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 Foreword by Steffen Bauke, CEO 

  

 Dear Investors, 

Just over a year ago, we were in the middle of a severe 

correction of the markets due to the Corona crisis. At 

that time, no one knew what impact this would have on 

all of us. Back then, the question was if or when defla-

tion would follow and how the world could get out of 

this pandemic. Many people bought gold as a hedge and 

as a crisis currency. Today, 12 months later, there are 

various vaccines available and it seems to be only a mat-

ter of time before we all return to a certain normality. 

This prospect, combined with the central banks’ glut of 

money and the exorbitant levels of new government 

debt, drove most stock markets close to or even above 

their peaks. Why? The fear of deflation has turned into 

a fear of inflation in just a few months. "Cheap money" 

is escaping from bond markets and finding its way to 

equity markets, but only to a few sectors. And this is pre-

cisely where the main problem currently lies. Interest 

rates at the long end have been rising significantly for 

some time, especially in the US. If this continues at an 

unabated pace, there are risks. The enormous expan-

sion of the money supply of the "old currencies", also 

known as FIAT currencies, reveals the extent of the de-

valuation of money. We will keep a close eye on deve-

lopments. But one thing is for sure – it remains exciting 

and we will monitor the siutation closely. 

Stay healthy. 

Zurich, 31.03.2021 
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Strategy Update 1st Quarter 2021  
 

March 31, 2021 

Review 

  

Significantly improved economic forecasts, not least due to gigantic fiscal programs, the conti-

nued loose monetary policy of central banks, and clear progress in the vaccination process - albeit 

not on the European mainland - have driven the stock markets to new highs in some cases. For 

example, the DAX took the 15,000 mark on March 31, the Dow Jones was at a record high of 

almost 33,000, and the SMI is only a little short of the peak of 11,146 set on February 18, 2020. 

In the case of the DAX, compared with the SMI or Dow Jones, it should be borne in mind that the 

DAX includes the dividends paid. While growth stocks and technology stocks were the drivers of 

the stock market in 2020, in the first quarter of 2021, it were mainly the value stocks that gained 

significant ground. Interest rates on 10-year government bonds rose in the first quarter from 0.9% 

to 1.75% for American Treasuries, while the yield of German bonds rose from -0.7% to -0.3%. The 
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laggard in the environment of an improved economy and higher interest rates was gold, which 

fell by 10.0% from USD 1,897.70/oz to USD 1,707.20/oz.  

Economy – Clear Upturn 

 

The economic outlook has improved, particularly in the US. An extremely comprehensive fiscal 

stimulus and a vaccination program that is rapidly gaining momentum have significantly improved 

the outlook. The US is expected to grow by 6.5% in 2021, compared with around 4.7% in Europe, 

where the decline in the economy last year was greater than in the US. Due to the slow progress 

of the vaccination campaigns in Europe, the recovery of the economy is likely to be delayed, first 

of all in the service sector. China has announced a growth target of 6%, which should be signifi-

cantly exceeded in 2021. At the end of 2022, GDP in the USA is expected to be 9% above the level 

of December 2019, and that of China as much as 18%. China has been able to reduce debt as a 

percentage of GDP during this phase, while debt in the US is growing at a frightening rate. The US 

has further extended its economic lead among the industrialized countries, but at a high price. 

Global GDP is expected to return to pre-pandemic levels at the end of the year, with growth of 

around 6.3%. 

The US Government more Generous than Ever – Who Cares 

about Tomorrow? 

 

The US government wants to contain the Coronavirus pandemic with a horrendous "American 

Rescue Plan" of USD 1.9 trillion and at the same time boost the sluggish economy. This includes 

direct payments of USD 1,400 for hundreds of millions of Americans (every US citizen earning less 

than USD 80,000 per year), unemployment benefits of USD 300 per week until the end of summer, 

and other support payments. This gigantic package was passed in a short time only because of 

changes in the Senate; Republicans were unanimously against it. In principle, there is nothing 

wrong with reducing poverty and misery. This package, which amounts to 9% of the gross national 

product, seems to be politically motivated and far too high in scope. This is because it comes at a 

time when purchasing manager indices (PMIs) are quite high at 56 and the economy is already 

booming again. This program came in addition to the already awarded USD 900 billion and 

another planned gigantic investment program. The latter is being discussed in an order of magni-
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tude of more than USD 2.0 trillion - figures that are unimaginable and only fuel the demonetiza-

tion even more. In addition to renewing the outdated infrastructure, climate change is being ta-

ken care of and economic inequalities reduced. 

New debt in the US is around USD 30,000 per working person in 2021; average earnings in the US 

amount to approximately USD 57,000. This development worries us in the medium term. The 

rating agencies currently seem to be ignoring this, whether deliberately or under political pres-

sure remains to be seen. 

 

Source: UBS 

Inflation Increase - Viewed Positively Due to Economic Growth 

 

It is hardly disputed that prices will rise more strongly this year than in previous years. This is not 

least due to the base effect. The prices of various goods fell so sharply last year that even a return 

to the old levels will lead to a strong percentage increase. If the economy recovers as strongly as 

consensus expects, this should also lead to temporary supply bottlenecks, which in turn will lead 

to more inflation. The enormous financial packages of various governments will termporarily also 

cause higher inflation. Along with the improved economy and the easing of social distancing mea-

sures and thus higher consumption, inflation is likely to rise further. Geopolitically motivated "de-

Government budget deficits, in % of GDP 

Cumulative budget deficits 
20-22 (in % GDP) 
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globalization" and local production, especially of strategic goods, will also fuel inflation.  In the 

US, inflation is expected to rise to over 2.5% in the 2nd quarter and will reach the highest level 

since the early 1990s. As long as economic growth continues, we do not see higher inflation as a 

threat. In the long run, the high government deficits can only be tackled by a combination of 

higher inflation, growth, but also restraint in spending. Investors who want to protect themselves 

against rising inflation primarily do so with a well-diversified multi-asset portfolio. 

Central Banks – Expansive Financing Conditions Remain 

 

Monetary policy remains loose. Not only the US Federal Reserve, but also the ECB and the Bank 

of England have confirmed that they will maintain their ultra-expansive monetary policy in the 

coming months and continue to buy government bonds on a large scale. The Fed is discussing a 

tapering as of 2022 at the earliest. Real interest rates are likely to rise again slightly, but will re-

main at a historically low level over the next twelve months. The market is currently assuming 

three interest rate increases by the US Fed by the end of 2023. 

Interest Rates Rise, but Not to Harming Levels 

 

Progress in the COVID vaccination process and a large fiscal stimulus provided better growth fo-

recasts and higher interest rates in the US. The yield on 10-year treasuries has risen from just 

under 0.5% in August, to 0.9% at the beginning of the year, to currently 1.75%. The recent rise in 

interest rates is in line with the improved growth forecasts and is not due to a tightening of mo-

netary policy. Higher expected inflation figures will also put some upward pressure on interest 

rates. Rising US bond yields have pulled up yields worldwide. The yield on German 10-year bonds 

is now -0.3%, compared with -0.7% at the end of December. The steepness of the yield curve is 

back, especially in the US, with higher rates from 5-year maturities. We again expect interest rates 

to rise slightly. However, this normalization is necessary, even if it may put a strain on the stock 

markets in the meantime. Should the gigantic fiscal stimuli lead to some kind of full employment, 

yields could also rise above 2%. Only over 2.5% (we rule this out for 2021) do we see major nega-

tive implications for the real estate market as well as the equity and bond markets. 
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Source: UBS 

Shares – Still the Most Promising Asset Class 

 

In recent months, Investors have been concerned about the rise in yields, how high they might 

go and what impact they will have on equity markets. To some extent, markets will be able to 

absorb higher yields, at least as long as earnings rise and the higher yields are associated with a 

strong economy. 

Rising inflation has been discussed in detail in recent weeks, and the impact of possible scenarios 

has been analyzed. An inflation over the 2% target, which has now become the consensus, is 

unlikely to move the markets much. 

Growth stock valuations have benefited in recent years from falling interest/discount rates, which 

have mainly benefited stocks where a greater part of the earnings potential lies in the future. 

Rising interest rates have now had a negative impact on growth stocks, leading to strong sector 

rotation and favoring "old economy" stocks. As interest rates are still likely to rise somewhat 

higher, this circumstance continues to weigh heavily on growth and technology stocks. However, 

we do not think that this is the end to technology stocks, especially since many sectors and ear-

nings growth rates remain promising. Nevertheless, this sector rotation is causing headaches for 

many investors. 

Maturity yields on government bonds (10-Y) 

 
Switzerland (last value: -0.265)   Germany (last value: -0.310) USA (last value: -1.740) 
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The recent bull market has several drivers. Cyclical (rising investment activity, moderate inflation), 

structural (e-car, blockchain) and pandemic (reopening) drivers can be identified that will domi-

nate financial markets in the foreseeable future. To optimally benefit from these trends and deve-

lopments, a global allocation is important. Thus, there is still no way around the US technology 

sector, where we have an above-average exposure. Increasing investment activity, the e-car and 

the expected consumer rush will bring rising profits to a wide range of companies. The US indus-

trial and non-cyclical consumer sectors cover this well. The development towards a bipolar world 

strengthens the influence of Asia respectively China, and makes their growth markets interesting 

for a portfolio. The risks of Asian equities are not greater than in Europe or the US, but are in-

fluenced by other factors, which has a diversifying effect. 

Despite the rise in interest rates, nothing changes for the long-term investor; there is still no al-

ternative to good equities. Even if interest rates rise, dividends offer a higher yield compared to 

bond coupons. 

There will also be no significant reallocation in favor of bonds due to earnings growth. For stocks 

in the S&P 500, earnings growth of 23% is estimated for the first quarter. Strong earnings growth 

should thus also replace the valuation expansion of the previous year as compared to the same 

quarter in the previous year, with valuation multiples also likely to fall. This earnings growth is 

outweighing higher interest rates for the time being. In an environment of rising inflation, value 

and small-cap stocks should outperform growth and large-cap stocks. 

One of the biggest threats to equity markets, we believe, is the potential for new viral mutations 

and associated disappointments in the effectiveness of vaccines. A sudden tapering of the securi-

ties purchase program by the US Federal Reserve is an additional risk, which would then also push 

up real interest rates. 

Currencies – USD Temporarily Stronger 

 

In the short run, the USD has benefited from the sharp rise in US interest rates and an improved 

economic outlook. The yield spread is likely to widen further in favor of the USD, providing it with 

further temporary support. Commodity currencies (AUD, NZD) are enjoying greater demand. 
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Gold – Remain Positioned 

 

The gold market could remain vulnerable as long as the nervousness in the interest rate markets 

persists. Increased yields were the main reason for the decline of gold. Yields are still in negative 

territory when adjusted for inflation. As the economy improves, real rates of return may rise, 

which should further weigh on the opportunity cost of gold, and thus the price. Central banks are 

still expansionary, which supports the gold price. Later, a reduction of bond purchases by central 

banks is likely to weigh on gold. Despite the above facts, we currently see gold as oversold. Due 

to the Corona crisis, regional conflicts, for example in the South China Sea, and problems relating 

to North Korea, Taiwan, Ukraine and the Middle East are currently given insufficient prominence. 

Gold will again be more in demand as a crisis currency than at present. 

Cryptocurrencies – an Alternative 

 

Not only among the younger generations, cryptocurrencies are considered the "new gold" and 

also an alternative investment to the inflationary FIAT currencies. The gold rush in the blockchain 

and crypto sector is immense and comparable to the development of the internet in the 90s. 

Blockchain technology is already seen by many as offering the potential of a new economic and 

monetary system that is decentralized, cannot be manipulated, and is completely transparent. 

Indeed, we must not leave the development aside and must also open up to this topic as an in-

vestment theme. At Belvoir, we are already active in this area and are pursuing appropriate solu-

tions for our investors. 

Conclusion 

 

Our investment strategy is based on a disciplined approach, high diversification, sound in-

vestment processes, the selection of forward-looking industries, and individual stocks. This stra-

tegy takes precedence over trying to predict the right time for a purchase or the bursting of 

bubbles and thus correctly timing the reduction of equity ratios. The core of our investments 

continues to be in good equities from companies with sustainable cash flow and convincing stra-

tegies, as well as equity funds that position themselves as leaders in terms of themes or other-

wise. We are largely holding back on fixed-income investments. Gold remains a strategic position 
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with insurance for potential crises and protection against higher inflation. Cryptocurrencies we 

look at and deploy where the risk appetite is appropriate. 

We thank you for your trust and are at your disposal for further information in personal conver-

sations. 

Your Belvoir Team 
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This publication is for your information only and does not constitute an offer, quotation or invitation to make an offer 
and/or to buy or sell investment products. The information and opinions contained in this publication are taken from 
reliable sources. Nevertheless, BELVOIR CAPITAL AG rejects any contractual or tacit liability for incorrect or incom-
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CONTACT DETAILS 

 

BELVOIR CAPITAL AG 

Beethovenstrasse 9 

CH-8002 Zürich 

+41 (0) 44 206 30 40 

info@belvoircapital.com 
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