. 
The Dow Jones Stoxx 600 Index has achieved 16.67% performance. Since 2004, the 
medium annual performance of the directly-invested portfolio amounts to 10.06%, 
compared to 7.78% of the benchmark. The figures for the European Stock Portfolio 
(which you will find on our site www.salmann.com under “Produkte”) transaction 
charges and taxes withheld are deducted, whereas the reference index does not bear 
any such costs. 
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Price/Book and Dividend Yield of major equity markets: 
 Price / Book Div. Yield 
DAX Index/DE 2.0 2.3% 
DJ STOXX 600 Index/EU 2.1 3.2% 
MSCI World Index 2.1 2.4% 
S & P 500 Index/USA 2.9 2.0% 
SPI Index/CH 2.4 2.9% 
TOPIX Index/JPN 1.4 1.6% 

Equities USA: We increased the weighting of US stocks slightly by adding a position 
in the S&P 500 Index to the existing engagement. This in the form of the iShares ETF 
Core S&P-500, an Exchange Traded Fund (ETF). With that, the US share of a balanced 
portfolio amounts to about 12%, making it an overweight position. 

Equities Asia (excluding Japan): These positions are unchanged. With a 5% 
weighting the allocation is slightly overweight. 

Equities Japan: In Japan too, no changes have been made. The position is similar in 
size to the remaining Asia position. It is equally slightly overweight. The Yen is hedged 
in the clients’ reference currencies. 

Alternative Investments: There is a new 3% position of a gold ETF in our Euro and 
Swiss Franc mandates. As interest rates are quoted below zero, the opportunity cost 
for owning precious metals no longer applies. We look upon gold as a diversification in 
our liquidity position. Since its purchase, this has panned out well for our Swiss Franc 
and Euro referenced clients, as the performance in Swiss Francs amounts to 0.4% and 
for the single currency 2.2%. 

                                                           
6 For a Swiss Franc referenced portfolio 

Summary of our current Asset Allocation6:  
Investment Category   
Money Market  underweight  
Bonds  underweight/short duration  
Equities Switzerland  overweight 
Equities Europe  overweight 
Equities USA  overweight 
Equities Asia   overweight 
Equities Japan  overweight 
Alternative Investments  underweight 
 

 
We thank you for the trust placed in us and wish you fruitful spring time. 
 
 
Alfred Ernst  
Vaduz/Zurich, 31st March 2015 
 
 
 
Legal Disclaimer  
Limitation of offer: The information published in the Salmann Investment Management AG Investment Report 
(referred to hereafter as SIM) is not to be viewed as an invitation, an offer, a recommendation to buy or sell 
any investment instruments or enter into any other transactions. Its contents are not targeted at individuals 
subject to a jurisdiction prohibiting the publication and/or the access to such information (be it on grounds 
of nationality of the respective person or their residence or any other reasons). The information presented is 
collated by SIM with the utmost care and diligence. The information is not intended to be used to base a 
decision. For investment advice, please consult a qualified person. Risk warning: The value of investments 
can rise as well as fall. Investors should not extrapolate future returns from past performance. In addition, 
investments in foreign currencies are subject to exchange rate variations. Investments with high volatility may 
be subject to extreme price fluctuation. Disclaimer: Under no circumstances (including negligence) may SIM 
be responsible for losses or damages (be they direct or indirect) of any kind that may arise from or in con-
nection with the access to this report and any links contained therein. Source of the following graphics: 
Bloomberg 
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