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Cease-fire is a (necessary) pre-condition to peace 
For sure, in geopolitics, underground diplomacy is the most effective. When it comes 
to tensions between the West and Russia, a neutralisation of Ukraine is a pre-
requisite to alleviate the risks of a redux of the Cold War. In this perspective, high-
grade US diplomats actively bustled in Moscow over the past weeks, away from the 
media spotlights. In the same line, the Eurozone has hardened its posture towards 
Kiev. This provides some perspective to the partial removal of Putin’s army from Syria. 
Granted, it is too early to call for a silver lining in geopolitics. Still, the more conciliatory 
posture of the Saudis regarding oil supply may also be a symptom of it. It definitely 
deserves confirmation over the coming OPEC meeting in April. A ¨resolution¨ of the 
Ukrainian conflict would eventually translate into a broader relaxation. 
Regarding currency markets, the ECB has lately changed gears. By favouring the 
credit accommodation channel (and no longer the currency devaluation), it is 1) 
alleviating immediate funding issues of banks 2) sowing the seeds of international 
collaboration. J. Yellen didn’t practically confirm the hypothesis of a nascent ¨currency 
accord¨ among major central banks. Indeed, it will take concrete and durable 
cooperative actions by the BoJ and the PBoC to ensure that the extreme currency 
volatility of 2015 is over. 
Markets’ concerns regarding European banks’ solvability evaporated courtesy of the 
indirect effect of slightly better macro figures and of the rebound of equities. Still, 
banks should raise a statue honouring Mario Draghi, who directly fuelled the dramatic 
rally of their CDS, ¨Cocos¨ and bonds. A more peaceful context might ideally help 
policy makers address the long overdue reforms of the European banking system. 
Indeed, the armistice obtained, as well as the upcoming changes of regulation and of 
accounting rules, will not address the ultimate issues: overcapacities, 
undercapitalisation, dire profitability, and political interventions… 
Investors deserved a legitimate rest following a calamitous 2016 start. But this 
cease-fire is not sufficient to durably restore sanguine markets 
 
Extreme pessimism has faded, but… 
We are most probably not ahead of an ¨Armageddon¨ type of crisis or of a 2008-9 
crisis redux. Still, entering into the New Year, we acknowledged for deterioration in 
markets fundamentals. Therefore we closely monitor 4 key factors: energy price 
stabilisation, Chinese FX reserves, momentum of US growth, and policy response in 
emerging markets. Where are we now? Oil prices have probably visited a bottom 
around USD 30, capital outflows from China slowed-down and risks of a US recession 
remain below 50%. No capital controls occurred in developing countries and some 
political transition may be underway in South America. 
The evaporation of extreme fears fuelled the unwinding of large short positions. 
Central bankers, with more compromising postures, delivered adequate messages at 

     Performances 2016 
 (March 31st, 2016) 

Equities 
MSCI World -0.8%  
S&P 500 +0.8% 
Eurostoxx -8.1% 
Nikkei -12.0% 
MSCI Emerging +5.7% 
 
Bonds  
US Treasury 10y +4.8% 
US Corporate +4.1% 
Bund 10y +4.0% 
EU Corporate +2.6% 
 
Currencies 
USD index -4.1% 
EUR/USD +4.7% 
GBP/USD -2.3% 
USD/CHF -4.1% 
USD/JPY +6.4% 
 
Commodities 
Gold +16.0% 
Silver +10.8% 
Oil (Brent) +6.2% 
 
Source: Bloomberg 
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« Risk indicators: from red to orange »  

Central banks are therefore sort of ¨pushing on a string¨. This syndrome is 
reminiscent of the Great Depression in the 30’s and of Japan in the 90’s. In both 
cases, policy rates were lowered toward the 0% bound, without achieving to 
restore final demand. These days, globally, broad money indicators, credit 
multipliers and CPIs are starting to confirm a same sort of pattern... As a 
corollary, markets are valuing banks below book value, CDS sky-rocketed, 
harbingers of deflationary / distressed times. 
In order to protect their profitability, banks should favour innovation, but it is not 
part of their culture. Indeed, in past years, credit card firms got the lion share of 
emerging markets’ growth, hedge funds have captured the trading business, 
crowd funding is taking over part of the lending business, and digital platforms 

are gaining part of the wealth management business. This risk of more strain for 
the banking sector is high in developed countries, particularly in Europe due to 
overcapacities. The US is the notable exception, as: a) securitization is a valid 
alternative for private companies funding b) a steep yield curve features a partial 
normalisation of the business cycle. 
Negative policy rates will ultimately cap growth (via private credit in 
developed economies), the last thing the world economy needs these days 
 
John Maynard Keynes will not come to the rescue 
In 1936, Keynes revolutionised macroeconomic analysis by shifting its thrust 
from aggregate supply to focusing on the demand side. He advocated for a long 
cure of very expansionary fiscal policies. An intense recourse to this ¨medicine¨ 
is unlikely in developed countries for several reasons: US elections, high debt 
and existing deficits in Europe and Japan, politics in China. Based on the latest 
BIS data, the stock of global debt has actually continued to rise from about USD 
95tn in 2007, to 125tn in 2010 and 140tn in 2015. At the end of 2015, global 
(public and private) debt exceeded 220% of GDP (260% in advanced economies 
and 175% in emerging ones)… Other long-term macro fundamentals are not 
brilliant (poor demography, declining productivity growth). 
Bold policy reactions are needed to avoid a significant economic 
deterioration over coming quarters, like large infrastructure spending, a 

global initiative on climate, Euro-bonds, etc. 

the G-20 meeting. Low profile BoJ and Fed smartly downplayed the dangers of non
-cooperation regarding currencies. Participants elegantly agreed to (silently) 
disagree. 
Improvements in risk indicators definitely legitimate the markets’ recovery 
and lower risk premium. But we need further improvements to restore a more 
risk-prone asset allocation 
 
Liquidity traps? 
In past years, we have experienced weak private credit demand, linked to: a) 
deleveraging in the aftermath of the credit bubble and b) demography / ageing. 
Additionally, over past months, the credit supply has also been dramatically dis-

incentivised. In-deed, low policy rates spell structural yield compression (i.e. lower 
bank margins). Moreover, commercial banks have lately been reluctant to pass 
negative rates to depositors in order to prevent depositors’ withdrawals. But this 
virtuous ¨restraint¨ from banks also results in interest margins compression, hence 
a) inferior appetite to lend, or b) an incentive to raise lending rates (e.g. Swiss 
mortgage rates). 
 
 

ECB finally launches a 
credit easing 
The ECB has delivered a large 
package of measures to curb 
disinflation expectations and support 
the banking sector. The drop in 
refinancing and deposit rates was 
expected. The key element in the QE 
expansion to €80bn per month, as 
soon as April, is the inclusion of 
investment grade rated corporate 
bonds (ex-banks). The launch of a 
new 4-years TLTRO program with 
borrowing rates which can be as low 

as the deposit rate will also keep 
rates low. In this current low yielding 
environment, thanks to its yield 
pickup, US Treasuries remain 
attractive, even if the Fed is on a 
monetary policy normalization mode. 
By the way, the yield curve will 
continue to flatten. Given the recent 
US inflation data, the Fed is likely to 
be less dovish than other global 
central banks. Despite the wide level 
of the Italian-German spreads, the 
absolute yield level of the Italy 10-
year yield is at the low end of the 
recent range i.e. below 1.5%. Within 
the periphery, Portugal is still offering 
the most risk premium, with the 
spread with Italy much higher than 
the average level since the launch of 
the ECB QE. However, Portuguese 
bonds will remain vulnerable to 

overall risk sentiment. 

 

 



 

April 2016          page 3 

Bastions Partners Office SA 

Route de Chêne 61A 

1208 Genève—Suisse 

Phone : + 41 22 322 03 22 

Email : bpo@bastionspartners.com 

INVESTMENT CONCLUSION 
 
Equity markets should wait for better macroeconomic data, particularly from China, 
and a better reading of future monetary policies of central banks, before continuing 
their upward trend on more convincing bases. The distortion of interest rates, due to 
the experimental interventions of central bankers, no longer takes the slope of the 
interest rates curve as a good leading indicator of the future economic growth.  
 
Central banks are no longer in crisis management mode, but in a trust management 
mode. The commodity prices have also to stabilize to reduce the global volatility; in 
recent months, the oil price was the key factor in the evolution of indices. In 
conclusion, we maintain a defensive stance on equities, slightly underweighting them 
in a tactical allocation and favouring defensive sectors.  
We overweight emerging markets, whereas commodity prices have probably hit the 
bottom in January. 
 
The rally on High Yield of the past few weeks illustrates once again the strength of 
the correlation between credit risk sentiment and oil prices. The key question going 
forward is whether the recent notable improvement of risk sentiment in credit can be 

sustained.  
In our view, oil prices will continue to be the core driver of credit risk appetite. Ex-
commodities, HY defaults have reached a new post financial crisis low. Going into 
2016, we were expecting that HY defaults would gradually increase in 2016, driven 
primarily by the Energy, Metals and Mining sectors and with a limited spill-over to the 
rest of the HY market. We reiterate the view that default rate will increase to reach 
the 4.5%-5% area by year-end from 3%.  
The key drivers remain the refunding stress in the commodity sectors and a limited 
spill-over to the rest of the market.  
We continue to favour low investment grade rated names (BBB). 

The rally in commodity 
prices supports emerging 
stocks 
Stock indexes of emerging countries 
have suffered greatly from the fall in 
commodity prices. Between spring 
2015 and late January 2016, most 
indices were down between 30% and 
40%, meaning an entry into bear 
market. 

The Chinese economic slowdown and 
falling commodity prices are the 
causes, creating a stress on budgets 
and currencies for most of the 
emerging countries. Emerging 

countries are regarded as a single 
asset class, in terms of stocks, bonds 
and currencies. With the recovery in 
oil prices, the negative pressure in 
emerging have decreased. We 
recommend gradually to return into 
emerging countries whose economic 
growth seems stronger than 
developed countries over the long 
term. 
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