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This publication presents the Telomere Capital investment perspectives for the coming year. It is based
on past events and the current context to express its views and recommendations.

A return to strong performance
The year 2017 was curiously marked by low volatility.
Performance was generally solid in all the markets that
foiled all pessimistic expectations related to the political
or geopolitical events that occurred during the year, namely
the fear of a «hard brexit» following the vote on the exit
of the United Kingdom from the European Union, the first
decisions of the new protectionist US president or the
deployment of desynchronised monetary policies; without
taking into account the geopolitical tensions in the Middle
East and North Asia.
Despite the hectic news and warning recommendations,
financial markets did not drop. On the contrary, they kept
on thriving on a very accommodating monetary policy and
higher-than-expected dividend growth.
Hence, investing in 2018 will require even more rigorous
equity selection and robust management processes.
The arrival of emerging innovative technology dubbed
« disruptive » will indeed dramatically change the world
in which we live. New growth sectors will emerge while
others will fizzle out. But technological progress has always been part of the equation. We know it well and have
integrated it.
We will have to identify the winners of tomorrow in order
to continue generating strong performance as in the past.
But many other challenges still await us, and some are

important, especially in social and environmental matters.
Today we are living a real paradigm shift; we think
differently and consume in a totally new way. The world
today is changing at an ever faster pace.
For their part, financial markets are adapting and transforming
themselves, not without creating opportunities, but also risks.
We must therefore be particularly vigilant in order to give
this new prosperity a lasting and equitable impetus.

A buoyant economic backdrop
The current context is broadly favourable, with a general
economic recovery on all the continents. Both developed
and emerging markets are showing theoretically solid
and monitored growth. The situation has also greatly
improved in the labour market, especially in the United
States and Japan.
The European Union has also jumped on the bandwagon,
though more moderately. However, economic recovery
should accelerate in 2018, but we must remain vigilant.
A harder than expected Brexit or a sharp appreciation of the
euro could bring about an economic slowdown in Europe.
For the time being, emerging countries are more favoured
than others. China is continuing its efforts to refocus on
its economy, India is reaping the first fruits of the recent
reforms it put in place and Brazil seems to have finally
come out of the economic slump.

As for the United States, they still remain one of the major
players in global growth with a rate of 2.2%.
The synchronised recovery effect observed in the world
enabled us to reach a solid growth of 3.8% in 2017 against
3.1% in 2016. For 2018, we are reckoning on global growth of
3.9% with an acceleration of the impact of technologies in
today’s global economy, which will not be without effects.
We shall remain in this globally positive context in the
various markets, developed and emerging.
As far as monetary conditions are concerned, we expect a
cautious normalisation with gradual rate increases in the
United States, but with a standstill in Europe. If growth

remains strong in emerging markets, it may still create
some surprises in different central bank policies, but this
should not negatively impact financial markets. However,
we shall remain very attentive to the economic stakes
hovering over China’s debt that, in our opinion, seems
high, even if we are confident in the ability of the Beijing
government to control the situation.
At this stage, the scenario of a recession for 2018 is not on
the agenda, but caution is still required: some geopolitical
tensions remain unresolved and they carry the seeds of
instability that are often underestimated by financial markets. The context of liquidity squeeze must also encourage
us to be vigilant.
As for the low volatility observed in 2017, it should disappear and therefore create larger gaps. It should also be noted that if the average growth rate of the United States is
to stabilise at around 3%, the tax reform initiated by the
Trump administration will have to be completed. Otherwise,
this could represent a greater risk.

A positive view on share
For 2018, we expect positive share market growth, especially in Europe, emerging markets, but also in the US, although
some US valorisations currently seem high. Although projections put the MSCI World Index around 7% on average for
2018, we will remain very selective as regards the sectors
and shares we choose.

United States
The case of the United States, however, must hold our
attention. Indeed, if the corporate tax reduction project is
implemented, US growth should be particularly strong in
2018. It could thus reach 2.4% and would be accompanied
by a gradual but controlled rise in interest rates with two or
three increases in the course of the year.
The impact of this reform would be particularly beneficial
for financial markets and would consolidate the existing
growth. In this context, information technology sectors
should continue to benefit from sustained growth, particularly in the digital and decentralisation sectors.
We are also positive on the financial sector which will be
able to reckon on the liquidity squeeze of the US monetary
policy as well as on the consumer sector. For the latter, it
will however remain selective with Europe offering more
interesting opportunities in this area.
Regarding energy and raw materials, the two sectors
remain attractive because of their current valorisation.
Price divergences should, however, be important for raw
materials. Focus should therefore be on industrial metals,
especially those intended for the transport industry.

Europe
Europe, for its part, is well positioned to reach the 2.1%
growth in 2018. Supported by a global economic recovery, the
consumer, information technology and energy sectors are
first and foremost our focus. Valorisations in the semiconductor industry are also very attractive. In this context, the
European recovery should continue even if we will have to remain attentive to next election outcomes, especially in Italy.
Brexit conditions must also be observed closely. A «hard
Brexit» would certainly have negative consequences on
the European economy while a «soft Brexit» would better
anticipate the movement of funds.
Renewed tension in the Middle East could negatively affect
the eurozone. But taken as a whole, the valorisation of the
European financial markets remains particularly interesting
since we should witness some liquidity squeeze in 2018.

Emerging Markets
In general, emerging markets are well positioned, although
geopolitical risks should not be underestimated. Inflationary pressure on the various prices of raw materials is likely
to remain unshakeable as demand from the world economy
will continue to be high, particularly in emerging markets. In
this context, China’s growth should peak 6.3% and that of
India 7.2% in 2018.
This projection encourages us to favour securities linked
to energy and raw materials. The case of Brazil will also be
closely monitored. After years marked by repeated scandals
and non-existent growth, the country could regain its stability and sustainable growth.

However, if the populist movement were to win the next
presidential elections, this victory would call into question
the efforts already made. Nevertheless, Brazil’s growth
should be around 3.2% this year.

Switzerland
Switzerland’s exemplary governance, just like the quality of
its companies, makes this country a blue chip. With a weak
euro, exporting companies should continue to get out while
the going is good.
Regarding the small and mid-cap markets, they remain
attractive because of their know-how and leadership
position in many markets. The different sectors of the
economy have also been particularly well adapted to
difficult market conditions.
This is mainly due to sudden and brutal cost pressures.
Despite the abandonment of the floor rate on the 15th of
January 2015 by SBN, Swiss companies have been able to
compete in their environment by constantly reinventing
themselves. As a result, we maintain a positive outlook on
the Swiss share market, which is the largest component
of our asset allocation. As for the country’s growth, we
reckon on 2% in 2018.

Neutral view of bonds

Conclusion

Bonds are still a popular investment for investors. With
regard to this asset class, we will nonetheless have to
be even more selective than in 2018. Bond yields should,
however, show a slight rise, mainly driven by changes in
monetary policies.

The year 2018 should, in every way, be positive in most
financial markets. However, we must not neglect the
evolution of international monetary policies and the rise
of certain geopolitical tensions, especially as volatility is
projected to make a big comeback, dragging an increased
risk along with it, but also more opportunities.

The significant volumes that have been invested for
several years in the so-called «high yield» bonds no longer
present a risk paid at their fair value. For this reason,
bonds, especially European securities, are underweighted
in our allocation. We, however, remain exposed to US
securities, but in a much more cautious and selective way,
by maintaining a neutral position.
As for bond investments in emerging markets, they represent for us the best productivity potential over the next
twelve months. It should also be noted that convertible
bonds continue to attract our interest. In fact, they offer
advantages in the event of bearish movement and let us
know how to benefit from economic bubbles. Indeed, if we
trace the history of this class of assets, convertible bonds
account for 66% of the increase in shares, but only for 33%
of their decrease. That is why we must remain attentive to
the opportunities that it may offer.

In this context, performance dispersion should be much
more pronounced than in 2018, which is why opting for a
solid diversification combined with rigorous selection is
fundamental. Patience and discipline will undoubtedly be
the keywords of success in 2018. Also, let us continue to
put all our energy into finding the winners of tomorrow
while opting for a robust approach to risk control that is
characteristic of us.
We will operate within this framework with the same
concern for excellence and ethics that guides our daily
action to offer our clients the quality of advice they deserve.
We would like to thank you for the trust you place in us
and we are proud to assist you in the management of your
assets. Of course, we stand ready to rise to the challenges
of 2018.

To summarise our position, our exposure to bond markets
remains strong, but with a focus on quality and short duration while remaining open to opportunities, especially in
emerging markets.
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