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Too much of a good thing... 

The headlong rush towards competitive devaluations is not only well alive in Tokyo, 
and in Brussels, but also in most developed countries (ex-US). On the positive side, 
outright type of debt deflation – say corrosive – has been averted, for now. The US 
banking system and the car manufacturing industry were rapidly saved, as well as the 
Euro, global financial conditions remain supportive and a positive wealth effect has set
-in for several years. Even Japan and Europe seem to finally opt for (some) structural 
reforms. The US economy is at last emerging from a long healing and a deleveraging 
phase in a pretty good shape. Highly respected economists are even forecasting a 
return to macro ¨normality¨ over the coming years. 
Emerging countries, contrarily to former cycles, courageously engaged in somewhat 
more flexible policies (by notably letting their currency float). China is addressing its 
excess debt and too monolithic economic model. 
Capital allocation by entrepreneurs is suboptimal, as profitable financial engineering 
(gambling) naturally takes over from productive investments (say capex). Zombie 
banks – Japanese style – will be created in the Eurozone. World nominal growth will 
remain subpar and inflation worryingly low, debt will keep rising, and social 
inequalities alarmingly high. The ¨haves¨ became richer, but low and middle-class 
people definitely feel penalized. Savers and rentiers bear the brunt of this dramatic 
financial repression. Time has come now for a few ¨serial debasers¨ to engage in a 
more delicate phase, i.e. the exit from artificial – say unsustainable – policies. 
The risks of a policy mistake are on the rise, considering the magnitude of the liquidity 
flows to be absorbed 
 

The ECB quantitive easing is a game changer 

Financial repression is finally taking place in the Eurozone, just like it did a few years 
ago in the US and a few quarters ago in Japan. The jury is out on whether a long 
period of negative real rates will prove achievable considering the actual deflation, 
which is sneakily setting in. Still, the resolution of the ECB will ensure ample liquidity 
flows, widespread assets’ purchases, and a lower Euro. These ingredients will 
definitely fuel an asset price reflation process over coming quarters, hence the 
outperformance of European equities. Nominal yields will remain low and peripheral 
spreads contained. 
But the actual economic benefits are far from obvious, as a) the transmission 
channels are impaired and b) Germany and its conservative peers have ultimately 
been outvoted… Still, an embryonic mutualisation of risks via assets purchases is 
borne, in spite of demanding preconditions for its implementation. The strengthening 
of the European banking union supervision will also provide indirect tools to control 
the process. By excluding the purchase of private bonds, the ECB will be obliged to 
count on a convalescent and overweight banking system to reach starving SMEs… 

 

     Performances 2015    
  (February 28th, 2015) 

Equities 

MSCI World +3.7%  

S&P 500 +2.2% 

Eurostoxx +14.9% 

Nikkei +7.7% 

MSCI Emerging +3.7% 

 

Bonds  

US Treasury 10y +1.0% 

US Corporate +1.4% 

Bund 10y +2.1% 

EU Corporate +1.4% 

 

Currencies 

USD index +5.6% 

EUR/USD -7.5% 

GBP/USD -0.9% 

USD/CHF -4.2% 

USD/JPY -0.2% 

 

Commodities 

Gold +2.2% 

Silver +5.9% 

Oil (Brent) +9.2% 

 

Source: Bloomberg 

Bastions Partners Office SA 

 



 

March 2015          page 2 

« The ECB finally fulfilled expectations »  

 3) Avoid Latin America, except for Mexico, which has liberalized the energy and 

telecommunications sector in 2014 
 

 

 The European equity markets finally reacted to the ECB QE and to a 

weakening Euro. 

 The potential catch-up is significant, as relative valuation and profitability 

may durably  imporve . 

 A significant overweight in Europe, including Switzerland, is therefore 

recommented 

 

 

 

 

 

 

Heterogeneous performances in emerging countries 

Emerging Asia performed well in 2014, led by China, India, the Philippines, Indonesia and 
Thailand. The year 2015 promises to be of the same ilk. We continue to encourage these 
five countries because of good economic performances, restructuring and the low average 
age of their populations promoting sustainable domestic consumption. After a weak stock 
market performance in 2014, Latin America continues its momentum in 2015; this region 
is affected by the lack of measures supporting private consumption and in-vestment, as 
well as by scandals (Petrobras in Brazil, Cristina Fernandez de Kirchner in Argentina). It is 
also affected by lower commodity prices (oil, copper, iron ore). Eastern Europe suffered in 
2014 of the Ukrainian crisis, but, in 2015, the indices could show positive performances 
due to the conflict resolution hopes and attractive valuations. In order of preference: 
 
 1) Overweight Emerging Asia 
 
 2) Eastern Europe, including Russia, can offer good stock market surprises in 2015 
 

Eurozone banks still 
need to recapitalize  
 

In 2015, the banking sector 
delivered a bad performance: 
underperformance by 4% in 
Europe, by 5% in the US and 
by 8% if we take the world 
index. According to the ECB, 
some large European banks 
will recapitalize due to the dis-
appearance of national 
exceptions and harmonization 
of banking standards. The 
ECB’s Single Supervisory 
Mecha-nism (MSU), whose 
role is to monitor the 130 
largest Euro-pean banks, will 
ask the European Parliament 
to standard-ize the definition of 
capital (equity) for banks. 
According to the ECB, the 
question on the quality of 
capital concerns mainly the 
Italian, Spanish, Portuguese 
and Greek banks.  

 The banking sector in the 
euro area should contin-
ue to underperform  
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INVESTMENT CONCLUSION 
 

Add some more risks 

The investment planet is sort of upside down. As an unintended consequence of the 

vibrant global financial repression, conservative investors are now forced into losing 

investments. Indeed, pension Funds and life insurers are required by regulators to 

invest a pretty large portion of their capital into fixed income vehicles that deliver 

negative interest rates! How could they, in this context, reasonably fulfil their 

contractual (positive nominal) engagements? There is little doubt that the next 

phase will be either a revision of private contracts (low probability, considering the 

legal damages and the awful Japanese precedent) or (higher probability) an 

extensive revision of investment guidelines and rules for these institutions. One 

should carefully monitor such developments, as being early signs of too broad and 

tepid risk taking, hence of exaggerate complacency… 

 

 Investors are facing a difficult dilemma 

 Euro-flation is a long dramatic process, which will support equity markets 

directly, and international ones indirectly 

Positive correlation 
between Chinese 
economic growth and 
some commodity prices  

 
In 2014, copper prices fell by 
20% and 49% for iron ore. In 
2015, they fell by 8% for each 
of the metals. Between 2000 
and 2010, the price of copper 
had been multiplied by 7 and 
that of iron ore by 13 thanks to 
a very strong de-mand from 
China, whose GDP growth 
ranged between +10% and 
+12%. China accounted for 
40% to 50% of the global 
demand, half of which was 
used in the real estate sector. 
Today, China's growth is 7% 
and housing construc-tion has 
slowed sharply. In the coming 
years, China's GDP growth 
could stabilize between 5% 
and 6%, and the real estate 
sector will continue to 
consolidate. From the supply 
side, Rio Tinto and BHP 
Billiton reported that they 
would accelerate the 
production of iron ore to 1) 
maintain their market shares, 
and 2) to remove the marginal 
producers. Technically, copper 
and iron ore are in a short-
term tech-nical recovery 
phase.  

 It is still too early to play 
a sustainable recovery 
of copper and iron ore 
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