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Four issues for 2016 
The 2015 framework proved delicate, with rising geo-political tensions, below average 
growth, and acute disinflationary tensions. It fuelled divergences, a resurgence in 
volatility and risk premiums, which legitimately turned into disappointing performances 
of most asset classes. Four issues now need to be addressed: 
 
1. Stabilization of energy (and commodity) prices 
Saudi Arabia sends immediate signals of keeping-up with the price war. Short-term it 
means more pain (low oil revenues) for long-term gains (eliminating competitors and 
weakening geo-political foes). Speculators largely acknowledged for that, by 
collapsing spot prices of crude, natural gas, as well as those of most corporate linked 
to these industries. Beyond the (unlikely) resumption of a buoyant global (and 
Chinese) growth, a sustained relief for energy prices necessitates. 
 
2. A controlled internationalization of the Yuan 

The Yuan will soon become a convertible reserve currency. China is consequently 
gradually opening-up its capital account. But this has created porosity of its capital 
account, which was growingly visible last summer when capital outflows spiked. 
Raging speculation on the offshore CNY market and decline of the PBOC forex 
reserves were other symptoms of this vulnerability.  
 
3. On-going orthodox policies by emerging countries 
So far, EC didn’t resort to quantitative easing and still experience positive nominal 
government rates and lean central banks’ balance sheets.  Globally, they didn’t need 
QE, as the weakening of their currencies, as well as global pressure on bond yields 
favoured very accommodative domestic financial conditions. But things have changed 
lately. Among EC, China is the exception, considering a) the strengthening of the CNY 
b) its embedded disinflation c) its deflating real estate sector. EC are treading a 
delicate economic path, which triggers temptation to resort to QE. Were several EC to 
resort to QE, namely in Asia, it would fuel a dramatic CNY devaluation, hence a 
shockwave for markets… On the contrary, a targeted QE by China (only), would raise 
hopes of better growth 
 
4. Sensible economic policy in the US in case of a macro deceleration 
Dry powder to counter an unexpected 2016 slowdown is eventually missing. Indeed, it 
takes a decline of about 300bp in Fed funds to restore growth when in a recession! 
The huge size of the Fed balance sheet neither allows for a new QE. A by-partisan 
political framework would be necessary to allow for large – necessary - fiscal actions. 
But it would prove particularly difficult to set in an election year. Risks of a policy 
mistake would be high in case of a sudden deceleration of the US economy. Were the 
Fed to resort to a ¨new¨ QE, it would lose credibility and may precipitate defiance to 
fiat currency systems… 

 Two of them are already flashing red 

     Performances 2016 
 (January 31st, 2016) 

Equities 
MSCI World -6.1%  
S&P 500 -5.1% 
Eurostoxx -6.7% 
Nikkei -6.1% 
MSCI Emerging -6.5% 
 
Bonds  
US Treasury 10y +3.1% 
US Corporate +0.2% 
Bund 10y +2.8% 
EU Corporate +0.7% 
 
Currencies 
USD index +0.8% 
EUR/USD -0.1% 
GBP/USD +2.1% 
USD/CHF +2.3% 
USD/JPY +0.8% 
 
Commodities 
Gold +5.7% 
Silver +3.1% 
Oil (Brent) -4.6% 
 
Source: Bloomberg 
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« A bloody January »  

except for high yield. The segment has suffered large outflows due to the China 
and commodity producers’ fears. 

 Euro stability (weakness) seems guaranteed in the short-term 

 But further action will be needed medium-term 
 
 
Fixed income. A growingly uncomfortable Fed, but… 
As expected, the Fed kept its key rate target unchanged at 0.25-0.50%, which, 
however, was also widely expected already after the December historical move. 
The decision was unanimous. However, there were several important changes to 
the statement, which support the view that the Fed will also stay on hold in 
March. The most important change was that the Fed is no longer “reasonably 
confident” that inflation will reach 2% over the medium-term, although it is still the 
Fed’s main scenario. While this is key, it is not a huge surprise since the initial lift
-off was a ‘close call’ for ‘some members’ according to the minutes from the 
December meeting. The Fed takes the financial market turmoil and the 
development in China and other emerging markets into account. The statement 
was overall dovish. Putting in place carry trades in USD still offers a better risk 
adjusted return than on any other AAA-rated bond markets. Investors psychology 
remains focused on short-term investment horizon. 

 Favor long duration bonds (i.e. US  Treasury 30y), as shock absorbers 

 
ECB. Wishful thinking? 
Draghi had a very dovish tone during its press conference, and we are now 
expecting a deposit rate cut by an additional 10 bps at the upcoming meeting in 
March. The ECB will maintain a dovish view at least over the next 6 months. The 
ECB reintroduced its forward guidance on policy rates, stating that it expects them 
to remain at present or lower levels for an extended period of time. Regarding the 
latest market turmoil and uncertainties about emerging markets, the ECB 
concluded that the downside risks have increased, implying that the ECB will 
review and possibly reconsider its monetary policy stance at its next meeting in 
early March. ECB President states that their inflation path for 2016 is significantly 
lower. It may need a policy adjustment in March. The weakness of the ECB staff 
forecasts supposes an oil price of over $52 a barrel this year. At the same time, the 
governing council is firm about the necessity of reaching inflation objective without 
undue delay. The ECB is determined to use all available tools.  
Draghi said that the ECB has power, determination and willingness to act. Based 
on the December minutes, the ECB will prefer to further cut rates rather than 
extend the QE program. 
Thanks to the ECB QE program, peripheral countries bonds have remained 
resilient. The QE has also counterbalanced the global spread widening pressures 

The US will export gas 
 
Last month, the first liquefied natural 
gas (LNG) transport boat docked the 
Louisiana coast in Sabine Pass. 
Within a month, the company 
Cheniere will export gas around the 
world, which will keep a quasi-
monopoly on US exports until late 
2017. Cheniere has negotiated export 
contracts for the next 20 years. This 
should be a new era for the natural 
gas market. The arrival of US and 
Australian gas will unify the global gas 

market. By 2018, the 5 gas 
liquefaction terminals in the US will 
represent the equivalent of the LNG 
produced by Qatar. The current gas 
market is split in three zones: the 
United States, Europe and Asia, with 
very different prices. This new 
additional supply will result in a 
surplus of LNG in the markets, pulling 
prices down; however, very few new 
plants were started and many 
demands for authorization were 
withdrawn due to low prices. US 
exports of oil should also unify prices 
between WTI and Brent. The 
upcoming US exports and the decline 
in US output observed since the Q2 
2015 should support the WTI price. 

 The US are upsetting the 

energy market 

 Visibility will remain low on 
prices in the short-term 
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INVESTMENT CONCLUSION 
 
The first weeks of the New Year have been challenging. Growth of global 
manufacturing remains subdued at start of 2016. Weak developed markets growth, 
lower oil and commodity prices, and elevated financial instability remain a drag on 
markets. The US dollar may keep on benefiting from the improvement of the US 
economy.  
 
Are we in the premises of a bear market with the resorption of the China and 
commodities bubbles, or in a correction as previously experienced since March 
2009? The situation is more delicate today: China's economic slowdown, falling 
commodity prices and acknowledgment of the ineffectiveness of monetary policy on 
the economic growth. The greatest concern is the fall in oil prices and industrial 
metals, and its potentially devastating impact on energy/mining companies and 
producing countries, and affecting the debt segments of high yield, emerging and 
emerging currencies. Producing countries’ currencies could de-peg from the US 
dollar and add confusion, instability and volatility in the financial markets, mainly 
those of the Arabian Gulf; in such a scenario, safe-haven assets should perform. 
 

Markets seem at the crossroads. Better international cooperation or acute policy mix 
in the US may help turnaround the ongoing bad mood of markets. Some global 
caution is warranted in such circumstances in terms of asset allocation. We will 
particularly focus on the quality and liquidity of clients’ assets.   

Health sector keeps its 
defensive characteristics  
 
In 2015, the healthcare sector 
recorded one of the best sectorial 
performances, supported by 
numerous mergers and acquisitions, 
and good results. Out of the $4,300 
billion global M&A in 2015, 10% 
were for the pharmaceutical sector. 
The year 2016 will start with the 
Shire Plc’s OPA on the US biotech 
Baxalta for $32 billion. The 
proposed merger between Pfizer 

and Allergan is still alive. In the US, 
Pfizer has increased on January 1st, 
2016 the prices of 105 of its drugs, 
up to 20%, demonstrating the 
industry's ability to maintain its 
pricing power. According to Factset, 
the Healthcare sector will record the 
highest rate of earnings growth in 
2015: +12.5% for profits and +8.5% 
for sales; in 2016, growth in profits is 
expected to be at +10% and +8% for 
sales. 

 Stay exposed to traditional 

healthcare companies 

 

ASSET ALLOCATION 
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