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Central banks are confronting a new regime, whether they like it or not…  

Formally, the US Federal Reserve is an independent government agency, ultimately 

accountable to the public and to the Congress. In practice, after several years of 

extreme monetary policy, the Fed resembles a co-dependent clownfish. It has indeed 

developed symbiotic relations with markets, government and macro data. The BoJ 

and the BoE, which emulate the Fed, share quite a comparable dilemma (like the 

ECB, with delay). Emerging markets’ central banks (including the PBoC), in spite of 

the pressure they are facing, are not concerned, as they have remained more 

orthodox. 

 

Co-dependency towards markets. Central bankers adopted ¨modern¨ communication, 

by being transparent and providing forward guidance to investors. On the positive, this 

predictability allowed for the healing of the banking system and the restoration of 

confidence. But it showed its limits in 2013, as well as a few days ago. Indeed, 

dictatorial markets revolted against adverse scenarios, empowered by their close 

relations with central banks. In order to avoid crisis, Bernanke and Yellen rapidly 

changed course and compromised. 

 

Co-dependency towards data. The de-synchronisation of economic and monetary 

cycles fuelled the USD rise in past quarters. The Fed inappropriately delayed a 

necessary rise in rates, using excuses and macro ¨moving targets¨. Consequently, 

markets took over the Fed, by dramatically tightening monetary conditions. J. Yellen 

and co is now ¨cornered¨ by its imprecise dependency on data. This strategy can 

actually be translated into ¨we will see, adapt, and react¨ (instead of plan and pro-act). 

A new, clear and stable macro-framework (output gap, proper inflation target, Philips 

curve, etc.) has yet to be put in place. 

 

Co-dependency towards politics. The Fed was prominently involved in US government 

bonds issuances in past years, during Quantitative Easing programs. This deeply 

modifies the relations between the Fed and Treasury Department. Now, the Fed can’t 

contemplate to reduce its balance sheet, without fuelling huge political interferences. 

The Fed must urgently reassert itself, in order to restore its independency, its 

credibility and to achieve a ¨smooth¨ normalization of its monetary policy.  

 

What to expect longer-term: 

Policy mistake risks are on the rise, i.e. it is imaginary at this late (monetary policy) 

juncture to control volatility 

The odds are rising for a bottoming of commodity prices 

     Performances 2015    
 (September 30th, 2015) 

Equities 

MSCI World -7.5%  

S&P 500 -6.9% 

Eurostoxx +1.6% 

Nikkei +1.6% 

MSCI Emerging -17.2% 

 

Bonds  

US Treasury 10y +3.2% 

US Corporate -0.2% 

Bund 10y +1.2% 

EU Corporate -1.7% 

 

Currencies 

USD index +6.5% 

EUR/USD -7.5% 

GBP/USD -2.7% 

USD/CHF -1.9% 

USD/JPY -0.3% 

 

Commodities 

Gold -5.9% 

Silver -6.4% 

Oil (Brent) -12.2% 

 

Source: Bloomberg 
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« A bloody September »  

comparative advantage in times of rising volatility… 

 

The brightening of its future perspectives, lately sponsored by the ECB in a 

comprehensive study, brings a ¨politically¨ correct feature. Pension funds will be 

reassured to integrate more housing investments in portfolios, as hopefully a 

¨safe¨ and de-correlated source of income. Granted, this definitely sounds like a 

new symptom of our political economy, which distorts asset prices, according to 

policy makers needs! But the risk of distortions are very remote, considering the 

still depressed level of current prices.  

 

Reflation helped European housing… turn the corner. Housing and credit 

recovery sanctions the traction of ¨Euro-flation¨ 

 

The show of Central Banks is going on 

Norway’s central bank unexpectedly lowered its interest rates to an all-time low 

and said it may ease policy further. The overnight deposit rate was cut by 25 bps 

to 0.75%. The move was a surprise as only 7 of the 17 economists surveyed by 

Bloomberg were expecting such a move. The bank said its rate might fall to 

0.59% in Q3 2016 and remain below 1% until 2018. The NOK plunged by 2.8% 

against the EUR to reach the 9.50 historical cap for the 3rd time in 2 years. 

Governor Olsen is easing to unprecedented levels, as the oil prices collapse is 

taking its toll on the economy. We are not expecting a classical QE from the 

Norges Bank but much more an investment stimulus plan. The government has 

flagged it will use more of Norway’s $880 billion wealth fund in its budget/fiscal 

policy. Oil companies have already cut more than 20’000 jobs driving 

unemployment rate up to its highest level since 2006. They remain worried by 

the weak NOK, but not too pessimistic, as it helps the non-oil economy. The 

NOK has weakened slightly more as a result of the softer-than-expected rhetoric. 

Short-term relative rates and the risk premium will limit its downside risks. Long-

term the NOK remains significantly undervalued. We still see some value left in 

the Norwegian government bond market given the significant underperformance 

seen over the last month, which has not fully been reversed today. 

 

The Norwegian Krona and related bonds provide an interesting diversification  

 

 

 

 

ECB QE is providing long lasting support 

Residential property prices finally rebounded in 2013. Recovery is gradually 

spreading, thanks primarily to countries hardly hit by the financial crisis (namely 

Spain, Ireland, Italy, etc.). The current broad-based pickup differs from the elusive 

one of 2009-2010. It actually results from the change in ECB regime, which benefits 

prominent lenders in Europe, i.e. banks. Bank lending rates and credit standards 

have indeed become favourable again, following the famous ¨whatever it takes¨ 

and unconventional policy from Mario Draghi. A virtuous circle is starting to build, 

based on good affordability and more accessible credit. 

Conservative investors searching for yield are forced into unusual asset classes. 

Negative nominal yields reinforce the charm of ¨substitutes¨. Among them housing, 

with its low ¨technical¨ volatility (i.e. infrequent re-valuation at market prices), has a 

Is this the end of diesel? 
 
Diesel has always been a 
controversial topic, experts 
emphasizing a more pollutant 
product than gasoline. Some cities 
are searching to ban diesel. Paris 
would like to prohibit diesel within 
2025. European manufacturers 
have highlighted diesel thanks to 
new technology in filters, 
considerably reducing the 
emission of fine pollutant particles. 
German manufacturers had 
particularly focused their strategy 
on diesel engines, which are 
suitable for large family sedan. By 
contrast, for Peugeot, Renault and 
Fiat, gasoline engines are more 
suitable for smaller models. 
In the US and Japan, the market 
share of diesel engines is just 
1.5%! In the US, Volkswagen 
wanted to become a leader there. 
This shameful story probably 
marks the end of the penetration 
of diesel for passenger cars for 
both the United States and Japan. 
However, this is not the end of 
diesel in Europe, because the 
German automotive industry 
(manufacturers and suppliers) is 
too big to fail (14% of total German 
employment), but probably the end 
of its progress.  
German manufacturers are the 
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INVESTMENT CONCLUSION 
 

A horrible September followed a difficult August for risky assets. The long-awaited 

Fed meeting turned into a financial carnage. Confusion rose and, consequently, the 

accommodative stance of J. Yellen resulted in much higher volatility, a collapse in 

commodity related assets and huge – undeserved – swings in equity markets. Fears 

of a solvency crisis for weakened emerging countries – such as Brazil – and 

companies – such as Glencore – reached a climax. 

 

In a lower visibility environment, US dollar currency and assets remain 

fundamentally attractive, thanks to sound fundamentals and high liquidity. 

Opportunities may arise selectively in coming weeks, provided investors’ psychology 

eventually improves. 

 

Oil barrel price at $20? 
 
Several renowned investment banks 

have recently affirmed that the 

barrel of WTI may reach $20 in 

2016, considering that the market is 

suffering from oversupply, a 

situation that could worsen with the 

arrival of Iranian oil. 

Granted, world oil production largely 

exceeded demand in 2015. Saudi 

strategy  -to clear markets from high

-cost producers – was based on 

increasing its production. So far, the 

Saudi approach has not worked, as 

US and North Sea productions have 

never been so high. 

However, the International Energy 

Agency foresees in 2016 a sharp 

decline in US production. The non-

OPEC output will fall by 500,000 

barrels/day, the United States will 

account for 80% of this decline. The 

United States has been surprisingly 

resilient in this period of falling 

prices. The increasing financial 

pressure on shale producers and 

the decline in the number of 

platforms, after a stabilization in July 

and August, suggest that the US 

production will eventually decline in 

2016. 

With the increase in the global 

demand and the anticipated 

decline of the non-OPEC 

production, oil  prices should 

rather stabilize around $45-50. 
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