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ASSET CLASSES INFOS

LIQUIDITY & SIMILAR

Debt, debt, debt… Debt-Service Ratios to worsen. Quantitative Easing (QE) ending programs 
are among the biggest threat to the global economic world. Protectionism = an inflationary 
element. US rate hikes on the go and 2019 should follow a similar path. Neutral on the USD 
for now (after its rally). EU tapper continues and HY segments the most at risk. Long EUR, 
short GBP (till BREXIT), CHF and MXN 

US rate hikes on a "natural" path. A hawkish stance
still expected and more curve flattening should be
seen. Neutral on USD after the recent spike seen on
the greenback (dollar).

Even if European inflationary pressures are building
the EU area still needs significant stimulus and
therefore rates should be raised only in the 2S 19
or after. For the moment, the tapering will continue.

FIXED INCOME & SIMILAR

The FED continued removing its monetary accommodation, but the US Long term rates are 
stocked due to structural changes. The ECB signaled it will raise rate probably in the 2nd 
half of 2019 and continues to taper its bond purchases. Growing disparities within the EU 
Members budgets to produce more market stress. Credit markets are expensive and debts 
may spur a global free fall. Expect more corporate spreads widening = diversify, hedge or 
increase credit quality 

The US Treasuries have reached again the 3% yield threshold
(even higher). The outstanding US Treasury bonds in China's book
has decreased. In June 2018, the % own by Beijing amounted to
18.97% of the total outstanding (USD 6.212 billion).

The trade-war between these two nations can directly affect the
level of the mentioned treasuries! We expect further rate hikes
that combined with a possible withdrawal of the Chinese
purchases that can burden on the US foreign debt. With the Fed
on raise mode and a flattening yield curve, we now pursue a
neutral duration on USD with positions on the middle of the curve.

For EUR, we believe a barbell exposure would be prudent (same
strategy implemented for the US on previous quarters).

Market

Weather

Italy's budget deficit new target will force the EU to announce they do not agree with it even if we believe it is more
expansionary than thought. The ECB will then soften the tone on the deficit strict rule. Remember, no other EU member
has been previously punished for not complying with the target numbers set…

The GBP is near a potential chaos in case of a "hard" BREXIT. We do believe the EU has no other choice but to stay firm
and any expected benefits of the "soft-exit" will not be made. Hedge the GBP and buy UK Gilts for a defensive stance.
Once the Pound drops, we would look to add positions in the currency as we consider the BREXIT without deal = EEA
(European Economic Area), thus not so bad in a long-term perspective.

After a spike in EM currencies volatility, some stabilization is underway thanks to emergency rate hikes (Argentina, Russia,
Turkey, etc.). As rate go up, refinancing rates costs will rise and many Governments or companies may face difficulties in
servicing their debts, particularly those Emerging Markets countries with large account deficits and high external debts
will suffer the most. We do not believe this quarter will see a dramatic drop related to such but 2019 will be the year.

Higher rates = bigger volatility. Remove unwanted and unrewarded interest rate and currency risks.

Central Bank’s balance sheets

Inflation still subdue but could re-emerge (imported inflation) due to oil tensions. We still favor corporate bonds over
governments but take into consideration that spreads are still tight (particularly on the Investment Grade segment like
the BBB's grades limit). More room for spread widening ahead of 2019.

EM local-currency bonds offer little yield advantage over dollar-denominated debt. We add exposure to “fallen angels”
corporates in markets like Brazil and Russia (for risk oriented investors. Full list via your advisor).

The Italian populist's majority have fixed a budget deficit of 2.4% of GDP, way above the EU target rules. The yields could
rise but we do not see any problem in the short term for the country to continue servicing its debt as long as the current
government stays put. We bought Italian Government bonds denominated in EUR (2y and 5Y).

Source: M&G

Source: Lombard Odier



ASSET CLASSES INFOS

EQUITY & SIMILAR

After losses on EM and commodity assets,  political risks may return to the investors' 
agenda later in the quarter. Yet, we find attractive opportunities among value stocks and 
risk premium on the segment is still on. Broadly positive on the short-medium term but 
with strong monitoring of any trade friction escalade or political turmoil. American 
outperformance could fade, but prior: expect to see exuberating rallies (euphoria style?)

Even a 3% equilibrium rate in the US (set by
the raising FED rates) would still be lower
than some equity earnings yields and
therefore supportive for equities in general.

Even so, we turn to value related segments,
still undervalued compared to the broad
market, due to an expected US slowdown
(1S19) that may force investors to run to
safety. Worth to mention: 1/3 of the S&P 500
constituents are negative for the year… !

ALTERNATIVE INV. & SIMILAR

Oil prices are a key factor for the ongoing world growth expansion. A spike in volatility should 
emerge looking at persistent trade tensions combined with geopolitical tensity. Some Real 
Estate segments are expensive = decrease exposures on portfolios. Gold favors has vanished 
but we believe this will be short lived. Add on weakness. Exit any non-traditional funds 
without "liquidity” on gate style future problems anticipation (2008-2009 déja-vu ?)   

Global oil prices have risen on impending supply
crunch’s and geopolitical risks. We forecast the WTI
to be range bound (see blue lines on attached chart)
for the rest of the quarter unless we face a surprise
supply shock.

Today’s volatility do not reflect some uncertainties
within the different asset classes (Fixed Income and
some Equities segments expensive, etc.). We expect
this quarter to see a small roller-coaster revival amid
trade risks and political uncertainties.

The commodity prices rallies are raising the
prospect of a fresh tailwind to inflation. We will
slowly decrease some exposure to Real Estate asset
funds/ETFs as some valuations appear stretched.

Earnings revision are on their way as analyst reprice fading tax cuts impacts, borrowing costs, wage bills and trade tariffs
increases. High-flying tech shares are expensive. We would overweight value stocks and the usual suspects: our Future
Investment Themes (FIT) segments = Digital, Robotics, Medical, Cybersecurity, AI, Water, Renewable Energy, etc.

We are neutral on equities in general (Europe, US, CH), which translated into our “Special Balanced” portfolio means
slightly overweight. This is mainly due to some exposure to fallen angels and structured notes on the segment that we
bought. In terms of sectors, we currently switch to some energy stocks, healthcare, etc.

Emerging markets (EM) have been hit during the last quarter. Today’s EM valuations are broadly “cheap” comparted to
Developed Markets (DM) and we would focus on some markets like Russia or Brazil but probably via the corporate fixed
income segment rather than equities. The China-US conflict will probably escalate and in 1Q19 enter into a fade mode.

For investors worried about this late stage business cycle and potential downsides (mostly after the Christmas Rally?), we
look for defensives products or stocks with earnings, cash flows and stable dividends. For those concerned about the
rising correlations between equities and bonds (see the Comments section), a hedge strategy could be implemented via
put options or other instruments like “shark” notes and short mini-futures.

The GAM (Global Asset Management Firm) troubles on the market have been quite muted since the July "scandal". The
liquidation process initiated on their Absolute Return Bond Funds, Star Dynamic Bond, etc., after the high levels of
redemptions followed by a "gate" or redemption ban have affected the clients. Distributions will depend on market
conditions and we could expect severe losses on client's portfolios.
Hopefully we have NO clients with such Funds. Liquidity guarantee is no more a guarantee… In a similar topic we continue
to advise to avoid the "Hedge Fund" segment as well as some "opaque" structures or funds for the same old reasons that
brought us back in 2009 to avoid the category. Back to the future?

Market

Weather

Source: BlackRock

Source: Bloomberg



ALLOCATIONS & INFOS

MODEL PORTFOLIO – 4Q18

USD "Special Balanced" portfolio*

This publication is intended for information purposes only, should not be construed as an offer or recommendation or solicitation for sale, purchase or engagement in any other transaction and shall be distributed to financial
professionals, qualified or well informed investors and/or institutional investors as defined below. All material is provided without express or implied warranties or representations of any kind and no liability is accepted. Opinions
and comments therefore reflect current views of the author, but not necessarily the ones of Mount-Invest SA or partners entities and are subject to change without notice.
Other Mount-Invest SA entities or partners may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Mount-Invest SA
assumes no obligation to ensure that such other reports are brought to the attention of any recipient of this report. The investments herein may not be suitable for all recipients. Past performance is no guarantee of future
results and no guarantee is implied. Past performance, forecasting models and simulations are no guarantee for future performance ! Statements regarding the future performance of investments are forecasts only; therefore no
liability is accepted. The price, value of, and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. International investing includes risks related to political and economic
uncertainties of foreign countries, as well as currency risk.
Mount-Invest SA and/or its employees and associates or partners may have or have had financial or other interests or positions in relevant securities. Laws and regulations of other countries may also restrict the distribution of
this report. Persons in possession of this document should inform themselves about possible legal restrictions and observe them accordingly. Further information is available on request. Subject to copyright with all rights
reserved. SOURCES: UBS, Bloomberg, Lombard Odier, BlackRock, Société Générale, JPM, M&G, World Wide Web, etc.

RISK GRADES® = a Mount-Invest SA proprietary colored potential risk model (details with your Advisor)

COMMENTS

A spike in the US Treasury yields could be a real problem for stock markets 

We usually see volatility spikes and
Treasuries purchases (like during the “blue
periods” in the attached chart (VIX in
purple, US10Y Bond in green).

Recently, this pattern has fade (see red
circle period), partially due to the ongoing
market positive views and still high
monetary accommodation that offers
compelling yields on equities relative to
fixed income but also because foreign
investments in the bonds were decreasing
(mostly from the Asian Gov. investors).
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"Special USD Balanced" 

Liquidity &
Sim.
Fixed Income
& Sim.
Equity & Sim.

Alternative Inv.

% ALLOCATIONS

ASSET 

CLASSES CURRENCIES

Liquidity & Sim. 12 USD 75
Fixed Income & Sim. 56 EUR 20
Equity & Sim. 15 GBP 3
Alternative Inv. 17 DIVS. 2

100 100
Opportunistic**

*Example of a "Special Balanced" portfolio USD based. Not recommended for all investors.
** % allocation included in each category (for details, contact your advisor).

What worried us a bit more is the fact that recently, another
pattern has emerged, i.e. the rise of the yields towards the 2
standard deviations in combination with the equity bond
correlation (see attached chart “Exhibit 2”).

Such a move, if prolonged and confirmed (red dashed line on the
chart), could turn into one of the signals the market participants
can take for anticipation of a broad sell-off.

We know the risk is still on and we “surf” the market wave in a
very moderate stance but would like to put your attention not to
chase yields or returns in unchartered territories…

Source: Bloomberg

Source: Goldman Sachs



APPENDIX

INVESTMENT IDEAS

This publication is intended for information purposes only, should not be construed as an offer or recommendation or solicitation for sale, purchase or engagement in any other transaction and shall be distributed to financial
professionals, qualified or well informed investors and/or institutional investors as defined below. All material is provided without express or implied warranties or representations of any kind and no liability is accepted. Opinions
and comments therefore reflect current views of the author, but not necessarily the ones of Mount-Invest SA or partners entities and are subject to change without notice.
Other Mount-Invest SA entities or partners may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Mount-Invest SA
assumes no obligation to ensure that such other reports are brought to the attention of any recipient of this report. The investments herein may not be suitable for all recipients. Past performance is no guarantee of future
results and no guarantee is implied. Past performance, forecasting models and simulations are no guarantee for future performance ! Statements regarding the future performance of investments are forecasts only; therefore no
liability is accepted. The price, value of, and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. International investing includes risks related to political and economic
uncertainties of foreign countries, as well as currency risk.
Mount-Invest SA and/or its employees and associates or partners may have or have had financial or other interests or positions in relevant securities. Laws and regulations of other countries may also restrict the distribution of
this report. Persons in possession of this document should inform themselves about possible legal restrictions and observe them accordingly. Further information is available on request. Subject to copyright with all rights
reserved.

”Shark Note” on S&P 500 Index: the idea is have a product that could compensate any
drop on markets in case the latter enters into a correction. Note that the capital is 102%
guaranteed (unless the issuer defaults). Conservative.

RISK GRADES® = a Mount-Invest SA proprietary colored potential risk model (details with your Advisor)

FALLEN ANGELS

Bitcoin

RISK GRADES®

PRODUCT DESCRIPTION

Underlying: S&P 500 Currency: USD

Guarantee: 102 % at maturity Maturity: 2 year. Sell anytime at market price

Barrier: - = + till 30% of market drop Maturity: Minimum 102% at maturity, Max 130% return

Issuer rating: “A” (bank rating) Riks: Issuer risk (default from the issuer, bankruptcy)

The full Mount-Invest SA Company Equity Snapshot (MICES) available on request


