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The crude and the Euro price shocks remain a main factor 

Much lower energy prices will not only stimulate the US consumer demand, as their 
immediate impact on consumer prices is huge. Indeed, a few winners among Asian 
countries, which heavily rely on oil imports like for instance Japan, Korea, India, and 
to a lesser extent China, will also disproportionally benefit. Their input costs will 
significantly fall and their public finances will get a breathing space. 
Emerging countries, as a whole, will fail to outperform the industrial world, but rather 
prove plagued by the past downturn in commodity prices. 
In developed countries, the growth differential between the former best in class - the 
US - and the worst - Europe – will dramatically diminish. Inflation is converging 
towards a subpar, uncomfortable level for central banks after several years of 
unprecedented accommodation. Disinflation remains the name of the game. The 
raging currency war, which incidentally gives no sign of subsiding, is reinforcing it. 
The economy is on a decent footing in 2015. The global cyclical outlook is much more 
stable and predictable than in past years 
 

The US cycle is maturing 

Granted, data for the first quarter proved anaemic, essentially due to weak exports 
and investment. Housing also proved very volatile. But we consider this weakness as 
temporary, being namely due to seasonal and weather related factors. When it comes 
to the more fundamental drivers, the picture is brighter. Indeed, the slack in the labour 
market is shrinking. Small business surveys confirm that wage pressures are in the 
pipe. The US private sector has actually been growing at a remarkable 3 to 3,5% rate 
for several quarters now. The transmission of a very accommodative policy mix to the 
economy remains alive, with credit data on the right track. After a very long 
deleveraging phase, households and corporate continue to re-consider using (some) 
credit for durable spending. The deflation spectrum - with its nasty capacity to 
paralyse demand – is far away, courtesy also of the healing of the private sector 
balance sheets. The much better shape of housing prices and of the financial 
markets, which reduced the underfunding of pension plans, durably improved the 
economic agents’ psychology. The resilience of corporate profits in the first quarter will 
also probably translate into more buoyant investment in the second half of the year.  
The maturing phase of the US cycle will miss velocity, but one should still expect a 
decent growth and inflation mix in 2015 
 

Inflexion point in a few central banks’ rhetoric? 

A new wind is blowing in advanced economies’ central banks. After Australia (the 
RBA) last week, which has adopted a more balanced wording, the Bank of Canada 
has now taken the same direction. Following its recent dovish posturing, investors 
expected more accommodation. But in the aftermath of the U-turn, i.e. a remarkably 
constructive and positive view on GDP and CPI, further rate cut is no longer priced in. 

     Performances 2015    
     (April 3oth, 2015) 

Equities 

MSCI World +4.0%  

S&P 500 +1.3% 

Eurostoxx +15.1% 

Nikkei +11.9% 

MSCI Emerging +9.6% 

 

Bonds  

US Treasury 10y +1.1% 

US Corporate +1.6% 

Bund 10y +2.2% 

EU Corporate +0.9% 

 

Currencies 

USD index +5.0% 

EUR/USD -7.0% 

GBP/USD -2.2% 

USD/CHF -6.8% 

USD/JPY +0.1% 

 

Commodities 

Gold -1.2% 

Silver +2.6% 

Oil (Brent) +15.4% 

 

Source: Bloomberg 
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«European companies’ margins have to catch-up compared to US ones »  

has just started in Europe, will durably help companies to reduce their cost of capital. 
Second, their pricing power might no longer be impaired, thanks to the renaissance of a 
benign, but still positive inflation development in Europe in 2015 and more visibly in 
2016. Together, these two medium-term drivers will allow for an improved profitability. A 
long lasting catch-up of European margins, to a level more comparable with US peers, 
is not inconceivable, especially considering the gradual exit by the Fed of extremely 
affordable financial conditions. These factors are much more relevant than (very) short-
term comparisons that several investors and analysts make about historical and 
forward PE ratios!   

 

 

The negative effects of the past months’ oil price shock will be offset by stronger non-
energy exports, by increasing investments, and by an improving labour market. The 
economy is also finally reacting to long lasting easy financial conditions. With the recent 
rebound in oil prices, the CAD has strongly recovered. Last time oil prices were trading at 
these levels in December, the USD/CAD was trading around 1.16. Traditionally the BoC 
starts its rate hiking cycles 6 months after the Fed. Oil and Copper stabilization legitimates 
current stabilization in commodities currencies. 
 

European equities: profits are expected to increase by about 5% 

The results of European companies are benefitting from several favourable factors: a 
positive base effect (in comparison to 2014), a nascent domestic economic recovery and 
the depreciation of the euro. In 2015, the increase in profits for the Stoxx 600 is expected 
to reach +7.5%.  Revenues may rather stall, as the strong disinflationary forces plaguing 
the Eurozone consumers have just started to abate.  The strongest sectors are Industrial, 
Financials and Consumer Discretionary. As in the United States, the Energy sector will be 
in a transitional phase with the collapse of oil prices. Beyond short-term gyrations (namely 
due to currency markets’ volatility), we remain convinced that the European firms’  catch-
up process is durable for two fundamental reasons. First, the financial repression, which 

Are energy prices on 
the verge of a 
dramatic rebound? 
 
Contrarily to consensual comments 
in Medias, the comeback of Iran as 
a non-Pariah state is globally 
positive. A deal with advanced 
economies may indeed prove 
dissuasive for Sunni states and 
ultimately favour a balance of 
powers in the Middle East. OPEC 
and The Emirates would also lose 
too much money by further 
engineering low energy prices for 
long. Consequently, the odds of a 
regional (precarious) stabilisation 
are higher than before the Iran 
¨nuke deal¨. 

A weaker US dollar, experiencing 
an overdue pause after its 
significant rise in past quarters, is 
another new positive factor. Indeed, 
it mechanically fuels higher prices 
for most commodities, especially 
precious metals, but also oil.  

A stabilisation of oil prices at low 
level is underway. A precarious rise 
might develop in the second 
semester, thanks to a gradual 
improving demand linked to the 
synchronised global growth.  
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INVESTMENT CONCLUSION 
 

 

Volatility spikes will regularly take place, without derailing the attractive prospects of 
risky assets, namely equities. The upcoming tug of war between Greece and 
Europe, as well as delicate central bank meetings (Fed in the summer) may 
eventually fuel it. In this respect, rotations within asset classes, as well as 
precautionary profit taking on overextended themes, countries or sectors make 
sense. 

After dire quarters, commodity currencies are eventually confirming a base 
formation. Equity related assets have selectively become attractive, but it is still too 
early to overweight fixed income securities in commodity currencies 

Stay overweight European equities, despite the reduction in short-term valuation 
metrics and the ongoing Euro rebound 

Energy related assets deserve interest. 

In the short term, Chinese indices seem technically overbought. 

 

Chinese equities: 
short-term risks, but 
a significant medium
-term potential  
 
Investors have growing 
confidence in the PBOC and 
government’s ability to stabilize 
the domestic economy. Three 
news lately supported the equity 
market: 1) details of the Silk Road 
rehabilitation program 2) flexibility 
in monetary policy, 3) 
authorization to domestic mutual 
funds to buy Chinese stocks listed 
in Hong Kong. After the 
"Shanghai Hong Kong Connect" 
in November 2014, the 
government will connect 
Shenzhen and Hong Kong by 
July. In the medium-term, the 
upside potential is intact thanks to 
structural reforms, economic 
stabilization, and liberalization of 
financial markets, as well as the 
internationalization of the Yuan. 
The creation of the Asian 
Infrastructure Investment Bank 
will also enable China to 
strengthen multilateral finance. 
Inflation is moderating, and the 
potential of liquidity injection by 
policymakers is significant, thanks 
to past years’ conservatism in 
monetary policy.  
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