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Make or break in the Eurozone 
At least one year too late, most of Eurozone policymakers are now, finally, 
considering at face value the deflation risks. A consensus is finally building on the 
necessity to concomitantly a) implement further financial repression i.e. reflate via 
asset price reflation (APR) b) set up much larger European investment plans (public 
infrastructure) c) avoid reducing public spending (national level), etc, etc. Such 
¨cocktail¨ might possibly have had a chance to prove effective in other 
circumstances… 
But as usual, Europe is much too slow and pretty bad at execution. Indeed, a 
successful APR via a Euro debasement is far from a done deal. There are a few major 
competitors, which are also treading the weak currency path, like namely Japan, 
South Korea and some emerging countries. The day of reckoning is also getting 
closer for the ECB regarding an implementation of outright QE, which remains a 
sacrosanct no-go for Germany. Berlin’s reluctance is solid, especially in light of rising 
default risks in Greece and of serious political uncertainty in Spain, Portugal, etc. 
Anyway, the bad shape of banks, which still represent the lion share of the companies 
refinancing, also impairs the transmission mechanism. The very low volume of 
existing private investment vehicles (ABS) is limitative. The so-called ¨Juncker plan¨ is 
not credible, as namely being vague and based on too much lever-age. 
The clock is ticking. The odds of corrosive deflation - à la Japan – are on the rise, 
down the road. At best, the Eurozone may avoid this type of worst outcome in coming 
quarters, thanks to a weakening Euro, and a benign global macro environment. But 
the debt stalemate will nevertheless come back to haunt markets at the latest over the 
next downturn. Otherwise, a political crisis may emerge soon, due to the election of 
very populist governments confronting the actual economic dogma. Paradoxically, this 
may prove the necessary shock to really contemplate a very different economic policy, 
coupled with actual debt mutualisation, and structural integration and reforms… 
 

A global ¨no-flation¨ landscape 
The US is the only developed country where future core inflation developments are 
not problematic. Elsewhere in G7, most countries are desperately hoping for a revival 
of it. The broad conversion to outright APR and a limited dose of structural reforms is 
worrisome, as it will not address the issue of insufficient inflation, but risk provoking 
further capital misallocation if not bubbles… 
 

Developed central banks and regulatory rules will create a structural bid 

for all credit 
Central banks, at a global level, will buy more assets in 2015 than they did in 2014. In 
an environment of strong technical demand (and need) for bonds with stretched 
Government valuations, we don't think credit spreads are too tight. Across EUR, USD 

     Performances 2015    
     (January 31st, 2015) 

Equities 

MSCI World -1.9%  

S&P 500 -3.1% 

Eurostoxx +6.5% 

Nikkei +1.3% 

MSCI Emerging +0.6% 

 

Bonds  

US Treasury 10y +4.8% 

US Corporate +2.0% 

Bund 10y +2.3% 

EU Corporate +1.7% 

 

Currencies 

USD index +5.0% 

EUR/USD -6.7% 

GBP/USD -3.3% 

USD/CHF -7.4% 

USD/JPY -2.1% 

 

Commodities 

Gold +7.4% 

Silver +9.9% 

Oil (Brent) -7.6% 

 

Source: Bloomberg 
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« Gold benefits from currency war and low interest rates »  

group -) 
b) Higher currency volatility is setting in, with solid roots i.e. the global currency war 
regime. Additionally, the number of ¨strong currencies¨ (i.e. formerly JPY, GBP and now 
EUR) is rapidly falling, in spite of the brutal comeback of the CHF! 
c) The volatility and the dispersion in inflation cycles are rising. Deflation risks in Europe 
add to the attractiveness of safe haven investment vehicles 
d) World nominal sovereign yields are getting Japanese. Negative yields are now even 
visible in several currencies, paving the way for research of alternatives by pension funds 
and institutional investors. 
Still, the strength of the USD remains a severe headwind for the bullion, while the potential 
of further decline in real yields (a crucial driver) is capped by strong global disinflationary 
forces. 
As a conclusion, recent developments should be carefully monitored, as potentially helping 
gold prices extricate from their bear trend. 
 

 

 

and GBP no rating band is within its lowest valuation range. We are still a long way off the 
all time tights across the board and spreads could tighten further if central banks remain 
very accommodative. The ongoing search for yield and an improvement in IG credit 
fundamentals will drive spreads back to pre-crisis aver-ages. If the ECB starts buying 
corporate bonds, this will only accelerate the trend. 
We believe that HY credit spreads will narrow through 2015 in an environment where 
neither government bonds nor investment grade corporate presently generate meaningful 
yield. Global HY market, and no longer only US, is now largely all about spread. With 
higher expected US default rates and ECB QE, Euro HY will outperform the US market in 
H1, as spreads are still around 200bp wider than their June 2007 tights. 
 

Is Gold durably coming back in the spotlight ? 
Four major factors supported gold prices in past weeks: a) (geo)-politics, b) currency 
¨realignments¨, c) inflation dispersion, and d) yield compression. 
a) Of course, the Ukrainian and Middle-Eastern crisis spring to mind. Greek elections and 
their potential spill-over will impact (namely) Spain too. But the slow and dramatic erosion 
of the transatlantic link is probably gradually more considered. It would indeed represent a 
sea change for the strength of the US-Europe alliance (thesis of Ian Bremmer - Eurasia 

European equities. 
Markets acknowledge 
for Eurozone reflation 
 

The ECB has detailed its 
program of €1,100 billion, 
slightly above expectations. 
The European stock market 
should continue its period of 
outperformance vis-à-vis the 
US stock market, a trend that 
began in December 2014. This 
monetary support to the 
economy is coupled with a 
competitive depreciation of the 
euro. In accounting terms and 
competitiveness, European 
companies as a whole could 
show better results than 
expected. The decline in 
commodity prices, particularly 
in oil, is another factor 
favouring the European 
economy and businesses. 
Conversely, the dollar 
appreciation should affect US 
multi-nationals. In Europe, 
favour companies, which will 
benefit from a competitive 
euro. Consider in priority 
Aviation, Auto, Chemicals, 
Luxury, Hotels, Health, 
Industry, and Retail. 
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INVESTMENT CONCLUSION 
 

Japan from late 2013, and more recently the Eurozone have finally opted for Anglo-
Saxon type of outright financial repression. They are desperately seeking for 
nominal growth, via the reflation of their domestic asset prices. Still, the Wealth 
Effect has definitely not addressed the fundamental economic issues. Monetary 
activism did not prevent a) global nominal growth from largely under-performing 
former business cycles (essentially courtesy of evaporating inflation), b) total debt 
from reaching new highs. More, the risks of provoking a major monetary cycle de-
synchronisation are surging.  
 
When it comes to financial markets, the dramatic EUR and JPY injections to come 
in 2015 will not substitute the missing USD liquidity. Transmission channels are 
indeed not comparable. A too rapid USD rise would destabilise for US Dollar funded 
carry trades, hence for risky assets (a redux of Q4-2014). The famous panic 
unwinding of large carry trades in 97/8 (USD - Asian financial crisis) and 2008 (JPY) 
provide a worrying reminder of it. 
 
Currency war will continue fuelling to temporary spikes in markets’ volatility. 
 
As long as prominent central banks keep on printing, the global debt ¨time-bomb¨ 
issue will only sporadically haunt markets. 
 
Asset allocation is unchanged. 

Bank of Canada 
surprises the market 
 

The BoC surprises with a cut 
to 0.75%, and its statement 
had an unremittingly bearish 
tone. The decision is in 
response to the re-cent sharp 
drop in oil prices, which will be 
negative for growth and 
underlying inflation in Canada. 
The BoC mentioned that there 
is considerable uncertainty 
about the speed with which 
the economic rebalancing 
towards non-energy exports 
and capex will evolve. The oil 
price shock will pull down the 
inflation profile. The Bank’s 
policy action has been 
implemented in order to 
provide insurance against 
these risks. Further rate cuts 
could be expected as the 
Bank’s base-case pro-jection 
assumes oil prices 2015 
average around $60 per 
barrel. The other key message 
is about the existing downside 
risks to the financial stability. 
We expect further CAD 
weakness ahead and long-end 
Canadian rates will move 
lower 

 

ASSET ALLOCATION 

 

Cash
2.5%

Fixed income
30.0%

Equity
40.0%

Alternative 
investments

20.0%

Miscellaneous
7.5%


