
  USA: Improved labor market situation 

 Central banks: The end of cheap money

 Speculation: Gold bubble ahead?
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Politics and business
months were revised downward as well, 
it seems that employment is looking up again. 
We don’t yet know how good the quality of 
the jobs is, because many of them are temporary. 
Whether or not the new hires can retain their 
jobs after the limited terms are over depends 
on how the economy fares.
A large part of this gain is no doubt attributable 
to government subsidies. The associated 
money supply expansion will keep us occupied 
for the next two years, especially when the 
time or need has come to shrink “M” again 
(see graph).

Switzerland is facing stiffer headwinds. 

Financial crisis in Dubai ends skyscraping 

exaggerations.

Swiss businesses fear “Swiss bashing” abroad 
with negative consequences for the domestic 
economy. The minaret dispute, Swiss banking 
secrecy, UBS’ client data disclosures to the 
USA, and the looming restriction of free move-
ment rights for EU citizens have resulted in 
more than just Islamic boycott calls against 
Swiss companies. While internationally 
 active Swiss businesses could afford to respond 
to Muammar al-Gaddafi ’s saber rattling 
with a smile, the global reactions to the ban on 
minarets have been noted with uneasiness. 
After all, Turkey, Saudi Arabia, Malaysia, 
 Indonesia or the United Arab Emirates are much 
more signifi cant importers of Swiss products 
than Libya.

High rollers
The fi nancial crisis in the desert state of Dubai 
took the global fi nancial markets by surprise. 
With a huge heap of debt in the magnitude of 
USD 60 billion, the government-run investment 
company Dubai World is teetering on the 
 precipice of fi nancial ruin. Half-fi nished real 
estate projects have literally been built on 
sand. The 818-meter Burj Dubai, the tallest 
skyscraper in the world, illustrates the high-
rolling attitude of a Gulf state that has virtually 
no oil to sell. The fact that the Nakheel Tower 
is supposed to rise over 1,100 meters refl ects a 
loss of contact with reality among the desert 
dwellers. Nakheel, a subsidiary of Dubai World, 
can no longer repay its loans. It gained recog-

nition as the builder of an artifi cial palm-
shaped island studded with luxury villas. It 
remains to be seen whether the situation 
can be saved with the announced refi nancing 
of part of the company’s USD 26 billion in 
debt. Even in the event of a total default, Dubai 
does not pose a risk for the international 
 fi nancial markets, but it does point at an im-
pending problem: an enormous mountain 
of debt. All the while, western industrialized 
nations are also sitting on debt that they 
 cannot possibly service.

Crisis overcome?
It seems that the crisis of the US labor market 
is over. The loss of merely 11,000 jobs in 
November was much lower than expected and 
corresponds to the smallest rate of decline 
in two years. Since the results of the two prior 
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Currencies and interest rates
In most cases, debt is serviced by their own 
fi nancing companies. Consequently, the 
 borrower is not Volkswagen, but VW Credit 
Canada or BMW US Capital, even if the 
 transaction involves a bond denominated in 
Swiss francs. No stress test has yet been 
imposed on such instruments because it has 
never been necessary so far to fall back on 
the guarantees – existent or non-existent.
The Dubai crisis, Greece’s fi nancial woes, and 
the negative outlook on Spanish bond ratings 
have generally added some momentum to 
credit default swaps. Although corporate bonds 
are not yet really attractive, a circle of nervous 
investors might create entry-level metrics 
again in the coming weeks. Our suggestion: 
wait for setbacks, focus on short to medium 
durations, place greater emphasis on borrower 
names than ratings, and stay away from 
 complex structures.

Europe goes on hold, changes policy. 

 Australia increases rates for the third time. 

The Dubai crisis rekindles fl ight into 

 government bonds.

In some respects, the European Central Bank 
(ECB) has backed away from its expansive 
monetary policy. It is leaving lending rates 
unchanged, but longer-term liquidity infusions 
are over. Next year, the ECB no longer wants 
to issue annual tenders (refi nancing transactions 
of the central bank with commercial banks). 
This is of import inasmuch as banks briskly took 
advantage of this new instrument. In June 
2009, on the occasion of the fi rst tender, banks 
borrowed EUR 442 billion at a lending rate 
of one percent. The ECB justifi es this change 
in policy with the economic projections for 
2010 that suggest an overall improvement. This 
is the beginning of the end of an extremely 
expansive monetary policy.

Australia for the third time
Yet again, it is the Australian central bank that 
forayed ahead with the third lending rate 
increase. Although this anticipates a recovery 
of the Australian economy, the country’s cur-
rency did not further appreciate. The Australian 
dollar is currently trading 30 percent higher 
than at the beginning of the year.
After a phase of weakness of the US dollar, 
labor market data buoyed the US currency 
again. The brief 1:1 parity with the Swiss franc 
has since been clearly exceeded.

Flight into quality
Bond yields dropped to new record lows in the 
wake of the Dubai crisis. A fl ight into quality 
drove prices up and yields down. Thus, 10-year 
government bonds in Switzerland are returning 
a scant 1.8 percent. Investors who think they 
are in a safe haven here will have to contend 
with negative surprises next year. But the 
situation in Dubai is bringing a totally different 
topic into focus: the liability problem in bonds. 
The government of the small desert nation 
does not want to assume any responsibility for 
the debt incurred by the state-run Dubai 
World holding company. In the same breath, 
the sheikdom’s rulers declared that Dubai 
would not be liable for the debt racked up by 
Emirates, its state-owned airline. Investors 
who purchased “Dubai” mere received a 
 fi nancial instrument from Dubai for whose 
debt no one is responsible any longer.

Who is liable?
The international bond market is designed 
in such a way that money is rarely ever bor-
rowed by a parent company. At UBS, the 
true borrower is usually domiciled in Jersey, 
a 118-km2 Channel Island, and Holcim often 
chooses Bermuda as the legal venue for its 
bonds. In such cases, lenders have to fi gure 
out how the guarantees are governed (in the 
two above cases, the parent company is liable). 
The situation is even more exotic as regards 
Germany’s landesbank system. State guarantees 
have been banned by the EU Commission 
since 2005. Earlier issues are still backed by 
the government, but the legalese has to be 
carefully sorted out for later ones. Automakers 
also take a special approach to borrowing. 



Financial markets
Gold is becoming more volatile and 

 speculative. The bull market is feeding 

itself. Roche as an add-on for Novartis 

shareowners.

As bizarre as it may sound, the excellent labor 
market data and the likely economic recovery 
ahead could burden the equity markets 
next year. The fi nancial markets have long 
expected better corporate earnings but they 
are not ready to cope with faster-than- 
expected central bank lending rate hikes.

Gold rush
The gold market has entered a hectic phase. 
Even though fundamental factors speak in 
favor of higher gold prices (danger of infl ation, 
massive government debt), speculators are 
mostly responsible for the price uptrend. Just 
like the gold rush once attracted workers, 
surplus liquidity is now being lured by the 
 mystical sheen of the yellow metal. Going 
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forward, the price decline of eight percent 
in a single day suggests the likelihood of a 
bubble.

The great fool
In late September, a major Swiss bank elo-
quently described why it had resolved to keep 
underweighting equities. According to the 
“greater fool” theory, “an even greater fool will 
follow in my footsteps to rescue me from my 
foolish investment decision”. The bull market is 
self-propagating. Two months later, the same 
chief strategist increased the equity exposure.
This is not a criticism of the investment 
 decision. It is an example that shows how much 
pressure underinvested money managers 
are facing. No matter how convinced they are, 
the members of the guild have a hard time 
remaining underinvested in stocks when the 
markets advance. A lot of activity is packed 
into the last few weeks of the year because this 
is when annual performance is measured.
The performance of Novartis stock since its 
lows in the early summer of 2009 has been 
constant and impressive. A 35 percent rally 
without noticeable fl uctuations suggests 
that shares have migrated into the hands of 
investors with long-term horizons (see graph). 
A 3.5 percent dividend yield, a packed phar-
maceuticals pipeline, and a fair valuation are 
solid pointers for continued momentum. 
 Novartis’ 33.3 percent participation in Roche 
is a welcome bonus.

Last but not least
“Democracy is a device that insures we shall 
be governed no better than we deserve.”
George Bernard Shaw

Dec.
2008

March
2009

May
2009

July
2009

Sept.
2009

Nov.
2009

48
46

52
50

54
56
58

44
42
40

CHF



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


