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Inertia sounds denial 
It seems pretty clear that competitive devaluations and quantitative easing have 
eventually reached a point of no-return. They have neither restored sustainable 
growth, nor targeted inflation. Worse, they favoured capital misallocation and distorted 
the formation of a natural – healthy – level of interest rates. But policy makers’ desire 
to pursue in spite of adverse evidence is striking: 
Indeed, following a dramatic failure to retaliate in the field of currency dumping, BoJ 
lost its credibility. Who can actually believe that the latest shift into negative interest 
rates had nothing to do with the spike of the JPY. In the same vein terrorized by the 
Nikkei plummeting, Kuroda dared to pretend that quantitative easing is not intended to 
fuel asset price reflation!  

Similarly, China (finally) made the chairman of the Securities Regulatory commission 
redundant , officially because of the inadequate implementation of a circuit-breaker 
system. But the concrete malaise originated earlier, when regulators allowed for the 
outright development of the domestic speculation, namely via margin lending.  In 
practice, the party strategy was to please elites with a substitute to (politically 
incorrect) real estate operations. This actually turned sour and is now blamed on an 
easy scapegoat, M. Xia Gang.  
Sober markets are phasing out of a (too) long liquidity addiction orchestrated by 
policymakers. They reject manipulation.  
Markets will further require new guidance and strategies 
If not delivered, one should expect more and more unpredictable markets 
 
Fixed income. And if finally, inflation pressures resurfaced? 
Rising rents and medical costs lifted underlying US inflation in January by the most in 
nearly four and a half years. The US CPI index, excluding the volatile food and energy 
components, increased by 0.3% last month. That was the biggest gain since August 
2011 and followed a 0.2% gain in December. In the last 12 months through January, 
the core CPI advanced by 2.2%, the largest rise since June 2012. Tighter financial 
market conditions in the wake of a recent sharp stock market sell-off and slowing 
domestic and global growth have almost wiped out bets for a March rate increase. 
Signs of a pick-up in underlying inflation are likely to be welcomed by the Fed 
members, but significant gains remain a challenge against the backdrop of very low 
inflation expectations by households. A recent Atlanta Fed study shows that wage 
growth for continuously employed workers appears to have picked up some steam in 
2015, and the recent trend in wage growth is positive across a variety of workers. This 
is consistent with evidence of increasing tightness in the market for these types of 
jobs. At the same time, Fed discrepancies continue to make headlines. The San 
Francisco Fed President Williams told reporters that he was "not that concerned" 
about China’s data and that the chances of the Fed needing to stimulate the US 
economy with negative interest rates were "very remote." For Saint Louis Fed 
president Bullard, it would be "unwise" for the Fed to continue hiking interest rates 
given declining inflation expectations and recent equity market volatility. That marks a 

     Performances 2016 
 (February 29th, 2016) 

Equities 
MSCI World -6.9%  
S&P 500 -5.5% 
Eurostoxx -8.7% 
Nikkei -15.8% 
MSCI Emerging -6.5% 
 
Bonds  
US Treasury 10y +4.8% 
US Corporate +1.2% 
Bund 10y +2.9% 
EU Corporate +1.4% 
 
Currencies 
USD index -0.4% 
EUR/USD -0.3% 
GBP/USD -5.5% 
USD/CHF -0.3% 
USD/JPY +6.1% 
 
Commodities 
Gold +16.0% 
Silver +6.8% 
Oil (Brent) -8.8% 
 
Source: Bloomberg 
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« Be selective: favor sector exposure »  

The rebound during the last days was expected. The S&P 500 is moving in a 
range. As long as the index does not move above its resistance of 1,950 for 
days, the risk of a return to the 2016 low (1'815) exists. The next major support is 
around 1,760. If it were to break, the next support is the 2007 peak, 1,590. In 
conclusion, it is important to follow the evolution of the index between the key 
resistance of 1,950 and the major support of 1,760, before adopting a new 
tactical allocation on equities. 
We remain cautious on equities 
 
Equities. An oil price stabilization should relieve the financial markets 
The continuing decline in oil prices weighed on financial markets, particularly on 
producing-countries, on banks and on the High Yield . Brent price has been in a 
phase of stabilization for a month now, despite an unfavourable environment 
(rising inventories and lack of agreement between producing-countries). 
Mid-February, rumours circulated of an agreement between Russia and Saudi 
Arabia to stabilize oil production, but a week later Saudi Arabia said there was no 
question of reducing the production and Iran found this idea "ridiculous”. Is this a 
strategy to force all the producing-countries, OPEC and non-OPEC, to 
negotiate ? In any case, the market seems to believe in this scenario. Most of the 
producers would like to see the price per barrel jump to $50. The decline in 
commodity prices, especially for oil, largely explains the drop in international 
trade in 2015, the first contraction since 2009, according to the Netherlands 
Bureau of Economic Policy Analysis. First affected were emerging countries, 
often commodities producing-countries, while they account for 44% of total 
merchandise exports in 2014 against 35% in 2005 and 20% in 1995, according 
to the WTO. 
The world is upside down! Today, we pray that commodity prices, and mainly oil, 
rally to revive the global economy. Technically, a breakup of the $36 resistance 
on the Brent would imply a rally towards $50. We have gradually become more 
comfortable on oil stocks. A rise in oil prices will be favourable to the energy 
sector. 
An increase in commodity prices would be positive, especially in oil, both 
for the developed and emerging countries 
Overweight the Energy sector 
 

stark change of direction for one of the Fed's most hawkish inflation foes. Inflation 
expectations have fallen "too far for comfort," making it more probable inflation itself 
will fall and continue to miss the Fed's 2% target. At the same time, inflation 
expectations reached their lowest levels in more than 8 years. And, excluding the 
2008 financial crisis, where the liquidity trap played a major role, US break-evens 
are at their historical low levels. 
Long US breakeven is an interesting contrarian trade 
 
 
Equities. The recent rally was expected, but … 
Stock indexes rallied between 6% and 8% since February 10th, a nice rebound, but 
an expected one due to oversold technical conditions and investors’ sentiment 
indicators, which entered into zones of extreme fear. The start of talks between 
Saudi Arabia and Russia to stabilize oil production and thus support prices, also 
helped  reduce the pressure on financial markets. However, the inclusion of Qatar 
and Venezuela in these discussions, two producers which have little influence, 
makes an agreement rather difficult. But it's a start. 
We remain cautious on equities. The fundamentals are not favourable and 
investors are beginning to realize that central banks are not in an anticipating 
mode, but rather behind the curve. 

Defence sector remains a 
defensive bet 
 

The defence sector is doing well. 
After years of decline in military 
spending, countries are rearming. 
NATO advocates for military 
spending at 2% of national GDP. 
There was dismantling and it will 
take ten to twelve years for an 
upgrade. In the US, republican 
candidates support lifting the caps 
on the defence budget. Politics want 
to “restore military strength” by 

building more ships and 
submarines, reversing troop cuts 
and expanding missile defences. 
That would cost an additional $1 
trillion over the next 10 years, based 
on first estimates. Current conflicts 
and the rise of Russia and China are 
modifying geopolitics. In terms of 
armament deliveries, the United 
States is the clear leader with a 
market share of 33%, followed by 
Russia with 25%, China 6% and 
France 5.6%. This trend will 
continue in coming years. 

Overweight the defence sector 
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INVESTMENT CONCLUSION 
 
 
There is no surprise that the G-20 eventually failed to engineer a new ¨Plaza¨ 
accord. According to Chritsine Lagarde, IMF Managing Director, the destructive 
impact of competitive devaluations was not adequately addressed. G-20 vaguely 
recommends collective action by global policymakers. Granted, no key currency 
is trading in extreme over/under-valuation territory. Therefore, no multi-lateral 
action will be undertaken to reduce the volatility in currencies.  
 
We are not part of the pessimists who see the end of the world happening 
shortly, but we do not either in the ultra optimistic camp. Many challenges 
remain: negative interest rates, government debt levels, Brexit, oil and 
commodity prices, geopolitical tensions and the uncertainty of US elections. 
 
So, in the current environment, marked by sustainable return of volatility, we 
maintain a cautious stance on equity markets.  

Gold 
is behaving well 

 

After jumping to $1'263, the price of 
gold was back on its support, close to 
$1,200. We maintain our target at 
$1,300. The environment remains 
favourable for gold : low real interest 
rates, geopolitical risks and weaker 
US dollar. Total holdings in ETFs rose 
by 11% since mid-January. 

We believe that gold is an interesting 
hedge in a portfolio to face 
deteriorating economic and 

geopolitical fundamentals, a declining 
dollar and the discomfort of central 
bankers 

 

Adding gold remains a good 
portfolio diversifier and hedge 

 

ASSET ALLOCATION 

 

Cash
2.5%

Fixed income
30.0%

Equity
40.0%

Alternative 
investments

20.0%

Miscellaneous
7.5%


