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Macroeconomy : Bo-ring … 
Global growth will remain tepid in 2015. As a logical consequence, most countries will 

fail to approach a comfortable level of inflation (i.e. CPIs are far from the target zone 

of central banks). A few large emerging countries will contradict this, namely Russia 

and Brazil, where inflation is raging. There are early signs that core inflation might 

have passed their cycle low in the US and in Germany, where tentative tensions are 

building on the wage front.  

 

Eurozone gears up to… a moderate reflation mode 

The ongoing economic and financial war with Russia also plays a dampening role, 

namely in manufacturing. Private sector investment remains moribund, plagued by a 

large output gap and looming political uncertainty. Following the end of their stress 

test, interest rates banks charge to SME in the periphery (i.e. Italy, Spain) have finally 

started to fall. The renewed loosening in banks’ lending standards, as well as recently 

positive credit demand data (for both firms and households), are a silver lining.  

Eurozone activity will recover very gradually, but remain subpar.  

 

Is the US finally morphing from recovery to expansion? 

The Great Recession built an unusually large slack, symbolised by a capacity  

utilization level collapsing to about 68%, much lower than in former downturns (about 

75% in 76, 70 in 83, 73 in 2002). It finally took five years to slowly catch-up to the  

famous 80% level, recently reached, as firms preferred to buy existing capacity, via  

frantic M&A operations. Domestic capex has just started to rebound in the wake of 

solid domestic sales growth.  

 

The house of Saud and Putin made… a lot of new friends 

A new energy regime is setting-in, where price war has become prominent. Much l 

ower hydrocarbon prices are factors of a better purchasing power for consumers,  

primarily US ones, thanks to a strong US dollar. Many European and Japanese  

exporting companies, having suffered from a competitive disadvantage due the US 

shale revolution, are getting a temporary relief.  Large emerging countries (India,  

Indonesia, Turkey) with current account deficit and a dramatic dependency on oil  

prices are taking advantage of the oil rout to reduce subsidies and put order in their 

public house. 

 

 

 

 

     Performances 2014    
 (December 31st, 2014) 

Equities 

MSCI World +2.9%  

S&P 500 +11.4% 

Eurostoxx +1.7% 

Nikkei +7.1% 

MSCI Emerging -4.7% 

 

Bonds  

US Treasury 10y +4.9% 

US Corporate +5.8% 

Bund 10y +10.3% 

EU Corporate +11.2% 

 

Currencies 

USD index +12.8% 

EUR/USD -12.3% 

GBP/USD -6.0% 

USD/CHF +11.9% 

USD/JPY +13.7% 

 

Commodities 

Gold -1.4% 

Silver -19.2% 

Oil (Brent) -48.3% 

 

Source: Bloomberg 

Bastions Partners Office SA 
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« Dovish monetary policies will compensate 
concerns on oil and Russia »  

Low European rates for long… 

The spectrum of deflation and the prospect of an ECB QE will shape the outlook for the 

Eurozone in 2015. We expect the ECB to embark on government bond QE as soon as 

Q1 2015. The ECB may need to purchase at least €500bn of sovereign bonds fairly 

quickly. With memories of the Greek default still fresh, the Germans continue to be 

nervous about the ECB taking on more peripheral risk. Buying only “core” debt will  

really upset the periphery countries, and it will not stimulate credit growth across the 

region.  

 

Equities will continue to rise 

Equities are in a secular bull market. On the chart above, in logarithmic scale, the S&P 

500 is on its regression line, which confirms its residual upside potential. We are not in 

a bubble area. Certainly, the S&P 500 rose more than 200% since March 2009, but  

valuations are still correct and a multiple expansion is possible if the economic outlook 

improves. 

The USD rally has much further room to go 

The USD strengthening looks set to gain further momentum in 2015. DXY cycles tend to 

last 8 years on average. The current one has started between 2009 and 2011. Currencies 

facing deflationary risks, especially those with large indebtedness, are the most            

vulnerable, both in developed and EM countries. Within G10, European and commodity-

linked currencies are facing most headwinds. EM currencies will be among the most    

exposed to volatility, dispersion and downside risks in 2015. 

2015, the year where the Fed should not make mistakes  

Fed speakers seem to indicate that the US central bank is comfortable with the market’s 

expectations of the end of zero rates before the second half of 2015. US Treasury remain 

in a tug-of-war between decent domestic data and a worsening global growth/inflation 

trend, keeping long-dated Treasury attractive versus other G4 bonds. Given the overall 

bid for global bonds (supported by the BoJ QQE2 / GPIF new allocation, weaker EU data, 

a dovish ECB and QE, and geopolitical concerns), we cannot advocate becoming  

strategically short just yet.  

 

The PBoC is using a 
hidden hand 
 

The Chinese central bank seeks to 

stimulate its economy without 

worsening debt risks. China has 

added liquidity by stealth at least 4 

times in the past 4 months. One 

proxy it used is the China 

Development Bank Corp, the 

nation’s biggest lender. Initiating 

liquidity injections indirectly 

through the CDB helps the PBoC 

maintain its focus on financial 

sector reforms and avoid sullying 

its own hands through direct 

monetary stimulus or by directly 

supporting specific sectors of the 

economy. The PBoC wants the 

CNY to have a broadly stable 

trend, while keeping the Yuan fix – 

its managed currency rate – as 

volatile as possible to discourage 

one-way speculative buying. 

Beijing is unlikely to engage in a 

currency war with Japan or 

Europe. This is because Beijing 

wants the Yuan to ultimately 

become an international reserve 

currency. The government does 

not want to spook Chinese 

corporate and households, in order 

to limit the risks of significant 

capital outflows. 
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INVESTMENT CONCLUSION 
 

Ample liquidity remains the name of the game. Global growth remains tepid, while 

inflation is elusive. A ¨disinflationary boom¨ regime is underway in the US and in 

Japan, which is favourable to financial markets. Selectivity is key in emerging 

markets (disparate perspectives) and in Europe, which remains on the verge of a 

deflationary bust. Expect resurgence in volatility due to de-synchronisation of cycles 

and to significant level of leverage.  

Investors are waiting for three majors events within the end of the month : ECB and 

FED meetings, as well as anticipated elections in Greece. Investors are concerned 

by a possible exit of Greece from the Eurozone. Further sustained decline of oil 

prices could disturb financial markets as it will reduce inflows from Sovereign Funds 

of producing-countries and could provoke some bankruptcies in the US shale gas 

sector. Then, investors would be prudent in January, waiting for more visibility and 

some supports in oil prices.  

So far, we remain positive on equities in the mid-term : stocks are fairly valued, the 

US economic growth is strong and central banks will continue to inject liquidity.  

January could offer some nice opportunities. On the bond side, interest rates will 

remain low and are not expected to increase, as deflationary forces are still  present 

and central banks keep to support the economy. 

The US dollar should continue to strengthen as the Fed Funds should increase this 

year and QE programs will continue in Europe, in Japan and in China. Oil prices 

should stop declining, as we are seeing early impacts on capital spending and 

cancellations of some projects for non-conventional production. The Saudi’s action 

to reduce oversupply seems to work. 

In conclusion, constructive in the mid-term, but cautious in the short-term. January 

should offer good buying opportunities in equities. 

Collateral impact of  
low energy prices 
 

Oil Sovereign Wealth Funds 

will experience much lower  

in-flows, if not dramatic 

disbursements, in order to 

balance their governments’ 

budgets.  

Like it or not, this will 

ultimately play a role in 

financial markets, considering 

the huge size of their 

accumulated wealth. Indeed, 

of the total Wealth Funds AUM 

7 USD trillions, oil and gas 

related AUM amounted to 

about 60% as of December 

2014 (with a Middle-East 

weight of 37%). Respectively, 

Norway is worth about 890bn, 

Abu Dhabi 770bn, Saudi 

Arabia 750bn, Kuwait 550bn, 

and Qatar 256bn…  
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