
 

April 2015          page 1 

The Market Letter 
A MONTHLY REVIEW AND PERSPECTIVES ON    

FINANCIAL MARKETS 

April 2015 

Europe. Triple merits in spite of restructuring 

Europe is finally benefitting from the synchronized decline in oil, interest rates and the 
Euro. Infrastructure projects are discussed, as well as the perspective of a 
European… army. The psychology is definitely getting better, namely in Germany 
where ZEW figures rose to 53 in February, its fourth consecutive increase, reaching 
its highest level since February 2014. Similarly, economic prospects brightened up for 
Central Eastern Europe by 14.2 points! Financial conditions have dramatically 
improved, courtesy of M. Draghi. They will remain very supportive up to 2016 at least.  
 
The residual risk is political contagion. A Greek exit, smartly postponed so far, might 
ultimately fuel similar tensions later this year. But the emergence of a gradual ¨feel 
good¨ factor, coupled with better Franco-German cooperation, might prevent a crisis  
Economic growth in the Eurozone will gather pace, but from a low base.  
This cyclical rebound will prevent a dangerous spiralling into deflation, in the short-
term 
 
Japan. Financial engineering allows staying the course 

The controversial financing of the deficit by the BoJ, coupled with the reform of 
pension funds’ investment policy, caused a political shockwave, but also perpetuated 
reflation. It allowed for the JPY to remain ¨weakish¨, in spite of the brutal Euro 
collapse. Japanese companies are delivering excellent results, paving the way for 
tentative concessions in terms of salaries. Improvement in real wages might hopefully 
feed into stronger domestic demand. 
 
The long desired transmission process expected by policy makers seems to emerge. 
Indeed, domestic investors are now more and more actively participating in the 
desired asset price reflation. The underperformance of the JGB market is a symptom 
of it. So far it didn’t prove bad enough to destabilize the government funding. Still, this 
bears close monitoring. 
 
Successful asset price reflation is seemingly taking place in Japan. This is a pre-
condition of a victorious BoJ reflation policy. Nevertheless, it doesn’t guarantee a 
structural – long lasting - improvement in Japan’s macro-economic landscape 
 

The US is finally opting for an exit from outright financial repression 

The recent USD index rise from 80 to 97 in less than three quarters is reminiscent of 
two periods. It firstly looks like the 1981-85, when the Reagan administration 
implemented a very tight monetary, but loose fiscal policies. Secondly, it reminds of R. 
Rubin’s policy - the former Treasury Secretary (Clinton administration) – that 
articulated the famous ¨strong dollar¨ policy. It took shape from Q2 1995 to Q2 2001, 
fuelling a USD index rise of about 50% (from 82 to 120) in six years…  

     Performances 2015    
     (March 31st, 2015) 

Equities 

MSCI World +1.8%  

S&P 500 +0.4% 

Eurostoxx +18.0% 

Nikkei +10.3% 

MSCI Emerging +1.9% 

 

Bonds  

US Treasury 10y +1.6% 

US Corporate +2.2% 

Bund 10y +3.7% 

EU Corporate +1.3% 

 

Currencies 

USD index +9.0% 

EUR/USD -11.3% 

GBP/USD -4.9% 

USD/CHF -2.2% 

USD/JPY +0.3% 

 

Commodities 

Gold +0.0% 

Silver +6.0% 

Oil (Brent) -3.9% 

 

Source: Bloomberg 
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« Status quo is no longer a valid option for US policymakers, who must rapidly 

address markets’ pressure »  

Short-term, government bonds are at risk 

Government bond yields from Japan and Germany to peripheral countries have 
dropped to all-time lows this year. The spectre of deflation risks prompted central 
bankers to launch huge asset purchasing programs and to cut deposit rates even far 
below 0%. The Greek exit issue is likely to be on hold for the coming weeks, even if the 
problems remain unresolved. Bond markets interpreted Yellen semi-annual monetary 
policy testimony as dovish. We continue to expect the 1st Fed monetary policy 
normalization step for the beginning of the summer. A significant yields move lower 
near term seems unlikely thanks to Yellen. The Fed is still trying to generate more 
volatility. Markets will focus again on the forthcoming ECB asset purchasing program 
details and its execution risk. We expect better growth and stabilizing inflation to push 
US 10-year Treasury yields above 2.50% by year-end. In Europe, we expect the 
German 10-year Bund yields to move back above the 1.0% by year-end. 
 

 

 

Up to now, a stronger dollar didn’t harm the US. But the speed and the magnitude of the 
latest move are causing concerns. The US is indeed importing deflation from the ¨serial 
printers¨ and from emerging countries. This is not welcome, as the US inflation remains 
too low and the economy too leveraged. Longer term, the odds exist to lose a hard-won 
external competitiveness, hence to put at risks the industrial renaissance. A too strong 
USD is exacerbating tensions in emerging countries, where the US have important trading 
and financial interests. The stigma of large current account deficits, add to the risks.  
 
A too strong USD would distort foreign funding, force repatriations and destabilise 
leverage players and ultimately harm US capital markets.  Officially ZIRP will end, after 
about 7 years, some time in 2015. The economic healing is not over, as inflation is 
elusive, growth subpar, and global debt very high. Granted, the US managed to avoid 
domestic corrosive deflation, but is no longer calling the shots in international circles, 
when it comes to competitive devaluations. A complete healing might be compromised by 
¨serial printers¨. But the jury is out on whether Kuroda and Draghi reflations will manage to 
extricate their respective economies from deflation. Strange as it may seem, markets don’t 
absolutely care. 
 

In the UK, currency 
and capital markets 
are re-coupling with 
those of the US 
 
A too strong currency is not only 
the US dilemma. A strong Pound 
could keep UK economy in 
deflation, as recently highlighted by 
the Bank of England. Further 
Pound strengthening could deliver 
a new shock to the economy and 
drive inflation even lower. On a 
trade-weighted basis, the Pound is 
the 3rd “gainer” over the last 6 
months in the developed 
economies behind the USD and the 
CNY. The current positioning 
remains extremely low. At the same 
time, Iceland’s accession talks with 
the EU have just come to an end. 
The application for joining the Euro 
area was initiated in the wake of 
the Iceland financial crisis in 2009. 
But recent polls show the majority 
of Icelanders wish to remain 
independent. Ahead of the UK 
election, on May 7th, this news is 
offering another support to the 
Pound. The UK election outcome is 
uncertain. The UK bond market 
remains one of the last top qualities 
high yielding government bond 
markets. 

The Pound may remain principally 
driven by USD in the short term, 
but continue to outperform the EUR 
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INVESTMENT CONCLUSION 
 

 

The beginning of the year proved dramatic in terms of trend settings. The prominent 
driving factor of markets has been, so far, the king US Dollar. Every investment 
vehicle, sequentially, had finally to adjust for it. In a nutshell, willingly or not, most 
investors including the US dollar sceptics have ultimately fuelled ¨one-sided¨ 
markets. 
 
We expect some – temporary - volatility to resume emerging across asset classes. It 
legitimates tactical shifts, like some profit taking in the dollar zone (especially in 
equity markets) as well as in too buoyant sectors, like biotechnology. 
It does not modify our long-term positive view on risky assets, which remain slightly 
overweight, namely European equities. 

Is Mexico an 
exception in the 
emerging world?  
 
Mexico's central bank raise again 
the question of hiking rates either 
before or just after the Fed takes 
action. Already in January, Bank 
of Mexico Governor Agustin 
Carstens suggested that an 
interest rate hike was very 
probable this year as the Federal 
Reserve is expected to raise 
rates. At the same time, the Bank 
of Mexico stepped up its fight to 
staunch the MXN decline. It 
announced a plan to sell up to 
$52m a day for the next 3 months. 
This in addition to the move 
introduced last December. 
Mexican consumer prices rose 
modestly in February, bringing the 
annual inflation rate down to a 9-
year low and in line with the 
central bank's target. With 
inflation under control, and the 
economy still growing below 
capacity, the central bank has 
turned its focus at recent 
meetings to the prospects of the 
Fed raising interest rates and the 
impact it could have on local bond 
yields and the exchange rate. The 
Bank of Mexico is widely expected 
to begin raising interest rates 
when the Fed does.  
Stay overweight Mexican Peso 
and bonds within emerging assets  
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