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Europe finally opts for… status-quo  
 
Granted, on the positive side, the deal provides relief and prevents Greece from 
exiting (or being exited). But on the (very) negative angle, this agreement transfers to 
the Hellenic country a high burden of stress, and neither fixes the solvability and nor 
sets the stage for economic stability. Under a basic rule of negotiations, the Euro-
Summit Agreement is unsatisfactory, being unbalanced. It essentially is Greek 
humiliation and surrender. The can has again been kicked into the big blue Sea.   
The neo-liberal dogma won marathon talks in Brussels (the ¨battle¨). The agreed plan 
is more demanding than in the draft rejected by Greek electors… Absent sufficient 
trust, the deal is based on lots of conditions. The Eurogroup (officially) pretends it may 

¨fly¨, apart from a few significant stakeholders, like namely France, Italy, not to 
mention Washington and the IMF. The deal primarily satisfies the hard-liners who 
preach the austerity dogma. The outcome is politically positive for A. Merkel on the 
domestic front. It doesn’t set a precedent (i.e. no haircut is granted to a profligate 
country). It follows the doctrine of ¨punishing¨. Her pragmatic strategy is crystal clear: 
first get Parliament ratification and later concede, depending on circumstances. But 
Germany must urgently prepare for the next step (the ¨war¨). 
Risks of a two-tier Europe will eventually emerge for several reasons. Germany has 
temporary wasted the gains on its recent pragmatism (accepting QE, a banking union, 
etc.). It will lose its hard-won leadership within Europe. A Greek debt reduction is 
unavoidable. Germany could regain traction by a) engineering a reasonable Greek 
debt reduction and/or rescheduling b) taking leadership in the setting-up of Euro-
bonds. Europe can’t escape debt mutualisation over time. Time will tell whether Frau 
Merkel is a visionary, able to transcend the present crisis, or not.  And the Eurogroup 
should prove broader-minded. Greece desperately needs to spur investment, inspire 
confidence and attract foreign capital. Europe should set-up creative initiatives like, for 
instance, finance and infrastructure projects, tax-free investments, guaranteed imports 
and exports, etc.  
This latest technocratic ¨bailout¨ is a Pyrrhus victory for Europe. Unchanged, it will 
result in the same dramatic outcome in coming years. 
 
China is leaving the USD currency zone 
 
The economic take-off and boom of past decades was based on the mercantilist 
model. It legitimated the CNY anchoring to the USD, by far the largest export market 
for Chinese products. But over last years, the falling share of exports to the US and 
the transition towards a new economic model (focused on domestic consumption and 
on higher value added products) no longer require such a strong peg. The huge stock 
of USD reserves also fuels undesired dependency on the US cycles and monetary 
policy, as well as on financial revenues derived from the US capital markets.  

     Performances 2015    
        (July 31st, 2015) 

Equities 
MSCI World +3.3%  
S&P 500 +2.2% 
Eurostoxx +15.7% 
Nikkei +17.6% 
MSCI Emerging -5.7% 
 
Bonds  
US Treasury 10y -0.9% 
US Corporate -0.1% 
Bund 10y +0.5% 
EU Corporate -0.4% 
 
Currencies 
USD index +7.8% 
EUR/USD -9.3% 
GBP/USD +0.2% 
USD/CHF -2.9% 
USD/JPY +3.5% 
 
Commodities 
Gold -7.8% 
Silver  -6.0% 
Oil (Brent) -12.1% 
 
Source: Bloomberg 
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«Banking regulations also weigh on gold prices »  

Japan is muddling through 
 
The JPY weakness, as well as the collapse in oil prices, will help Japan de-liver about 
1% growth in 2015 and possibly 1,2% in 2016. Consumption is very gradually 
recovering in the aftermath of the 2014 tax hike, and will continue to do so. Higher real 
wages are also helping. Among the positive soft factors, one can also mention 
anecdotal evidence of a significant development in tourism and on higher equity prices. 
Unfortunately, the odds are that the Abenomics miracle is over, with the country’s 
inflation and output going to lack strength. The country is facing a potentially volatile 
environment in coming years, which tie the hands of the government. Indeed we’re 
getting closer to the reckoning day in terms of setting-up a credible fiscal consolidation 

plan. Reforms may have to accelerate, notably deregulation in many sectors, provided 
the Trans-Pacific-Pact comes true. This is why the market is sniffing a new round of 
quantitative easing, including the purchase of private assets, in order to further weaken 
the JPY. 
Japan is in dire needs of a fresh momentum. External factors (TPP) or markets, may 
well force it to deliver 
 
 
US results proved slightly better than expected, with some bright spots 
 
The earning season in the US I on a good shape. The rate of positive surprises is at 
53% for revenues and 77% for profits. So far, revenues have increased by 1% and 
profits by 2.8%. In Q2, profits are expected to decline by 2% against 4.5% estimated at 
the beginning of the earning season.  
Excluding the energy sector, profits are expected to rise 4.1% and revenues by 2%. 
The stronger US dollar also had a negative accounting impact: excluding the energy 
sector and including companies generating more than 50% of revenues in the US, profit 
growth is estimated at 8.3% in Q2. In conclusion, two factors negatively influenced the 
results: falling profits of oil companies and the rising dollar. In 2016, oil companies 
should have a positive contribution. 
The adjusted results remain good and justify current valuations 
 

In 2005, Beijing broke out from a USD peg and opted for a managed float system, 
anchoring the Yuan to a basket of several currencies (with still a main weight for the 
USD). Since 2006, the government allowed a larger range of Yuan fluctuations versus this 
basket. In the past 10 years, China multiplied the bilateral agreements - with namely 
Russia and Japan - to settle trade in CNY. Currency deposits, corporate bonds and 
financial products in CNY were also greatly liberalized since 2010. China has formally 
applied to the IMF to get the status of a reserve currency, i.e. enter the exclusive club of 
the 4 SDR currencies (USD, Euro, £, JPY).  
The inclusion of the Yuan in SDR will ultimately force international central banks to buy 
(some) CNY. But the pace of these purchases will be slow, as depending on the still 
underdeveloped liquidity and depth of the CNY sovereign bond market.  

It will spell three major consequences over time: 1) lower purchases of US Treasuries, 2) 
lower purchases of gold 3) a lower Yuan correlation to the USD 
 

 
 
 

Gold follows the 
commodities sell-off 
 
Banks have been obliged by 
regulators to scale-down their 
trading operations. This proved 
a driver for higher volatility in… 
bonds in the latest quarter. This 
also seems from now on to play 
a role in commodities’ market, 
where market makers 
(investment banks) are also 
proving unusually muted. When 
it comes to gold, two significant 
sell orders were made on 

Monday July 20th, in Shanghai 
(equivalent to 4,7 tonnes) and 
on the Comex, i.e. in a period of 
limited market liquidity.   

Consequently, the ounce 
dropped by 4,3% overnight. 
China’s gold demand has 
recently eased (jewellery), but 
the central bank will remain a 
prominent long-term buyer (it 
still bought 1658t in past 
quarters, up 57%). Macro-
economic drivers remain rather 
negative for the bullion (US 
dollar strength, rising interest 
rates, low inflation).  The bullion 
is no longer seen, at least 
temporarily, as a safe haven 
asset.  
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INVESTMENT CONCLUSION 
 
In the past weeks, the asset allocation has remained broadly stable, in spite of 
markets’ volatility. Indeed, the macro-fundamentals remain globally unchanged, 
hence rather supportive. Similarly, the very high pessimism of investors, as featured 
by sentiment indicators (like the Greed and Fear index), is a source of comfort for 
long-term investors. It actually confirms that many professionals were already 
underweight risky assets. The odds of an additional wave of selling – potentially 
damageable for markets - were consequently extremely contained.  
 
The weight of USD assets has been slightly increased after the currency’s long 
consolidation and in the prospect of an upcoming rise in US policy rates by the end 
of the year. A balance between US and European stocks is maintained, with some 
diversification in Asian markets. Only a limited portion of assets is deployed in 
emerging markets so far. A cautious approach in fixed income is maintained, be it in 
terms of credit risk, or in terms of duration. 

Lucky SNB and Swiss 
economy ? 
 
Market technicalities, such as 
The EURCHF has recently 
recovered from the lows 
reached during the Greek 
crisis. This pair rose from the 
mid-July lows, around 1.04, to 
1.05 to reach a 3-week high 
and reintegrate a more logical 
range between 1.05 and 1.10. 
Despite the abandoned 
EURCHF ceiling in January, 
the Swiss National Bank has 

been working against the 
value of the Swiss Franc, and 
that almost undoubtedly 
means that it has been 
involved in this cross rate. This 
is confirming the adage “don’t 
fight a central bank”. The SNB 
has of course been trying to 
devalue the Swiss franc for 
some time now, and has 
gotten back into the markets 
again. 

 

If confirmed, a weaker trend in 
the CHF will favour the catch-
up of Swiss equities 

 

 

ASSET ALLOCATION 

 

Cash
2.5%

Fixed income
30.0%

Equity
40.0%

Alternative 
investments

20.0%

Miscellaneous
7.5%


