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  Investors waiting for the great rotation out of fixed income into equities are 
going to have to wait a while longer – a long while, in our view.  
 

 We do not anticipate large scale losses in fixed income due to rising rates 
this year, but we do expect returns to be very muted, in the low single 
digits, at best.  

 
 On a strategic asset allocation (6-12+ month investment horizon) basis, 

we expect equities to outperform fixed income, and our favored 
region/country is the US.   

 
For the better part of the past two years, market participants have been waiting 
for the great rotation from fixed income to equities. What exactly is the great 
rotation? It is the thesis that the long era of fixed income outperformance versus 
equities has ended. Faced with the choice of very low bond yields and the 
potential for losses if bond yields rise, market participants would rotate their 
portfolios toward equities and away from fixed income in search of returns, 
hence the “great rotation”.  At the start of the year, many investors looked at the 
fund flow data and noticed the meaningful thrust of new capital being committed 
to equities. What we found interesting was that the flows to equities were not 
because market participants were giving up on fixed income; quite the contrary: 
the flows to equities were at the expense of money markets. As seen in Figure 
1, fixed income flows have continued to be positive this year. 
  
While a rotation out of fixed income sounds logical, the great rotation thus far 
has been elusive and is turning out to be the great frustration for those who 
have been waiting for it. In our opinion, it is likely to remain that way for quite 
some time.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: PB Americas Asset Allocation & Investment Strategy, Strategic Insight Simfund, EPFR Global, ICI                                                       
As of: 3/13/2013;  Note: Data includes mutual funds and exchange traded funds 
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Figure 1 – No Great Rotation in the Flow Data Thus Far 
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Three key reasons shape our view that investors are unlikely 
to abandon their fixed income holdings. First, the Federal 
Reserve has stated it is going to remain committed to an 
accommodative monetary policy stance until the 
unemployment rate falls to 6.5% – it currently stands at 
7.7% – and that may take quite some time.  The growth 
trajectory for the US is being heavily influenced by the 
contraction in government spending.  Our Credit Suisse 
forecasts for US economic growth for 2013 and 2014 are 
1.6% and 2.3%, respectively, and include a 1-2% fiscal 
tightening each year. Thus, growth is not likely to be strong 
enough for the Fed to change its accommodative stance.  
Second, inflation expectations are not at problematic levels, 
which could cause a meaningful climb in bond yields.  As 
seen in Figure 2, inflation expectations are well anchored in 
the range they have been in since the recovery began in 
2009.  Third, investor psychology is still smarting from the 
aftermath of two secular equity bear markets in the last 
decade.  The bear markets that ended in 2003 and 2009 
were so severe in nature it may take several more years of 
solid equity market returns for market participants to feel 
confident enough to return to the asset class.  Therefore, it 
is likely to remain more of a great frustration for those 
waiting to see a great rotation out of fixed income and into 
equities.            
  
While we do not anticipate large scale losses in fixed 
income due to a sudden surge in interest rates over the 
near term, we do think fixed income is in for lackluster 
returns. During the ten years that ended in 2012, the 
Barclays Aggregate Bond Index gained 5.2% on a 
compound annual growth rate.  During that same period, 
the yield on the US Treasury 10-year note went from 3.8% 
to 1.8%, hitting a mid-cycle high point of 5.3% in June 
2007. Given that we expect yields to remain at subdued 
levels in the near future, we think market participants would 
be well served by anchoring their expectations for fixed 
income returns to be no better than the return received from 
the coupon payments, meaning very low single digits.   
  
We have long anticipated that equities, as measured by the 
S&P 500 Index, would be able to return to all-time highs 
(see Viewpoints: Making a Run for the Highs? dated 
September 24, 2012).  Where do we go from here? The 
equity market can move higher, but it would not be 
surprising to have fits and starts along the way.  Durable 
equity bull markets tend to have four common features: low 
or negative real interest rates, high unemployment, 
attractive valuations, and quite a bit of investor skepticism. 
All these features are still in place, but to various degrees, 
of course. How do bull markets generally end? They tend to 
end with tight capacity, extended valuations, central bank 
tightening, and a great deal of investor enthusiasm. While 
there are likely to be setbacks along the way to sustainably 
breaking and staying above the previous all-time highs, we 
think they will be just that: setbacks.     
  

 Figure 2 – Inflation Expectations Remain within Long-Term 
Bands 
Annual US inflation expectations for the next 5 years 

 
Note: Inflation expectations are calculated by subtracting the 5-year TIPs yield from the 
5-year Treasury yield 
Source: PB Americas Asset Allocation & Investment Strategy,  Bloomberg 
As of 3/22/2013 

 
Figure 3 – Investor Sentiment Is at Neutral Levels  
AAII Bull Survey Less AAII Bear Survey, 3-week moving average 

 
Source: Bloomberg 
As of 3/28/2013; Last data point: 9.6 
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Among our favored countries or regions within equities in 
our Strategic Asset Allocation portfolios is the US. Our 
global Investment Committee sees that the US has the best 
potential growth profile in the developed world economy: 
while the public sector is still extended, it is furthest along in 
its private sector deleveraging cycle.  The recovery in US 
residential real estate is helping repair consumer balance 
sheets, and the potential for energy independence as a 
result of shale gas is a game changer. Europe looks 
inexpensive on some measures, but the competitive 
pressures on wages and continued recession are keeping 
us on the sidelines.   
 
 

Cyprus has been messy, but it is unlikely to unravel the 
Eurozone, as the support from the European Central Bank to 
hold the monetary union together is a very powerful force. 
Emerging market equities have been lagging the performance 
of the US, which has been a disappointment.  We are 
watching for signs that the tide is turning before we will 
increase our exposure to emerging market equities.    
  
So, is the great rotation turning into the great frustration?  We 
see more frustration for investors waiting for significant 
outflows out of fixed income.  In the meantime, we think the 
opportunities present in equities, even though we are back at 
the highs, remain compelling.    
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Recent Editions of Viewpoints 
2013  
Mar-12 How to Approach the Equity Market 
 One way to soften the ups and downs of the equity market when considering an initial or new investment is to phase-in 

over a defined time period.      
Feb-11 You Can’t Climb Everest without Pausing 
 Buying put-options to hedge downside exposure to the S&P 500 Index may be a cost-effective way to protect against 

short-term turbulence.   
Jan-28 Morning in America 
 We are focusing on the return to manufacturing through our US sector weights in portfolios, with a favorable view on the 

industrial sector and Master Limited Partnerships. 
Jan-7 Beyond the Fiscal Cliff and Why So Many Investors Missed the 2012 Equity Rally 
 Why did so many investors miss the equity market rally? The field of behavioral finance describes biases that explain this 

type of investor behavior. We believe that being aware of these can help investors look beyond them. 
2012 
Dec-10 2013 Investment Outlook 
 Our Top 2013 Investment Ideas are designed around our expectation that a low interest rate environment, sustained by 

moderate growth and inflation globally, will persist in 2013. In this context, we have focused on themes that benefit from a 
low yield environment, which include: Beyond Cash; Recovery Stocks; Dividends and Beyond; New Gas and Oil Sources; 
US Real Estate; and the New Hard Currencies. 

Nov-7 An Obama Win - What Now? 
 Equities tend to rise between Election - and Inauguration Day, and in the 5th year of a re-elected administration the U.S. 

equity market average an 8.0% return. We believe the drag from the impact of the fiscal cliff will be manageable.  
  

Oct-23 Insights from the Credit Suisse Global Wealth Report 
 The 2012 Credit Suisse Global Wealth Report highlights timely themes in global wealth distribution including trends of 

household debt expansion in the emerging markets and global expectations for wealth creation over the next five years. 
 

Oct-9 Thoughts from the Chicago Wealth Management Conference 
 Credit Suisse Private Banking USA held its 6th annual Wealth Management Conference. We hosted a range of thought 

leaders to help clients navigate the most challenging issues currently facing private clients. 
 

Sep-24 Making a Run for the Highs? 
 The S&P 500 Index is approaching the fifth anniversary of its all-time high of 1,565. Despite healthy 2012 equity gains, 

we think by some measures markets are more attractive than they were five years ago.  
 

Sep-10 The Central Bank’s Conditional Love 
 The ECB revealed additional details of its previously announced bond buying plan that significantly remove tail risk from 

markets. Sideline cash may be drawn into the market, which could add to the durability of the current risk-on rally. 
 

Aug-27 U.S. Housing – Have We Reached the Bottom? 
 With macro events in Europe and the U.S. dominating newsflow, the trough in the U.S. housing market has gone 

somewhat unappreciated. A housing recovery has multiplier effects that drive consumption, job, and GDP growth. 
 

Aug-13 Thoughts on the U.S. Election 
 In presidential election years, equities tend to perform strongly in the second half of the year. While the presidential 

election is closely followed, we think the congressional elections are also of critical importance. 
 

Jul-30 A Game Changer in the Making 
 ECB President Draghi announced his commitment to do “whatever it takes” to preserve the euro. Troubled Spanish and 

Italian sovereign yields fell dramatically on the news. We think this is a defining moment in the euro crisis. 
 

Jun-25 Checking In On Our Investment Discipline 
 Equity markets made an important low in early June. We revisit our key investment decision factors: valuations, 

fundamentals, and sentiment. 
 

Jun-5 How Much Bad News Is in the Price 
 The Fiscal Cliff and its potential 4% drag on U.S. GDP is front of mind for investors. Sentiment is oversold, a possible 

dividend tax increase is partially priced in, and we keep a strong conviction on high-dividend equities. 
 

Please contact your Credit Suisse Relationship Manager for older editions of Viewpoints. 



 

This document is not complete without attached “Important Legal Information.” Source: Private Banking Americas Investment Strategy and Advisory Group     5/5 

 

Important Legal Information 

This material is for informational purposes only and is not intended to be an offer or solicitation to purchase or sell any security or to employ a specific investment strategy.  It is 
intended solely for the information of those to whom it is distributed by Credit Suisse Securities (USA) LLC (“CSSU”).  No part of this material may be reproduced or 
retransmitted in any manner without the prior written permission of CSSU.  CSSU does not represent, warrant or guarantee that this material is accurate, complete or suitable for 
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by a written agreement with Credit Suisse Securities (USA) LLC (CSSU). This material has been prepared by the Asset Allocation & Investment Strategy team of the Private 
Banking USA business of CSSU and not by the CSSU research department.. It is intended only to provide observations and views of the Investment Strategy & Advisory Group, 
which may be different from, or inconsistent with, the observations and views of CSSU research department analysts, CSSU traders or sales personnel, or the proprietary 
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without notice. Past performance is not an indication or guarantee of future performance, and no representation or warranty, expressed or implied, is made regarding future 
performance. Information and opinions expressed by us have been obtained from sources believed to be reliable.  CSSU makes no representation as to their accuracy or 
completeness and CSSU accepts no liability for losses arising from the use of the material presented. This material does not purport to contain all of the information that you 
may wish to consider, it does not take into account your individual situation or circumstances, and, in fact, provides only a limited view of a particular market.  It is not to be relied 
upon or used in substitution for the exercise of independent judgment.  CSSU may, from time to time, participate or invest in transactions with issuers of securities that 
participate in the markets referred to herein, perform services for or solicit business from such issuers, and/or have a position or effect transactions in the securities or 
derivatives thereof. The most recent CSSU research on any company mentioned is available to online subscribers at www.credit-suisse.com/pbclientview. CSSU does not 
provide, and nothing contained herein should be construed as, tax, accounting or legal advice.   Prior to investing, you should consult your accounting, tax and legal advisors to 
understand the implications of such investment specific to your personal financial situation. U.S. customers wishing to effect a transaction should do so only by contacting their 
relationship manager at CSSU.  This material is directed exclusively for the high net worth individuals and institutions who are clients of CSSU; clients should seek the advice of 
their independent financial advisors as they deem necessary or appropriate prior to taking any investment decision based on this report or for any necessary explanation of its 
contents. 

For the definition of certain benchmark indices referenced herein, please refer to:  
https://www.credit-suisse.com/us/privatebanking/en/glossary_indices.jsp 

This material may be distributed in Mexico by Banco Credit Suisse (México), S.A., for information purposes only, this may not be construed as an offer or an invitation to enter 
into any transaction or purchase any security or investment product that may not be undertaken under Mexican applicable regulation. 

Unless otherwise specified, the term “Credit Suisse” is the global marketing brand name for the investment banking, asset management and private banking services offered by 
Credit Suisse Group subsidiaries and affiliates worldwide.  Unless otherwise specified, the term "Credit Suisse Private Banking" generally refers to the combined capabilities of 
Credit Suisse Group subsidiaries and affiliates that provide private banking services to high net worth clients worldwide. The term “Private Banking USA”generally refers to the 
private banking business within Credit Suisse Securities (USA) LLC (“CSSU”).Each legal entity in Credit Suisse Group is subject to distinct regulatory requirements and certain 
products and services may not be available in all jurisdictions or to all client types.  There is no intention to offer products and services in countries or jurisdictions where such 
offer would be unlawful under the relevant domestic law. 

The Private Banking USA business in CSSU is a regulated broker dealer and investment advisor. It is not a chartered bank, trust company or depository institution. It is not 
authorized to accept deposits or provide corporate trust services and it is not licensed or regulated by any state or federal banking authority.  

Internal Revenue Service Circular 230 Disclosure: As provided for in Treasury regulations, advice (if any) relating to federal taxes that is contained in this communication 
(including attachments) is not intended or written to be used, and cannot be used, for the purpose of (1) avoiding penalties under the Internal Revenue Code or (2) promoting, 
marketing or recommending to another party any plan or arrangement addressed herein. 
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