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Trend allocation: the long-term outlook for
investors is positive
Expert Column by Kaspar Grob, Chairman of the Board of Directors and Delegate of Helvetic
Trust AG, Zurich

The dramatic events of recent months have been causing short-term financial market
jitters. This has been reflected inter alia by rising oil prices. In the medium-term,
however, these volatilities will settle. From a long-term perspective, there is no reason
to deviate from the investor topics which have shaped our trend allocation for many
years.
We understand trend allocation to mean an investment in logical and demonstrable
trends that are attributable to investor behaviour. The basis used for this is the MSCI
World Index. Deploying special software, we analyse flows of money within the market,
enabling us to detect even the smallest shifts in prices. We then use this to derive longterm trends lasting between seven and fifteen years. Through this method, our
specialists generate around 80% of the performance by overweighting and
underweighting individual sectors and countries, and some 20% by stock-picking. Over
the past nine years we have consistently outperformed the MSCI World Index.
Markets unsettled in the short term
If we view the upheavals in the Middle East from an investor perspective, then the
processes of change that are taking place in these countries can certainly be expected
to lead to higher oil prices in the short-term. Events in Japan are also having a major
impact on financial markets: consumer activity beyond that which meets daily needs
has all but stalled in Japan; the country has gone into a state of suspended animation.
Each week of this torpor will be sorely missed by the Japanese economy. Against this
backdrop, alternative energy sources are currently in strong demand. There might even
be a short-term spike in solar energy stocks.
Until it has been clarified whether and how a nuclear catastrophe can be averted, the
global economy will keep holding its breath. Consumer behaviour in certain areas has
already experienced a significant downturn here in Europe. Developed nations will need
to ponder what the global alternatives are for their industrial supplies. This is because
the nuclear accident has thrown a spotlight on Japan’s dominance in this particular
field, and has highlighted a number of fatal dependencies. If we turn our attention
further to the future, and if we make the optimistic assumption that Japan manages to
avert a complete meltdown, then maintenance and reconstruction work will be
eventually needed in the infrastructure field. This will stimulate business and the
economy. In this conjunction, however, it is important to note that the country is already

Issue 8 April 2011

heavily indebted, and will need to borrow even more. It remains to be seen how Japan
will manage to realise these difficult objectives.
No let-up in the long-term demand for commodities
What are the key reasons why our long-term investment topics remain as valid as
before, and why we are continuing to favour emerging markets? It is first and foremost
important to remember that the underlying trends are based upon the needs of the
population in these countries and regions. Needs which will again become topical once
the crisis has passed. Or alternatively, ongoing needs in those countries which remain
unaffected. These underlying trends – experience has shown – are always the first to
rebound following a crisis, and lend markets a positive impetus. Specifically, this means
the huge demand for energy and commodities in general. The populations in emerging
markets are increasingly reaching the income threshold that enables them to satisfy
not just their basic requirements for living, but which turns them into actual consumers.
Once this occurs, demand for better apartments, for a refrigerator, an automobile, a
television or similar items soars. Understandably, such individuals are determined to
bring their quality of life into line with that in developed nations. In this conjunction it is
worth noting that around 150 million people per annum are currently passing this
important threshold.
What repercussions this will have on the infrastructure field can be illustrated by the
following comparison: in Japan, the consumption of raw materials increased three-fold
during the decade between the onset of industrialisation and its becoming established
as a developed nation. In China, which is currently only at the beginning of this process,
and which is ten times the size of Japan, the consumption of raw materials is set to
increase no less than thirty-fold over the next ten years. What's more, the total length of
railway track which is being laid per annum in China, India and Brazil respectively
corresponds to Europe’s total current railway network. In the long-term, this hunger for
commodities is not set to diminish – irrespective of the recent tragic events. If one
applies the trend allocation principles, as explained in the introduction, it becomes
clear that from our perspective sectors such as materials, energy, industrials, utilities,
healthcare and information technology remain recommended for investors with a longterm horizon. The continuing unrest in the Middle East and rising oil prices are shifting
investor focus towards regions such as Canada and South America. For this reason,
investors should overweight Russia, Chile, Peru, Colombia, Mexico and Brazil. By
contrast, India is less attractive within the context of the latest developments as well as
on account of its dependency on energy and commodity imports.
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