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More volatility in September 

Clearly, there was more volatility in financial markets in September. Equity 

performances were slightly lower, with many ups and downs. The 10-year US 

Treasury yields increased from 2.34% to 2.55%. And the US dollar appreciated 

against all currencies. Four major events happened this month : the ECB’s new QE 

program, the Federal Reserve meeting, the vote on the Scottish independence and 

the biggest historical equity listing with Alibaba in the US. 
 

Two speeds ahead : a dovish ECB and a hawkish FED 

At the beginning of September, the ECB confirmed its already-announced program of 

lending to commercial banks to favor loans to European SMEs. But it also announced 

a new one trillion QE program to support an economy in quasi-recession, to reduce 

the risk of deflation and to fight a too strong Euro. At the opposite, the FED confirmed 

the end of the tapering for October. Its Chair Janet Yellen said that the US economy is 

doing well, as employment and inflation were in better shape, suggesting that the FED 

could increase the Fed Fund rate sooner than expected. But she also said that real 

estate improvement was too slow. So far, financial markets are anticipating a 

monetary policy tightening for the first quarter of 2015. But the possibility to see the 

FED increasing its rate sooner than expected brings more volatility on financial 

markets. 
 

The first result of a more hawkish FED is a US dollar strengthening 

The US dollar appreciated against all currencies, as the US Federal reserve confirmed 

the end of its quantitative easing program and investors look ahead to the prospect of 

US interest rates rising in 2015, while the ECB’s monetary policy would remain loose 

for an extended period of time. The Bank of England’s monetary policy aligns with that 

of the FED and its Chairman, Mark Carney, said the time to increase interest rates is 

getting closer. So the GBP should stay strong. Since May, the Euro declined by 8% 

against the dollar, which is a positive news for the European economy. After a quite 

period around 104 against the US dollar, the Yen depreciated to 109 thanks to an 

accommodative monetary policy from the Bank of Japan. The Japanese economy 

published mitigated data, pushing the government to act more quickly and accelerate 

structural reforms. So, the US dollar should continue appreciating as the differential of 

economic growth and interest rate anticipation are in favor of the dollar. 
 

Equity markets are stuck between the FED/BoE and the ECB/BoJ/PBoC 

The focus on central banks creates volatility on risky assets. Equity indices were 

down, but it was not dramatic. So far, it is just a consolidation due to a change in 

     Performances 2014    
 (September 30th, 2014) 

Equities 

MSCI World +5.3%  

S&P 500 +8.4% 

Eurostoxx +2.1% 

Nikkeï -5.3% 

MSCI Emerging +8.5% 

 

Bonds  

US Treasury 10y +3.5% 

US Corporate +4.6% 

Bund 10y +7.5% 

EU Corporate +8.6% 

 

Currencies 

USD index +3.4% 

EUR/USD -4.5% 

GBP/USD +0.3% 

USD/CHF +2.8% 

USD/JPY -1.2% 

 

Commodities 

Gold +6.9% 

Silver +0.1% 

Oil (Brent) -6.9% 
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« The message from the US Federal Reserve and the Bank of England : 
the increase of interest rates is getting closer » 

countries have their debt in US dollars. Then, an appreciation of the dollar and a rise in 

US interest rates could affect them. But Asian policy makers are now much better 

prepared to manage the onset of higher US interest rates, making a repeat of last 

year’s “taper tantrum” (capital flight, drop of currencies and spike of borrowing costs) far 

less of a risk. Then, higher US rates are unlikely to create a major disturbance in Asia. 

Markets are better prepared than last year. Last year, five countries were labelled the 

“fragile five” : India, Indonesia, Turkey, South Africa and Brazil. India and Indonesia are 

showing structural reforms and new promise of a turnaround. 
 

Commodity prices fell 

All commodity prices fell (industrial, metal, soft) due to the US dollar strengthening, 

which reduced the demand. A much lower consumption from China also explains 

depreciated prices. In China, not only demand was lower, but fraudulent trades and 

fake deals at the port of Qingdao (the sixth biggest port in the world and the fourth in 

China), pushed banks, trading companies and warehouse operators to be cautious and 

checked their exposure to metal stored at Qingdao. This trend seems unfair on the long 

run. Some industrial metals, like nickel, palladium or platinum, will have problem with 

supply, either due to limited resources, or due to unstable countries where there is 

production. The tensions with Russia could be harmful for some sectors as it is a major 

producer of these metals mentioned above. Gold fell from $1’300 to $1’210 as signs of 

an improving US economy strengthened the dollar and curbed demand for a protection 

of wealth. The rise of real interest rates also affected the gold price. Holdings on gold-

backed exchange-traded products are at the lowest level in five years. Even India and 

China, countries accounting for half of the global demand, saw a sharp fall in demand. 

Despite of unrest in Ukraine and Middle East, and the war declared against the “Islamic 

State of Iraq and the Levant”, oil prices declined. Demand is weaker in Europe due to 

low growth. There is no disruption in production in Middle East (Iraq, Libya), because 

terrorists are still exploiting to finance their war by selling oil at discount prices. Iran is 

trying to gain market share with attractive prices. In this environment, market shares 

seem to be more important than prices. Then, Saudi Arabia should not reduce its 

production, as usual, to support prices, but will follow suit. The US energy revolution 

(shale gas and shale oil) has also a great influence as the United States import less oil 

each year, to get energy independency soon. 

 

monetary policy from the FED and the BoE, while the other central banks, European 

Central Bank, Bank of Japan and People Bank of China, are keeping an accommodative 

bias. Europe had underperformed the US market due to poor economic performances and 

the impact from the tensions with Russia. Some European banks could be impacted, like 

Société Générale, UniCredit and Raiffeisen International, as they own assets in Russia 

and Ukraine. The Japanese equity market performed well : the government is forcing 

pension funds to buy equities and domestic households are benefiting from NISA 

accounts which permit to buy a certain amount of equities free of taxes. These measures 

are among others to reflate the prices of assets. Like Europe and Japan, Chinese 

authorities implemented targeted measures to support an economy which growth is 

around 7,5%, the government’s target for the next two years. So far, it works. But the 

falling real estate prices worry investors that they could decline much further and impact 

the banking system. So far, the Chinese equity market recorded good performances since 

July with a breakout of the indices. We think that Chinese government should succeed 

because it has the mean of its ambition.  
 

Emerging markets were impacted by the appreciation of the dollar 

Emerging equity indices declined in September due to the FED’s tapering. The reduction 

of liquidity from the FED should influenced negatively risky assets. Many emerging 

Oil majors’ R&D 
into renewable 
energy is  at risk 
 

Pressure to cut costs grows, 

because of falling returns on 

capital and weaker oil prices. 

Spending on research and 

development to sustain 

technological progress is under 

threat. It’s difficult for oil majors 

to get access to conventional 

reserves that are controlled by 

oil-rich countries’ national 

companies. So, oil majors have 

to focus on very high-tech 

resources, deep water, oil 

sands, shale and Arctic. They 

are cutting R&D in renewable 

energy which is a mistake. The 

falling costs of solar and wind 

power  mean that electric cars 

will become increasingly 

competitive with petrol-fueled 

vehicles. If China and India 

decide to shift their transport 

systems towards electric 

vehicles, oil majors will regret 

not to have invested more in 

renewable. 
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INVESTMENT CONCLUSION 
We stay positive on the US dollar on fundamentals : the economic growth is the 

strongest of developed countries and the Fed fund rates should increase at the 

beginning of 2015. In the EUR and CHF portfolios, the US dollar accounts for about 

20%. The Euro is expected to continue to decline. For the CHF, the Swiss National 

Bank confirmed its ceiling at 1.20 against the Euro, but it is at risk. The Euro is 

clearly underweight in the portfolios. The Yen should decline further with an 

objective of 120 against the US dollar within the end of 2015. After a correction, the 

Australian dollar seems to be interesting, so we bought some AUD through the 

purchases of bonds. We stay underweight on bonds as interest rates will be higher 

in the future, mainly in the US. But we don’t expect a dramatic rise, as deflation 

forces are present and economic growth too weak in most parts of the world. The 

largest exposure in our portfolios are equities. Equity markets are not expensive, but 

fairly valued. Earnings growth is strong, particularly in the US, and balance sheets 

are safe. 2014 is a great year concerning Mergers & Acquisitions (M&A), and it will 

continue. Companies benefit from low financing rates and use their large liquidities 

to chase growth, mainly in the US. We observed huge acquisitions in the healthcare 

sector. Hostile M&A volume is at record high of $560bn, beating the previous record 

set in 2007. Deal value in the global equity capital markets is the highest on record 

at $693bn. If the FED and the BoE will become hawkish, other central banks will 

continue to inject liquidity to support their economy, then their equity markets. In 

relative terms, equities remain the most interesting asset class. Companies should 

publish strong earnings. 

 

 

Big deals in 
Germany 
 

In September, German 

companies were embarked on 

their biggest-ever acquisitions 

spree in the US, to chase 

innovation, growth and escape 

the European crisis. Merck 

agreed to acquire US medical 

equipment manufacturer 

Sigma-Aldrich for $16bn. 

Siemens bought Dresser-

Rand, a US provider of energy 

equipment, for $7.5bn. SAP 

acquired Concur technologies 

for $7.4bn. And ZF 

Friedrichshafen AG bid 

$11.7bn for TRW Automotive. 

In 2014, German firms 

announced about $65bn in US 

deals, compared to $3.7bn in 

the same period of 2013. 

North America is a key market 

which offers good visibility for 

future investments.  
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