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The end of the cycle is upon the financial

community

One month seems indistinguishable from the
next for investors, with November proving just
as complicated as October on the financial
markets.

While the disruption seen in October, on the
stock markets in particular, can be attributed to
a downward adjustment in 2019 economic and
earnings forecasts, November's movement
seems more profound, and more likely to have a
lasting impact on financial markets. It seems
investors have suddenly accepted a reality that
they have ignored for far too long: we have
entered the last phase of the economic and
financial cycle.

The turbulence on the stock markets, the sharp

normalisation of activity in the United States, is
therefore still the most likely scenario.

In other words, if the end of the cycle is upon us,
a recession starting in 2019 should not be the
core assumption of the economic scenario on
which we base our investment strategy for the
next six to twelve months. The rapid onset of a
recession must only be considered a risk in
relation to our reasoned forecast for the global
economy. In this respect, we slightly increased
our assessment of the probability of this risk
materialising (from 20% to 25%), mainly in
response to the decline in global PMI figures in
October.

Managing the overall portfolio risk has been one

“There is no reason to believe that erratic fluctuations in asset prices
will subside over the coming quarters.”

FRANCOIS SAVARY, CHIEF INVESTMENT OFFICER, PRIME PARTNERS

decline in growth sectors (technology in
particular), the poor performance of corporate
debt and an easing of 10-year US bond yields at
the end of the month are all signs that investors
have realised that the financial and economic
cycle is nearing its end.

In this context, some are even predicting a
global economic recession in 2019. Is this a
realistic possibility? We would prefer not to
jump to any conclusions at this stage.

This is particularly easy for us to say, as we have
defended the idea of a lasting
economic slowdown for several
months. Certain signs on leading
economic indicators, and the
doubts we have expressed
concerning the medium term
impact of Donald Trump’s tax
cuts, have led us to take this
view. We see no reason to
revise our opinion in light of
more recent economic data.

However, the latter do not
indicate an impending recession.
A moderate slowdown in global
growth over the next few
quarters, mainly driven by the

of our priorities since the beginning of the year.
The events of the last two months have
confirmed this position.

A reduction in our exposure in the credit
segment and our refusal to buy on weakness on
the stock markets were guiding principles for
our asset allocation in 2018. The increase in cash
positions and liquid alternative strategies were
the by-products of these trends.

In light of the difficult conditions on financial
markets since the end of summer, and the re-
correlation of assets prices, it
is unfortunate that we did
not reduce risky positions
further. We are aware of this
fact.

Similarly, we must admit that
the strength of the dollar
since spring 2018 has taken
us by surprise. Lastly, our
decision to remain invested
in emerging market assets,
particularly in Asia, has not
proven to be very effective
over the last twelve months,
despite an initial sta-
bilisation in recent weeks.
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US Investment Grade is under pressure!
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You have to acknowledge your mistakes to be
able to move forward. But we also have to
remain firm on the options we have chosen, so
long as the scenario we have developed is
relevant. The overall portfolio risk must be
managed until the end of 2019 with all of this in
mind.

We suggest that investors remain vigilant on
their equity exposure, which will have to be
reduced over the coming quarters. In other
words, we should avoid exaggerating the
potential for stock market indices to rise by the
end of 2019, even if we consider that they are
likely to rally in the next few months. We'll say it
again: it is no longer the time to buy on
weakness on the equity markets.

Dollar Index: the upward trend is not over
9%
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US equities have limited upside potential
compared to their European and above all
Japanese and emerging market counterparts.
This last point justifies prioritising Asian equities.
In addition to valuation arguments, our scenario
of a decline in the US dollar is expected to
support the emerging market assets.

In this respect, the dollar is vulnerable because
of the impending slowdown of the US economy,
the current deterioration of US external
accounts, and the Federal Reserve's gradual
completion of its monetary policy normalisation
process. In this regard, Jerome Powell's recent
speech signalled a shift that justifies our
decision to bet on a limited number of US rate
hikes in 2019 —in this case, two.

Hedge Fund : not immune to the change in sentiment
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The end of the cycle is always difficult for credit,
particularly for the high yield segment. These
assets are all the more risky now that we have
entered a balance sheet downsizing phase by
the main central banks. There is therefore no
reason to doubt our policy of underweighting
this asset class as part of a diversified allocation.
As such, the pressure on credit spreads, which
has intensified in recent weeks, must not lead us
to believe that buying opportunities have
emerged.

S&P 500: (more than) welcome signs of stabilisation
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To sum up, the fact that market operators have
accepted that we have entered the last phase of
the financial and economic cycle has hurt
markets in recent weeks. However, we should
keep in mind that the end of the cycle usually
takes place over several quarters and that it
does not spell negative returns on financial
assets, so long as a recession remains out of
sight. For the time being, it seems too early to
bet on a looming recession, likely to induce a
lasting bear market for risky assets, and equities
in particular.

Unlike some investors, it comes as no surprise to
us that a new volatility regime has taken hold of
the markets. There is no reason to believe that
the erratic fluctuations in asset prices will
subside over the coming quarters; this does not
mean that equities will not be able to post
positive returns, at least in the first half of 2019.

Despite a challenging environment over the last
few weeks, we have kept our investments on
track. We remain convinced that 2019 will offer
opportunities to reduce risk, however it is not yet
time to make such adjustments.

Geneva November 28th
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IMPORTANT INFORMATION

This content is provided by Prime Partners SA and/or one of its entities (hereinafter “PP”) for guidance only and is intended solely for internal use. In no way does it
constitute an offer or recommendation to buy or sell a security or carry out any kind of transaction. Neither does it constitute any other kind of advice, particularly to
any recipient who is not a qualified, accredited, eligible and/or professional investor. It is to be used exclusively by its intended recipient and must not be forwarded,
printed, uploaded, used or reproduced for any other reason. PP pays close attention to preparing and updating the information herein, which has been obtained from
sources deemed reliable. However, it cannot guarantee that the information is relevant, accurate or exhaustive. Consequently, PP and its directors, executives,
employees, agents and shareholders accept no liability for any loss or damage that may result from using the information herein. The content is targeted solely at
recipients who can understand and bear all of the implicit and explicit risks incurred. All investment decisions are taken under the recipient’s sole responsibility and are
entirely dependent on the recipient’s (and his/her financial advisers’) own independent assessment of the recipient’s financial situation, investment objectives, specific
risks and eligibility criteria, as well as legal, tax and accounting implications, and own interpretation of the information. PP accepts no liability regarding the suitability or
unsuitability of the information, opinions, securities or products mentioned herein. Past performance of a security is no guarantee as to its future performance. The
content has been prepared by a department of PP that is not an organisational unit responsible for financial analysis. PP is subject to different regulatory and
prudential requirements. Not all securities and investment products may be available in all jurisdictions or to all recipient types. Recipients must therefore comply with
local regulations. There is no intention on PP’s part to offer securities or investment products in countries or jurisdictions where such an offer would be unlawful under
the relevant domestic law.
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