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IT  HAS BEEN A GOOD TIME TO BE PASSIVE 
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Source: Datastream. Performance  for 50% MSCI World AC Index / 50% BOFA ML Global Gov Bond Index (5Y rolling ann. return in %) in GBP over the period  February 1991 

– June 2018. 
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IT  HAS BEEN A GOOD TIME TO BE PASSIVE 
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Source: Datastream. Performance for 50% MSCI World AC Index / 50% BOFA ML Global Gov Bond Index, BOFA ML Global Gov Bond Index (5Y rolling ann. return in %) in 

GBP over the period February 1991 – June 2018. 
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IT  HAS BEEN A GOOD TIME TO BE PASSIVE 
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Source: Datastream. Performance  for 50% MSCI World AC Index / 50% BOFA ML Global Gov Bond Index, BOFA ML Global Gov Bond Index & MSCI World AC Index (5Y 

rolling ann. return in %) in GBP over the period  February 1991 – June 2018. 
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BACKDROP 

› We’ve had a bull market in equities 

› We are now late in the cycle:  

– Earnings are growing  

– Inflation is rising 

› Real returns from bonds set to be negative 

› Increasing volatility in valuation and returns 
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WORLD INFLATION 

Source: Pictet Asset Management, CEIC, Datastream 

World headline inflation rate* EM – DM inflation 

Source: Pictet Asset Management, CEIC, Datastream 
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*Weighted average of 42 countries inflation rates 
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CORPORATE PROFITS SINCE 2008 –  REGIONS AND GLOBAL SECTORS 
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EPS level since Jan 2008 (=100) by region 

Source: Datastream, IBES 
 

EPS level since Jan 2008 (=100) by global sector 

Source: Datastream, IBES 
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US CORPORATE EARNINGS TO RISE ABOVE THEIR LONG-TERM TREND 
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MSCI US 12m trailing EPS and trend 

Source: Datastream, IBES, Pictet Asset Management. 
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US BOND YIELDS IN LINE WITH TREND NOMINAL GDP GROWTH 

US 10Y bond yield and trend nominal GDP growth (10Y moving average) 

Source: IMF, Pictet Asset Management 
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DOMESTIC CENTRAL BANK FOREIGN OFFICIAL DOMESTIC BANKS

DOMESTIC NONBANKS FOREIGN BANKS FOREIGN NONBANKS
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PUBLIC DEBT DISTRIBUTION (2017)  

General Govt Debt – Investor Base (2017) 

Source: IMF, Pictet Asset Management 
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SIG NIF ICA NT  INFLO W S INT O  PRIVA T E  EQ UIT Y  
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Source: Pictet Asset Management.  
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T HOUGH EXCESS  RET URNS ARE  FALLING  
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Source: Pictet Asset Management.  
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W A T CH O UT  FO R CREDIT  
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Source: Pictet Asset Management, BoAML, Datastream 

US debt burden vs. HY credit spreads Ratio of low rated to BBB spreads in US and Europe 

Source: Pictet Asset Management, BoAML, Datastream 
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Source: Datastream, Worldscope. Covers between 97%-98% of companies in all cases, with the rest being unavailable. Universe is used as of the date referred to. 

WEAK INT EREST  COVERAGE AN ISSUE FOR NEARLY 30% OF  SMALL  AND MID CAPS  
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Russell 2000: % cos. with interest coverage <1 vs. BAA yield  
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DEFENSIVE  SECT ORS  MOST  LEVERAGED  –  PREFER  CYCLICAL  SECT ORS  

Net Debt to EBITDA 

Source: Datastream 
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Z-Score (Stdev vs. 20yr Long term Average)  

High Current Leverage 

Increasing  Leverage vs. History 

Source: Datastream, Pictet Asset Management. Data from Q1 1998 – Q1 2018 (Q1 2018 data based on moving averages). 
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SUMMARY   

› Moving to late cycle 

› Negative real returns from bonds 

› Cycles usually end with a credit event 

› Beware the crowded trades 

› Correlations say nothing about returns 

› Opportunities arising from volatility 

› Real returns matter! 
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For more information  

This material is for distribution to 

professional investors only. 

However it is not intended for 

distribution to any person or 

entity who is a citizen or resident 

of any locality, state, country or 

other jurisdiction where such 

distribution, publication, or use 

would be contrary to law or 

regulation.  

Information used in the 

preparation of this document is 

based upon sources believed to be 

reliable, but no representation or 

warranty is given as to the 

accuracy or completeness of those 

sources. Any opinion, estimate or 

forecast may be changed at any 

time without prior warning.  

Investors should read the 

prospectus or offering 

memorandum before investing in 

any Pictet managed funds. Tax 

treatment depends on the 

individual circumstances of each 

investor and may be subject to 

change in the future.  Past 

performance is not a guide to 

future performance.  The value of 

investments and the income from 

them can fall as well as rise and is 

not guaranteed.  You may not get 

back the amount originally 

invested.   

This document has been issued in 

Switzerland by Pictet Asset 

Management SA and in the rest of 

the world by Pictet Asset 

Management Limited, which is 

authorised and regulated by the 

Financial Conduct Authority, and 

may not be reproduced or 

distributed, either in part or in 

full, without their prior 

authorisation.  

For UK investors, the Pictet and 

Pictet Total Return umbrellas are 

domiciled in Luxembourg and are 

recognised collective investment 

schemes under section 264 of the 

Financial Services and Markets Act 

2000. Swiss Pictet funds are only 

registered for distribution in 

Switzerland under the Swiss Fund 

Act, they are categorised in the 

United Kingdom as unregulated 

collective investment schemes. 

The Pictet group manages hedge 

funds, funds of hedge funds and 

funds of private equity funds 

which are not registered for public 

distribution within the European 

Union and are categorised in the 

United Kingdom as unregulated 

collective investment schemes. 

ASSETMANAGEMENT.PICTET 

17 

http://www.pictetfunds.com/

