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Courtesy of central banks, risky assets are back on track 

Markets have strongly recovered following the October tumble. In November, global 
equities were up by 2.9% and global interest rates declined. The US and German 10-
years yield respectively decreased to 2.16% from 2.33%, and to 0.70% from 0.84%. 
Once again, the US Dollar appreciated against the main developed and emerging 
currencies. Main developments were linked to central banks’ dovishness and the drop 
in the price of oil. 

 

The decoupling of monetary policies is definitely confirmed 

The Fed could start hiking rates around Q1/Q2 2015, as wage inflation remains on 
hold. A delay appears possible, due to the subpar nature of global growth. As 
confirmed by the latest FOMC minutes, the weak short-term inflation outlook gives the 
Fed more time to normalize its ultra-accommodative monetary policy. Current market 
expectations remain more dovish than those of the Fed and our own expectations. 
Yet, the hiking cycle will be gradual, slow and data dependent. A possible ¨repricing¨ 
is likely to happen when inflation picks up. 

 

The number of dovish central banks is growing. It will support all asset-classes 

The ECB remains concerned about the Eurozone’s low growth and inflation outlook. 
Consequently, the case for more easing keeps getting stronger. Growth has 
disappointed and will remain weak, as illustrated by the latest leading indicators. The 
ECB will not be able to reach its EUR 1 trillion balance sheet expansion target with the 
current measures. Such a large balance sheet expansion is expected to lower the 
EUR vs. USD by circa 10%. It may potentially be enough to push inflation up to the 
ECB target within the next 2 years. As expressed many times by Draghi, we are 
expecting a sovereign bond-purchasing program to be the next ECB unorthodox 
measure. This will not be announced before Q1 2015. As a result, German and 
peripheral rates should stay depressed. It is still too early to see the first positive 
consequences of a weaker EUR on European equity markets. They will primarily 
remain penalized by the Russian commercial ban. 

The recent unexpected BoJ announcement to raise its QQE program (to JPY 80, vs. 
JPY 60-70 trillion previously) was justified by the drop in inflation expectations and the 
economic slowdown. The increase of its QQE program demonstrates the BoJ’s firm 
commitment to reach its 2% inflation target within the next 2 years. Further easing 
could be considered if necessary. More broadly, the Abe government and institutions 
remain strongly committed to Abenomics’ success. The changes in the largest public 
pension fund (GPIF) asset allocation is the best example of this. Japanese equity 
markets will benefit the most from these amendments.  

     Performances 2014    
 (November 30th, 2014) 

Equities 

MSCI World +4.7%  

S&P 500 +11.8% 

Eurostoxx +4.5% 

Nikkei +8.0% 

MSCI Emerging +0.2% 

 

Bonds  

US Treasury 10y +8.8% 

US Corporate +7.7% 

Bund 10y +12.1% 

EU Corporate +7.6% 

 

Currencies 

USD index +10.4% 

EUR/USD -9.7% 

GBP/USD -5.5% 

USD/CHF +8.6% 

USD/JPY +12.8% 

 

Commodities 

Gold -4.0% 

Silver -22.7% 

Oil (Brent) -38.4% 

 

Source: Bloomberg 
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« Dovish central banks support all asset-classes» 

The current cyclical outperformance seems now to be capped. The Small Caps 
outperformance seems limited too. We are keeping a negative relative outlook for Small 
Caps versus Large Caps and favor value stocks to growth companies. 

In this market context, emerging equity markets have globally printed positive 
performances. Best performers were China, thanks to the PBoC decision, followed by 
the larger oil importers countries, such as Turkey and India. 

Although markets have now experienced several risks over the last month (Eurozone 
banks’ stress test, Brazil presidential elections, end of the Fed QE3, US mid-term 
elections, and last but not least November 27th OPEC meeting), there are still a few 
hurdles before year-end, such as ECB TLTRO, Japan early elections and Fed FOMC 
meeting… 

 

In the short term, long USD and short EUR - JPY look like a consensus trade. 

There is still more to run in the long-term 

Investors are already short both the EUR and the JPY, and long the US dollar. This 

positioning is driven by growth and monetary policy decoupling between the US and 

rest of the developed world. The current speculative positioning suggests that these 

trades are consensual. 

With the ECB, BoJ and PBoC all dovish and the Fed currently exiting its easy monetary 

policy, the USD has outperformed all the other currencies. The current uptrend is set to 

continue and we are still expecting further EUR and JPY weakness. 
 

Elusive…relief for commodities? 

The drop in oil prices is mostly supply-driven, but it also reflects downgrades to global 

demand. The supply growth (mainly from US, Brazil, Canada) outstrips global demand 

growth. Only a slowdown in production can help to stabilize oil prices. On average, 

outside of recession periods, the OPEC-country members’ quota reductions have lifted 

oil prices by 8% within the following 3 months. The lack of OPEC action has pushed oil 

prices below USD 70. The odds of a 1984 remake are on the rise. This is frightening 

short-term traders. 

The current lower oil prices are positive for global growth. It could offer some support to 

emerging net oil importer countries, such as India and Turkey. But it could hammer 

 

More surprisingly, the Chinese central bank (PBoC) preemptively cut its benchmark 
deposit and lending rates by 25bps and 40bps, respectively. The PBOC also announced a 
lifting of the ceiling on deposit rates to 1.2x  from 1.1x. We expect further rate cuts in 
2015, as risks remain mostly to the downside (housing, shadow banking, low traction from 
exports). A mix of additional deregulation and structural reforms will further improve 
Chinese assets’ perspectives. 

Although markets have now experienced several risks over the last month (Eurozone 
banks’ stress test, Brazil presidential elections, end of the Fed QE3, US mid-term 
elections, and last but not least November 27th OPEC meeting), there are still a few 
hurdles before year-end, such as ECB TLTRO, Japan early elections and Fed FOMC 
meeting… 

Much of the sectors (more than 75% of them) have delivered positive performances over 
the month. The laggards, as expected, are the Banking & Financials institutions, as well 
as the Energy related companies. The current oil price volatility is likely to put further short
-term strain on the energy sector. 

The Swiss 
referendum is a 
clear no 
 

 

 

Swiss voters overwhelmingly 

rejected proposals to boost 

gold reserves in a referendum. 

  

As a result, gold market 

operators will no longer be pre-

occupied with the prospect of 

the SNB finding itself obliged 

by referendum to buy large 

quantities of bullion. But 

another central bank raised the 

same possibility recently: the 

ECB. As odd as it sounds, 

given the contentious internal 

debate this year over asset 

purchases in general, the Bank 

could in theory buy any asset 

within a QE program. This 

could mean government debt, 

equities, ETFs, or even gold. 

The safe-haven status 

associated with gold seems to 

be experiencing a gradual 

come-back. 
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INVESTMENT CONCLUSION 
 

In November, financial markets were less volatile due primarily to the recent central 

banks’ hyperactivity, which outstripped some doubts on the global economy health. 

Investors focused more on liquidity than on hard data. When volatility reappears, 

investors are more reluctant to invest. But the recent short-term spike in volatility 

has reduced speculative positioning. Interest rates will remain low for a long time, 

due to the ex-US central banks policies. Investors will keep the risk-on mode for a 

while, thanks to the ample liquidity-driven environment. 

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

US economy growth stay robust, helped by its strong domestic consumer demand. 

Europe, Japan, and to a lesser extent UK, need to have weaker currencies to boost 

their economies. Central banks will keep their ultra-accommodative monetary 

policies for a while. The next step for the ECB is to adopt a more powerful monetary 

policy response, to clarify the way in which asset purchase program should be done. 

Peripheral and high yielding bonds remain attractive in the current accommodative 

environment. 

We stay constructive on equities. Central banks will continue supporting the 

financial markets; they do not want to be the source of an equity markets collapse. 

This could annihilate past efforts to exit from the biggest financial crisis ever 

experienced. 

Thanks to the strong equity market performance and the real estate recovery, the 

wealth effect for the US consumer is fully operating. The US equity market remains 

fairly valued and valuations are not a great concern yet. Corporate earnings are still 

in good shape and M&A activity remains a key market driver. We continue to favor 

US equities which provide a higher level of safety. We are increasingly positive on 

Japanese equities, but would hedge the currency. In the emerging area, one should 

consider China, Thailand, the Philippines, India and Mexico.  

Oil is no longer 
burning 
 

 

Oil prices have fallen sharply 

to reach 2010 levels, as Saudi 

Arabia and OPEC have not 

curbed supply to make room 

for Libya. The real issue, in 

our view, is from the supply 

side. The global oil market is 

not balanced yet, as non-

OPEC oil supply growth 

remains rather strong. In that 

context, the range of 

outcomes has widened, due to 

growing economic demand 

risks for oil in 2015. For now, a 

drop in prices should boost 

global demand and help 

reduce a supply overhang. A 

political retaliation from Russia 

or the US is possible, due to 

the strategic nature of this 

industry. Watch out! 
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