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Asia: sharp contrasts in the two giants’ strategies 

Beyond the rhetoric, Japan has not implemented bold structural reforms. Abenomics 
is essentially coming down to weakening the JPY, actively engineering asset price 
reflation, and manoeuvring investment rules of the largest dependent institutions. The 
Nippon financial markets reacted well, also helped a) by a US economy more prone to 
tolerate currency dumping b) by a transitional China, playing hard balls on the 
currency front. The odds of cyclical tailwinds for the Nikkei seem good, but the 
bedrocks are weak, as counting on the sustainability of policy of foreign countries... 
Japan ultimately needs to address the missing economic traction and its indigestible 
debt burden. Abe is inherently weak and definitely at-tempting to optimise short-term 
benefits.  
 
Oppositely, China is playing a long - strategic - approach. The opening up of its 
domestic financial sys-tem, the internationalization of the Yuan, the set-up and the 
financing of Asian infrastructure projects all converge to finally becoming the 
prominent regional economy. Whatever short-term pain, Chinese Premier Li will 
definitely favour stability, both internally (by addressing the speculative credit and 
avoiding large bankruptcies) and externally (by avoiding military confrontation).  
In spite of their irreconcilable long-term objectives, Japan and China will not collide in 

the foreseeable future, be it militarily, financially or economically 

 

US economy: on a right cyclical track 

Trends in the labour market have proved much stronger than volatile GDP numbers. 

Business surveys remain very optimistic over coming months. A sub 5% 

unemployment rate by year-end is achievable, putting the Fed in a tricky situation, 

considering its NAIRU estimate. Consumption is going to improve markedly from Q1, 

as the dividend of low energy prices – with a classical lag of 2 to 3 quarters – 

eventually filters through. New home sales, as well as mortgage applications confirm a 

durable strengthening of the housing sector. Contrarily to former cycles, this sector will 

prove immune to the rise in long-term rates, as households massively opted for fixed 

mortgages in the aftermath of the subprime crisis. A stabilisation of the USD is also 

removing pressure on US export firms. Core inflation will pick-up, fuelled by wages 

and services, but capped by goods’ prices. The US economy will improve markedly in 

H2.  

The ultra-easy monetary policy is probably living its final weeks 

 

Industrial metal prices are weak  

After a rally between January and May with a price increase from $243 to $294, 
copper was down again to 262. The largest project (Las Bambas in Peru) in copper is 
ready to go into production. If experts agree on a reduction of supply in the long term 

     Performances 2015    
        (June 30th, 2015) 

Equities 

MSCI World +1.5%  

S&P 500 +0.2% 

Eurostoxx +8.8% 

Nikkei +16.0% 

MSCI Emerging +1.9% 

 

Bonds  

US Treasury 10y -0.2% 

US Corporate -0.2% 

Bund 10y -1.1% 

EU Corporate -1.2% 

 

Currencies 

USD index +5.8% 

EUR/USD -7.8% 

GBP/USD +0.9% 

USD/CHF -5.9% 

USD/JPY +1.9% 

 

Commodities 

Gold -1.2% 

Silver  0.0% 

Oil (Brent) +10.9% 

 

Source: Bloomberg 
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«Experimental times generates policy gradualism»  

gradual rise of policy rates should ultimately prove a non-event. Important issues are 

looming, over the medium-term. The next tightening cycle will differ from former ones, 

considering three factors: 

 

A. At USD 4 trillion, the size of the Fed balance sheet is unprecedented to say the least. 

Nobody knows how the market will adapt to the retrenchment of the Fed as the largest 

buyer of government bonds. In 2018, about a third of the central bank bond portfolio will 

mature. 

 

B. The recycling of Petro-dollars dramatically collapsed in recent months. The main 

reason is obviously oil price. But beyond that, Russia has started to settle most of its oil 

trade with China in RNB and will continue to do so. For similar geopolitical reasons, 

other oil producing countries (like Iran, which already does Euro sales of oil) will 

emulate Moscow. 

 

C. China is rapidly engineering RNB convertibility. Bilateral trade and swap agreements 

with foreign countries’ central banks quickly follow one another. The Silk Road Fund 

and the Asian Infrastructure Investment Bank will also fuel RNB trans-actions and 

denominated loans. China is strategically extricating from its Dollar dependency. The 

Dollar role in international trade will be steadily challenged. 

Long-term ¨natural demand¨ for Treasuries will significantly change in coming years. 

The US government will need to adapt and the Fed may be obliged to prove creative in 

managing its balance sheet. 

Fed funds rise will prove painless in its initial phase. But, medium-term, US monetary 

policy will be challenging. Risks of losing (some) control over long-term government 

rates exist 

 

 

 

 

due to mine closures, lower quality and delay in new projects, in the short term they are 
rather negative. With a weaker demand than expected, Las Bambas, which belongs to the 
Chinese company Minmetals, will add more supply. In Q2, copper consumption has 
weakened, while this period is generally the strongest in terms of seasonality. Chinese 
copper demand will slow to 4% in 2015, while it fell by 5.5% in 2014. One reason is lower 
expenditure on the part of the world's largest electricity company, State Grid Corp in an 
anti-corruption campaign. Global demand is expected to increase by only 1% in 2015.  
 
The trend for iron ore is identical. To maintain their market share, the three major players 
in the market, with a 70% global share, Vale, BHP Billiton and Rio Tinto have significantly 
increased their production to bring prices down and break the high cost producers.  
Specialist in raw materials agree on the end of the Commodities Super Cycle  
 

After several years of ZIRP, investors are afraid of the increase of Fed funds. We aren't, 

for two reasons. Financial conditions have recently improved. Indeed, a weaker USD 

facilitates an orderly start of the tightening cycle. Second, the re-emergence of volatility 

hits lever-age players. Courtesy of a meticulous preparation by Chairperson Yellen, the 

US yields are not yet 
fairly priced 
The changes to the FOMC 

statement and the Fed economic 

projections did not alter the key 

message prevailing since last 

March meeting. The Fed will 

continue to gradually normalize its 

monetary policy, a process it has 

already initiated with the end of 

QE3. The Fed upgraded its 

economic and employment 

outlooks while acknowledging 

growth in household spending and 

improvements in the housing sector 

remain modest. Rising housing 

costs remain an issue. Costs to 

homeowners continue to increase 

not due to higher reset mortgage 

rates but more to taxes, insurance, 

etc. The owner's equivalent rent is 

now rising faster by over 1% than 

the overall core CPI. Market-based 

inflation expectations have risen as 

well. The Cleveland Fed inflation 

expectations indicators, which take 

into account risk premium, have 

strongly rebounded. The problem 

comes more from the current real 

yield levels rather than on the 

inflation expectations front. 

US long yields normalization is 

underway. Medium-term, the 

equilibrium 5-year nominal rate of 

2.8%, will be tested 
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INVESTMENT CONCLUSION 
 

The major event over the period has been the “surprising” spike in developed 
interest rates driven by higher European inflation figures and by the way market 
started to expect an early ECB monetary policy tightening. It has fueled some profit 
taking on developed equity markets. Then, again, Greece hits the international 
headlines. 
 
 
The USD strengthening phase has cooled down, we keep a neutral stance on it. We 
continue to favor equity risk over bonds. On the bond part, we keep our overweight 
on high yield and emerging bonds over government. On the equity side, we have 
decided to reduce our European equity exposure at the benefit of US equities. 

SNB desperately 
hopes that the CHF 
overvaluation may 
ease 
Market technicalities, such as 

the Swiss bond market 

outperformance, should help 

the CHF to reach more normal 

levels. Indeed, higher G4 

yields may put low-yielding 

currencies under pressure. It 

seems clear that the ultra-low 

Q1 yields environment will not 

repeat shortly. We are likely to 

enter a period of somewhat 

more normal term premium 

levels in developed market 

(Eurozone, US and UK). This 

is likely to change the 

dynamics for the world’s 

lowest-yielding currencies. 

Higher yields in the US and 

Euro seem to have had 

already an effect on outflows 

from Japan. In addition, 

EURCHF is starting to 

respond to the global changing 

yield environment. The current 

deflation fears in Switzerland 

and the SNB balance sheet 

risks management will remain 

problematic over the medium 

term. The SNB will experience 

large losses on its German/

French bond holdings, in the 

current higher yield 

environment. Adverse market 

forces may ultimately oblige 

Switzerland to opt for a plan B, 

i.e. dramatically change the 

SNB mission, if not its 

executive Board, and to set a 

delicate new currency regime. 
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