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Towards a new macro-framework for 2016 

 

After seven years of unconventional policy, the Fed is still attempting to set itself free 

from the invisible gravity force it actually created! Granted, the US central bank 

succeeded to heal banks, restore credit growth and to painfully stop US government 

bond-buying. But in order to succeed, the Fed still needs to escape the zero bound 

i.e. to set its policy rates above zero. The stakes are particularly high at this late 

juncture of the cycle. The significant co-dependencies with markets and with the 

Treasury definitely complicate its mission. The unavoidable revival of markets’ 

volatility is a source of concern, in times of very high debt and investors’ leverage.  

The strategic Eurasian initiatives of China (silk road / Asian Bank) linked to 

infrastructure projects will take time to deliver. But the potential for cyclical 

accommodation, fiscal stimulation and liquidity injections is significant. The agreement 

of the TransPacificPartnership (which excludes China) will force policy makers to 

accelerate the pace of reforms and of cyclical stimulation.  

 

The upcoming policy actions, that US and China have to undertake, will deeply impact 

global economic trends and asset prices.  

 

 

European politics is getting calmer; it will persist thanks to a better economic 

trend 

 

Syriza’s defiant second government will ultimately emerge less disruptive for Europe 

than it was last spring. A pragmatic approach will develop in coming quarters, in spite 

of a medium to long term dramatic issue of its over-indebtedness. Catalonian 

separatists didn’t get the outright victory and mandate they expected. With 47.8% of 

votes, a unilateral declaration of independence would prove counter-productive. Not 

so long ago Portugal, a severe victim of the European credit crisis, had to call for the 

emergency help of Brussels and of the IMF, as having temporarily lost access to 

financial markets. Over indebted, the country briefly contemplated a default and 

remained up to spring 2014 on the verge of restructuring its debt.  

Early 2015, the socialists – actually proponents of this radical strategy - were largely 

leading the polls ! But a mix of austerity, lower public spending and... QE made 

wonders. Granted, Mario Draghi’s QE proved essential in reducing the cost of funding 

for peripheral Eurozone countries over past quarters. The large scope of ECB liquidity 

provisions definitely helped restore the ability of the Portuguese banking system to 

     Performances 2015    
 (October 30th, 2015) 

Equities 

MSCI World -0.2%  

S&P 500 +1.0% 

Eurostoxx +10.% 

Nikkei +7.1% 

MSCI Emerging -11.3% 

 

Bonds  

US Treasury 10y +1.5% 

US Corporate +0.3% 

Bund 10y +2.6% 

EU Corporate -0.6% 

 

Currencies 

USD index +7.2% 

EUR/USD -8.8% 

GBP/USD -1.0% 

USD/CHF -0.7% 

USD/JPY +0.7% 

 

Commodities 

Gold -4.2% 

Silver +1.7% 

Oil (Brent) -14.7% 

 

Source: Bloomberg 
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« October-Fest »  

 

 

 

 

Emerging fixed income will underperform – it ain’t over yet! 

 

Risky assets got a significant lift from the ECB very accommodative statement. 

The EUR fell sharply against the US dollar, while major commodity currencies 

and most EM currencies gained across the board. In our view, and in respect of 

EM FX this would be short lived. The extended easing scenarios – now 

enhanced by ECB - are supportive for risky markets. However, EM fixed income 

assets will likely be the laggards in relative terms given fundamental hurdles and 

persistent uncertainties over the commodity prices developments. Differentiation 

remains key, as only countries with relatively sound fundamentals will be able to 

benefit from this external push and attract new foreign inflows. Brazil and the 

likes, on the other hand, are likely to still be mired in their own troubles. Within 

EM, we continue to favour sovereign risks over credit in hard currencies rather 

than in local ones. The expected USD rebound until year-end at least will 

continue to affect more the emerging countries having a weak growth dynamics. 

  

Stay selective across EM bond markets and currencies  

 

Extreme investors’ pessimism is gradually evaporating  

 

The CNY de-pegging was first misinterpreted as an additional deflationary shock. 

The impressive collapse of commodity prices and of large firms active in the 

sector fuelled undue systemic fears. Fed hesitations added to the fire. Dust is 

gradually settling now. 

The volatility renaissance is here to stay. This is a logical corollary to diverging 

cycles and regime changes. It does not announce per se a bear market. We still 

believe that what are in the middle of a long overdue correction, which will 

ultimately prove healthy. Indeed, one of its virtues is to clear markets from 

excess leverage. A second virtue is to reconstitute risk premium, hence improve 

medium-term expected returns of various risky assets. Indeed, in a world where 

normally re-function. Still, the centre-right government opted for the difficult political 

option. Today, the results speak for themselves: public deficit has been reduced, 

debt has been reimbursed by anticipation, and growth is back. The cherry on the 

cake is that the ruling party has been reappointed a few days ago for a new term, 

against all odds. In Lisbon, the political courage, coupled with social consensus, 

have ultimately proved exemplary. This is also a demonstration of political maturity 

by Portuguese electors. Contrarily to the doom scenario of (Euro)-sceptics, 

Portugal has now emulated Ireland, the UK and Germany in proving that this 

specific policy mix allows extricating from the long lasting crisis. The so-

called  ̈alternative policy ̈, primarily sponsored by France (raising taxes, keeping a 

higher public spending than fiscal revenues, and defending an inappropriate social 

system), looks set to soon hit the wall, economically and politically.  

 

European assets and peripheral bond markets will be immunised in coming months 

from centrifugal forces and political risks  

 

Europe 1 – Japan 0 ? 
 
The BoJ refrained from adding 
stimulus and kept its monetary 
policy unchanged. It decided to 
keep its pace of JBGs, ETFs and J
-REITs purchase unchanged. The 
Bank has just revised down once 
again its inflation forecasts. It now 
expects CPI to reach 2% around 
the second half of 2016. The BoJ 
deliberately opts for a ¨behind the 
curve¨ posture. The BoJ QQE 
program is now so large and so far 
advanced that the JPY 
depreciation period should already 
be largely completed. QE 
programs were effectively 
preannounced in Japan in 
September 2012 and in Europe in 
December 2014. They are 
supposed to produce similar 
effects in Japan. That would mean 
that the JPY depreciation phase 
should now be largely behind us. 
The European QE, however, is still 
relatively young (11 months), and 
consequently its impact has 
remained modest so far. Indeed, 
the ECB President Draghi clarified 
that the central bank is ready to 
act more by cutting rates, 
extending the size and the QE 
maturity, if needed.  
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INVESTMENT CONCLUSION 
 

China and emerging markets slowdown is not over and may turn-out to be ultimately 

problematic. A low visibility environment for markets prevails, featured by significant 

upcoming changes in policy mixes by the US and by China. Knee-jerk investors’ 

reactions are prevalent. Markets are still in a healing phase, looking for better 

footings to develop harmoniously. 

 

We reduced the weighting of risky assets, namely equities in past weeks, during the 

recovery phase. At this juncture, we prefer to keep a significant portion of portfolios 

in cash or very liquid assets, in order to take advantage from eventual opportunities. 

We still wait for more decisive policy actions or economic developments to use the 

¨dry powder¨. If dust settles by year-end, we would probably favour European 

equities, which coted out-proportionally in past weeks. 

Oil is giving signs of 
stabilization 
 
The status quo on Fed Funds last 

September, the Fed’s confusion 

about the next rise in interest rates, 

the Chinese economic data slightly 

better than expected and a more 

stable dollar are contributing to 

remove the downward pressure on 

commodity prices. Even the record 

levels of oil production in Saudi 

Arabia and Russia have not 

prevented oil prices to recover. 

Investors are beginning to anticipate 

a reduction in supply because of a 

likely drop in production in the 

United States, and even in Saudi 

Arabia where there is a sharp rise in 

oil inventories due to a fall in 

exports. The Saudi strategy weighs 

on the kingdom’s budget, while oil 

revenues account for 80% of total 

revenues; since 2009, it will show 

for the first time a budget deficit in 

2015. At the end of August, foreign 

reserves fell by $82 billion! In 2015, 

Saudi Arabia has raised $15 billion 

in the debt market and is now 

delaying payments to government 

contractors. The Iran’s Oil Minister 

recently advocated for an OPEC’s 

output reduction to boost oil prices 

to a range of $70 to $80 a barrel. 

Buy oil major companies, which 

remain at a depressed price level.  
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