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Bank on global megatrends
By Kaspar Grob, Chairman of the Executive Board of Helvetic Trust

The customer of today is looking for superlative performance that goes beyond classic
investment. This requires a global view of long-term trends.
Asset managers can no longer concentrate exclusively on diversifying securities
portfolios to achieve genuine added value for clients. The holistic trend allocation
approach is recommended as the opposite to the investment style that focuses on
analysis of the fundamentals, on growth shares, or on stocks with significant inherent
value.
What does this mean? This model is based on analyses in proximity to the market,
investigation of cash flow within various sectors and industries and on identification of
specific correlations between the individual sectors. Long-term trends, known as
megatrends, can be derived from this approach.
Weighting is decisive for an investment strategy's success, and this is equally true in
the case of trend allocation.
As much as 80% of an investment strategy's performance can be achieved through the
correct weighting of sectors and countries, with only 20% resulting from selection of
stocks. This is why keeping a close eye on fluctuations in market capitalisation and
bank's basic research data is recommended when allocating trends. Of course it is also
worth including the timing process, with its chart analyses and timing oscillators. When
scanning the investment universe, focussing attention on stock markets, currencies,
interest and bond markets and comparing major fluctuations in individual sectors' and
industries' capitalisation and performance with the MSCI World Index is decisive.
In order to exceed the MSCI World Index in terms of performance, the trend allocation
model weights industries and sectors at two thirds and countries at one third. The latter
are covered by ETFs. Use of a bottom-up approach is expedient for finding the shares
that best reflect industry and sector trends.
Investments in physical gold, commodities and raw materials are currently performing
well compared to the classic markets. As much as two and a half years ago, the trend
allocation model indicated that investors should invest in these trends rather than
financial shares, although this was a clear case of betting against the index, which has,
however, paid off.
The proverb "Cobbler, stick to your last" should apply to asset managers who pursue a
tried-and-tested strategy. The strategy should nevertheless be regularly adapted
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according to the investment process experience acquired. Trend allocation has proved
to be a strategy for investors who prefer a long-term "buy and hold" strategy.
Which are the current "buy and hold" megatrends? Trends that have started in recent
years will intensify. The current trends are in the fields of materials, energy, emerging
markets (with the emphasis on Brazil; and "greater China") and physical gold. It can be
assumed that emerging markets such as China and Brazil will drive global growth,
because in parts of China and Brazil the gross domestic product threshold of 6000
dollars per capita per year has been breached. This means that as soon as an
estimated 300 to 400 million people have met their basic needs, they will invest in
improving their quality of life and will thus become new players in the global markets.
The consequence of this is that in the next two years there will be shortages of raw
materials, especially copper, energy and basic materials and prices will go through the
roof.
The prices for copper and oil could double. This shows that the world, not Switzerland,
is the yardstick for investment decisions. Investors are recommended to form their own
opinion of the world and local markets by travelling extensively and obtaining
appropriate information.
It is already clear today that Brazil and Asia will become market players to be reckoned
with and should on no account be underestimated. To give just one example, China is
currently laying 20,000 kilometres of new railway lines. In Brazil remote areas are being
opened up by new motorways and new industrial zones are being created. These are
developments that take consumption of raw materials to levels that we have never
before experienced in this form. If South America and China succeed in completing
these developments to a degree that is reasonably economically, politically and socially
acceptable, they will be among the clear winners in the next five to ten years. These
market players – which achieve the same volume as Europe in these areas – contain
significant potential.
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