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Dear Readers

The article “Below-average price performance expected for US 
equities” discusses how indicators can be used to derive expec-
tations, and for which asset classes this works and for which it 
doesn’t.

Looking for advice and support on financial matters? Our invest-
ment advisors look forward to hearing from you and will be happy 
to talk to you personally.

We wish you a pleasant read.  
Your Advisory Team 
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“Below-average price 
performance expected 
for US equities”
Equities

We do not explicitly expect below-average price gains in the current 
year, but on average over the next 10 years. We derive this expectation 
from the cyclically adjusted price-to-earnings ratio (CAPE). CAPE is a 
valuation ratio for assessments over an entire economic cycle – con-
sisting of upswing, boom, and recession. CAPE sets the earnings of the 
last 10 years in relation to the current share price. If this ratio is above 
the 40-year average, it can be assumed that shares are overvalued 
and vice versa. Overvaluations and undervaluations are not immedi-
ately balanced out, however; it takes a certain amount of time for them 
to move back towards fair value. For that reason, valuation indicators 
are not suitable for “timing” the equity market, i.e. as a basis for short-
term transactions. But CAPE does give an indication of how equities 
will perform over a period of 10 years, which the inventor of the indica-
tor probably assumed to be the approximate duration of a cycle:
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CAPE overvaluation indicates below-average equity returns

relative CAPE valuation range of expected return return on US equities p.a.

Source: Shillerdata.com, Neue Bank AG
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The left scale (inverted) shows the deviation of the valuation from the 
40-year average. At fair valuation (0%), the performance over the fol-
lowing 10 years should be slightly below 10% per year (right scale). 
The blue line is used to check whether the expectations based on the 
respective valuation (dark red line) have materialised. As the chart 
shows, the return achieved is usually within the estimates (range). 
However, there are also phases with larger deviations. In the 1990s, 
changes in accounting rules and other factors led to lower reporting of 
earnings for reasons of tax optimisation. Based on the current valua-
tion (dark red line), it can be assumed that equity returns in the United 
States will be below average in future. In contrast, Barclays data indi-
cates that the current CAPE valuations for European and Swiss equities 
are slightly below the 40-year average. This means above-average per-
formance is possible in these two regions.

“Our traffic light is still light 
green, so we remain over-
weight in equity investments.”

Bonds

To estimate future income from bonds, the yield level is more meaning-
ful than valuation metrics. In the case of an individual bond, you already 
know at the start of the investment how much you will receive (interest 
+ repayment), provided no default occurs. The 10-year yields on govern-
ment bonds are highest in the US (4.26% p.a.); in Germany, bond inves-
tors still earn 2.36% p.a., while investors in Switzerland earn only 0.61% 
p.a. These yields can be improved by adding corporate bonds or even 
high-yield and convertible bonds, but doing so also increases the risk.
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Currencies

It is less commonly known that currencies can be valued as well. Rela-
tive purchasing power parity can be used to measure how much a cur-
rency would have to depreciate or appreciate in order to return to fair 
value. Purchasing power adjustments are often based on changes in 
producer prices. We show this below using the example of the USD/
CHF exchange rate:

Here again, over- or undervaluations frequently occur, which balance 
each other out over time. While inflation – as measured by the producer 
price index (PPI) – has been nearly zero in Switzerland over the last 34 
years, it has been about 2.5% p.a. in the US. This has led to a significant 
weakening of the USD against the CHF. At fair valuation, the expected 
currency change is accordingly not 0%, but rather slightly over -10%. 
This also means that the estimate only works if the PPI regime that has 
become established over the course of decades does not change. Oth-
erwise, the overvalued USD is expected to depreciate by about 30% 
over the next 10 years. The situation is practically the same for the EUR 
against the CHF, which is threatened by a similar decline. The EUR/USD 
exchange rate is currently fairly valued. There will always be temporary 
movements that run counter to the long-term trend or fair value. Last 
month, for instance, we removed the EUR hedge in our CHF mandates 
on the basis of a signal from our currency indicator, leading us to expect 
the EUR to strengthen temporarily.
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Overvalued USD raises expectations of setbacks

relative PPP valuation USD development (right scale)

Source: Bloomberg, Neue Bank AG
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Alternative investments

Last month, gold reached a price of more than USD 2,200 per ounce 
– a new all-time high. Since the abolition of the gold standard in 1971, 
gold has gained nearly 8% per year. This price increase was very une-
venly distributed, however. In the first approximately 10 years, the price 
of gold rose from USD 42.00 to more than USD 650.00. After a fall of 
more than 60%, it then took over a quarter of a century to reach the 
USD 650.00 mark again. A new bull market phase began at the start of 
the new century, driving the price to over USD 1,900.00 by 2011. This 
was again followed by a slump of more than 40%. The trend has been 
positive again since the beginning of 2016. In contrast to other asset 
classes, we do not believe it is possible to value the price of gold. In the 
words of former Fed Chairman Alan Greenspan:

“The price of gold? 
That’s substance plus 
faith and fear minus 
interest.”
Because we do not believe this formula is resolvable, we refrain from 
articulating a concrete price expectation.

Economy

The purchasing managers’ indices for manufacturing are below the 
threshold of 50 in the US, the Eurozone, and Switzerland, which means 
they are predicting a decline of the economy. The lowest levels have 
already been overcome, however. The Swiss National Bank made its 
first interest rate cut in March. The market is also expecting cuts in the 
US and Europe in June or July, which should have a positive impact on 
the economy.
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1 Past performance is not an indicator of future performance and offers no guarantee of success 
in the future. The presentation of performance is gross without taking into account your indivi-
dual tax liability. The net performance is lower due to fees. You can also find Our Opinion on our 
website: www.neuebankag.li S.E.& O.

31.03.2024 2023 2022 2021 2020 2019

PRIMUS-ETHICS Balanced 9.73% 5.99% -19.44% 14.54% 7.63% 15.42%
Benchmark 6.70% 4.61% -15.46% 7.21% 2.98% 11.75%

PRIMUS–ETHICS
With the PRIMUS-ETHICS asset management mandate, we give inves-
tors the opportunity to incorporate environmental and social consider-
ations into their investment decisions alongside financial aspects. We 
invest your assets in ethically and morally sound companies and apply 
professional approaches to their implementation. Scientific studies 
prove the positive effects of sustainability on economic success. Neue 
Bank AG’s client advisors will be happy to show you the special features 
of this asset management solution in a personal meeting.

Key Performance Indicator in CHF1
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Market data
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Disclaimer
This publication is intended exclusively for your information and is not an offer for the purchase or sale of securities. It describes value based goals that we attempt to 
reach for like-minded clients. Whether we can support you in your personal financial goals depends on your individual risk appetite, your financial objectiv es as well as 
the legal constraints of the country of your domicile, in particular with respect to the financial instruments to be invested in. Therefore we recommend that you discuss 
the solution mentioned with your financial consultant and have possible tax consequences checked out by your tax accountant. The figures shown are based on actual 
performance results of the portfolio management mandate in the currency displayed. Past performance is not a reliable indicator of future performance and results. 
Future price and exchange rate fluctuations can impact on your return in your domestic currency. Performance data used in the tables is gross of fees (specification 
available from your client adviser) and do not reflect the impact of your personal taxes. The benchmark is composed of strategically weighted indices of the particular 
five asset categories liquidity, bonds, shares regional (Switzerland, Europe, USA), shares global and alternative investments. This information is given without a gua-
rantee. This brochure may not be reproduced, duplicated or passed on without the prior consent of Neue Bank AG. In case of its dissemination relevant national legisla-
tion must be adhered to.

You can 
reach us at
Neue Bank AG 
T +423 236 08 08  
F +423 236 07 35  
info@neuebankag.li


