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A shaky month of October 

August was characterized by renewed volatility in currency markets. September saw 

strong corrections in commodity prices. And in October, equities and peripheral bonds 

followed the way. Investors were focused on macroeconomic data, doubting on the 

real capacity of the Central banks’ monetary policies to support the economies. The 

IMF revised down its forecasts on global growth, from 3.7% to 3.3% for 2014. The 

Chinese economy is stagnating and Europe is plunging again towards recession. 

Accommodative monetary policies are not sufficient; structural reforms are needed to 

assure a  return to growth. 

 

At the beginning of October, equity markets accelerated their declines, then rallied: 

the US index fell by 6%, then rebounded 5%. Emerging markets suffered the most, 

due to the dollar’s appreciation. The volatility jumped from 12 to 27, a level not seen 

since June 2012. But the big shock was on the US Treasury 10-year which declined 

from 2.20% to 1.86% in just one hour on October 15th, to later stabilize around 

2.25%. 

 

We are clearly experiencing an institutional market, dominated by algorithmic 

machines, where retail investors are missing. Private clients/investors need to take the 

long view, i.e. invest for the medium term, accept the increasing volatility and avoid 

the search for the market timing. 

 

The Fed effect 

The Federal Reserve’s tapering will reduce liquidity and will affect mainly risky assets 

(commodities and equities), but equity indices should not decline sharply because of 

good company results and fair valuations. Equity markets are far away from valuations 

established in 2000 and 2008. But certainly volatility will increase, which will imply a 

greater risk aversion. And probably returns will be lower than in the last five years.  

 

Due to better economic performances, and then a bigger interest rate spread, the US 

dollar should continue appreciating in the mid to long-term, at least against the Euro 

and the Yen. But in the short-term, the dollar should stabilize at current levels, as the 

Federal Reserve will maintain record-low interest rates for an extended period after it 

cut its bond-buying program. Shaky financial markets would favor a more prudent 

approach from the Fed, to avoid further turmoil in equity markets and a contagion in 

the real estate sector which is recovering slowly. 

 

     Performances 2014    
     (October 31st, 2014) 

Equities 

MSCI World +2.8%  

S&P 500 +9.2% 

Eurostoxx -0.3% 

Nikkei +1.3% 

MSCI Emerging +0.3% 

 

Bonds  

US Treasury 10y +3.9% 

US Corporate +5.0% 

Bund 10y +8.0% 

EU Corporate +9.1% 

 

Currencies 

USD index +8.6% 

EUR/USD -8.0% 

GBP/USD -3.6% 

USD/CHF +7.2% 

USD/JPY +7.9% 

 

Commodities 

Gold -2.8% 

Silver -16.9% 

Oil (Brent) -22.4% 
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« The change in Fed’s monetary policy will translate into more 
volatility and lower returns » 

A good season for US earnings 

So far, more than half of the S&P 500’s companies published their results. They are in 

line with expectations. Positive surprise stood at 80% for earnings and 60% for 

revenues. Growth was 8.8% for earnings and 4.6% for revenues. Banks and Healthcare 

published the strongest growth. In Europe, results are impacted by a weak European 

economy, by currency turmoil, by international sanctions against Russia and by a larger 

exposure to emerging markets compared to their US competitors which are more 

focused on the US economy.  

 

Gold : holdings in exchange-traded products dropped 

Gold holdings in exchange-traded products dropped to the lowest in more than five 

years. Since January 2012, gold holdings decreased by 37%, while gold price slumped 

by 36%.  In Summer, gold price declined below $1’200 per ounce as the US economic 

recovery strengthened, pushing anticipations to an increase in interest rates sooner 

than expected. In October, the gold price rallied due to investors’ concern about the 

global growth and declining real interest rates. Thus, for the next weeks, gold price will 

be dependent on the Fed’s guidance on interest rates which will determine the future 

price direction. If the Fed become less accommodative, gold price will continue 

disappointing, as gold offers no coupon or dividend. The opportunity cost increases with 

higher interest rates. Gold could be attractive again in case of currency debasement or 

out-of-control public debt. 

 

Commodity prices slumped 

The market underestimated the weaker demand and the higher supply, while at the 

beginning of the year, analysts predicted the reverse. The European economy is still 

close to recession and, in China, investors underestimated the slowdown of the real 

estate sector on the metal demand. But investors also missed the war for market 

shares, with producers even accepting the decline in prices. The three biggest 

producers of iron ore (Vale, BHP Billiton and Rio Tinto) increased their production, 

signaling that they want to gain market shares in “the interest of their shareholders”. In 

oil, Saudi Arabia maintained its production level and decreased prices for its Asian 

clients. This trend should be supportive for the global economy as it will increase the 

real income for consumers, mainly in developed countries. But it could accentuate the 

deflationary risk. 

The ECB, the PBoC and the G20 (The Good, the Bad and the Ugly) or the reverse 

What should be supportive for the financial markets is the new Quantitative Easing 

program from the European central bank. The main risk for Mario Draghi, the Chairman of 

the ECB, is the deflationary risk. In the Eurozone, inflation stood at 0.3% in September; ex

-energy, inflation was at 0.7% in annualized terms. Probably, with the decline in 

commodity prices, and mainly oil, retail prices should continue to decrease. Then, the 

ECB could accelerate its new QE program. The People’s Bank of China (PBoC) will 

remain alert to avoid a slowdown of the Chinese economy and a burst in the real estate 

sector; the Chinese government will pursue adopting targeted measures to support the 

economy 

 

Last but not least, the G20 is setting up a new global plan to promote big infrastructure 

projects, which will be implemented domestically. The goal is to support the economy and 

the employment. Will we have a new Marshall plan ? This plan is expected to be 

announced in November. 

 

 

ECB’s stress test 
 

ECB published the result of its 

stress test on banks in 

Eurozone. It scrutinized 130 

banks, accounting for 82% of 

total assets (balance sheets 

worth €22 trillion). 25 banks 

needed to increase their capital 

by €25 billion. But 12 of them 

have already covered their 

capital shortfall. Then, there 

are still 13 banks which need to 

strengthen their capital by €10 

billion. The Italian banks (9) are 

the clear laggards, of which the 

worst hit is Monte dei Paschi di 

Siena (the largest capital hole 

to fill at €2.1 billion). The others 

are in Greece (4), Slovenia  

(2),Belgium (2), Spain (2), 

Austria (1), Cyprus (1), 

Germany (1), France (1), 

Portugal (1) and Ireland (1). 

ECB took three scenarios to 

stress the banks’ capital: 

recession, interest rate spike 

and real estate price slump of 

30%. This exercise can be 

considered as a rather credible 

one, as it implied 5’000 

experts. 
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INVESTMENT CONCLUSION 
 

In October, we had shaky financial markets which brought some doubts on the 

health of the global economy, as investors focused on macroeconomic data. When 

volatility appears, investors are uneasy to invest. But the return of the volatility is 

welcome as speculation decreases. Interest rates will remain steady due to a 

subdued economic growth and low inflation.  

The US dollar should continue to appreciate against the Euro and the Yen, as the 

economic perspectives are in favor of the United States. Europe and Japan need to 

have a weaker currency to support their economies and their export industries.  

Central banks will continue to have accommodative monetary policies as observed 

with the European Central Bank and the Bank of Japan.  

We are still positive on equities. The last correction offered buying opportunities. 

Central banks won’t give up supporting the financial markets; they don’t want to take 

the risk to initiate a stock market crash, which could annihilate the past efforts to exit 

the world from a big financial crisis. And the US real estate sector is slowly 

recovering. Stock market and real estate are a source of wealth for the US 

consumers. The equity market is fairly valued and should not be a source of 

concern. Companies around the world are in good shape, with a lot of cash. We 

observed many acquisitions, particularly in the Pharmaceutical sector. We favor the 

US equities which offer a better visibility. We like Japanese equities, but we have to 

implement a hedge against the Yen. In the emerging area, we favor China, 

Thailand, the Philippines, India and Mexico.  

 

Positive impact of 
the oil price fall on 
economic growth 
 

Supply is higher than expected 

and demand is weaker than 

anticipated. The fault to a low 

economic growth in Europe 

and China, and Saudi Arabia’s 

refusal to be a swing-

producer, as usual, to stabilize 

oil prices. It is difficult to find 

the new equilibrium price; 

probably around $75-$80 per 

barrel. The positive impact is 

the transfer of wealth from 

producer to consumers. A $20 

decline per barrel represents a 

positive impact on global 

growth between 0.5% and 1%, 

according to IMF, which will 

increase the real income of 

consumers. The United-States 

will benefit the most. The 

effects can be expected to 

amplify as other commodity 

prices fell alongside oil. 
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