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Sour changes in political leadership(s) 
Once quoted as an example of stability, European grand coalitions are under growing 
strain and are favouring extremes to pros-per. They have gradually lost ground, as the 
former 80% of majorities they owned (from centre right to left), dramatically smelted. 
Based on the latest polls, Germany CDU and SPD gather about 50% of votes, not to 
mention the first round of presidential elections in Austria… Upcoming elections 
(Spain, Germany, France) will be difficult to win from the centre. More polarization is 
likely in core Europe over coming years. 
The house of Saud is experiencing a chaotic succession. The discord is obvious in the 
intra-royal family. The resurgence of Iran is a complex source of long-entrenched 
anxiety, featuring a damageable headlong rush for lower oil prices. Its geopolitical 

isolation is higher than in the last several decades, forcing the Kingdom to form new 
uneasy alliances (Israel). A lower trust with the US has also forced Riyadh to get 
closer to Turkey. Russia, though unpredictable and assertive, has regained part of it 
status of a regional power of reference. 
 
Currencies. BNS faces some tailwinds (for now) 
SNB reported a Q1 profit of CHF 5.7bn, it had a profit of CHF 1.2bn on foreign 
currencies and CHF 4.1bn on gold holdings. The bank total assets have slightly 
decreased over Q1. However, the risks have increased. The equity allocation has 
increased to 20% vs. 18% in Q4 2015, at the expense of the government bond 
exposure. The FX expo-sure remains more or less the same as in Q4 2015, the EUR 
representing 42%, the USD 33%, the GBP and the JPY 7%. The SNB governor 
reasserted that the bank has not yet exhausted its policy options and will not hesitate 
to take unconventional steps in the face of a CHF that remains significantly 
overvalued. Furthermore, the recent SNB profit offers Governor Jordan some 
breathing space. Still, he does not deserve the full credit. The 1.10 level on the EUR/
CHF remains a key support. In the near term, the developments on the EUR and JPY 
fronts can offer some respite to the CHF. 
The fundamental drivers of the CHF may further take over and allow for its 
gradual weakening in 2016 
 

     Performances 2016 
 (April 30th, 2016) 

Equities 
MSCI World +0.5%  
S&P 500 +1.0% 
Eurostoxx -6.8% 
Nikkei -15.4% 
MSCI Emerging +5.8% 
 
Bonds  
US Treasury 10y +3.1% 
US Corporate +5.3% 
Bund 10y +2.2% 
EU Corporate +2.8% 
 
Currencies 
USD index -5.7% 
EUR/USD +5.5% 
GBP/USD -0.8% 
USD/CHF -4.0% 
USD/JPY -11.4% 
 
Commodities 
Gold +21.9% 
Silver +28% 
Oil (WTI) +25.6% 
 
Source: Bloomberg 
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« Stay alert and nimble in a low visibility period »  

important for Beijing, facing a steady rise in social troubles over the recent 
couple of years. Pork prices also have an important weigh in the CPI. The 
ministry and 12 local governments including Beijing increased the supply of 
frozen pork from strategic re-serves. Altogether, about 150,000 tonnes of 
reserves had been released since December 2015. Chinese pork imports more 
than doubled, compared to last year to a record 115,000 tonnes. This 
government action is more symbolic than effective, as the meat stocks are 
negligible compared to actual consumption.  
China income inequality is terrible… According to the World Bank, in past years, 
the China’s GINI coefficient for income has been holding steady over 0,4, a level 
rep-resenting severe income inequality. The income gap be-tween rich and poor 

person is getting larger and larger.  
China economic rebalancing is causing severe dislocations in employment. The 
slowdown is expected to cause millions of people being made redundant over 
coming quarters in sectors like coal, steel, forestry, farming, and public services. 
In an unusual pre-emptive move, authorities recently threatened to punish 
officials in charge of social order, if social unrests occur under their watch! Party 
and government officials will be personally held accountable in case of mass 
incidents or public security incidents… 
Beijing contemplates a large-scale debt-for-equity plan, to address the issue of – 
officially $200bn - banks’ bad loans. Let’s consider the angles of A) the tangling 
of interests and of B) realistic valuations. A) For the moment, the plan seems to 
ultimately allow commercial banks to hold, for undetermined periods, unlimited 
equity stakes from their corporate debtors. This would resemble the inextricable 
and ¨corrosive¨ cross-holdings in Japan. This sort of capitalistic co-dependency 
definitely prevented companies from directly facing market forces. B) China still 
also needs to set adequate accounting principles. In Japan, fair accounting rules 
were by-passed, allowing for unrealistic valuations of these stakes. When it 
comes to banks’ restructuration.  
Time will tell if China will procrastinate like Japan, or rather clean its 
system with a US as source of inspiration... 
Anyway, China is treading a delicate social path, due to its economic 

transition 
 

International banking system: the BIS is officially worried 
The central bank of central banks aims in particular to assess the stability of the 
global financial system. In this context, it studied very closely the evolution of credit 
to GDP, deviations of residential real estate prices, and the burden of debt service. 
In very general terms based on data at Q3 2015, the global economy is in a 
relatively unstable position. The situation is clearly worrying in Canada, China and 
Turkey. It's the same with a small group of Asian economies, including Hong Kong, 
Singapore, and Indonesia. Historically, a stress level similar to that observed in late 
2015 in these countries, has systematically turned into ¨serious banking problems¨ 
in the following three years ... It goes without saying that a significant increase in 
interest rates would not fail to cause major crises or systemic.  

It's not just the markets that are dependent on liquidity and low rates... 
 
China is at the crossroads  
Pork is by far the favourite country’s meat. Urbanization, growing population and 
economic growth over past decades fuelled a sustained increase in demand. The 
emergence of a larger middle class with different diet is creating bottlenecks. Prices 
are up nearly 25% from the beginning of the year, reaching even a higher level than 
in the previous crisis (2011).  Keeping prices stable and affordable is strategically 

Inflation is no longer 
elusive  
One of the recent argument the Fed has 
put forward was the US labour force 
growth. Part of this slower wage 
recovery could be explained by the 
increasing flow of people from outside 
the job market entering directly into 
employment. This acceleration in labour 
force flows has increased labour supply 
and kept wage growth modest without 
affecting the traditional measures of 
slack, such as the unemployment rate. 
A recent study by the BLS shows that 

the number of entries into the "not in the 
labour force" series slowing sharply. 
The US labour costs continue to 
increase, its key drivers like the 
healthcare inflation rises again. This is 
one of the reasons why US corporate 
margins are declining, as the pace of 
labour cost increase outpaces inflation. 
The productivity of American workers 
fell again in Q1, while labour costs for 
employers rose at the fastest pace in 
more than a year. Labour costs rose at 
a rate of 4.1% in Q1, reflecting rising 
wages. That was the fastest increase 
since a 5.7% jump in Q4 2014. Labour 
costs had been up 2.7% in Q4 last year. 
US 10-year ¨breakeven¨ remains 
subdued at 1.60%. 

US TIPS are attractive, as the Fed will 
let inflation run  
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INVESTMENT CONCLUSION 
 
Gaining time has never spelled solving problems. A more stable US dollar 
helped calm outflows in China – hence the Yuan – and commodity markets. 
Maestro Draghi extinguished – again – the resurgent fire of undercapitalised 
and oversized European banks.  
 
And last but not least, in the global currency spheres, Japan has calmly 
assumed the role of scapegoat (up to now). Global cooperation and vision 
are still desperately missing.  
 
No large infrastructure or ¨climate¨ plans are nascent, and Germany resists a 
banking union as well as proper risk mutualisation. Procrastination in Japan 
will ultimately bring down government. Global debt is rising, rising… 
 
Suspicion is rising, or at least a growing feeling of unease. Retail investors 
flew out of financial markets in Q1, be it equities, bonds or other investments. 
Hedge-Funds experienced severe outflows. Active fund managers massively 
underperformed indices, across most asset classes.  

 
Central banks deploying negative nominal policy rates didn’t manage to 
restore their credibility. Investors growingly confront this gimmick, which 
features an aberration in economic and financial theory. 
 
Some caution in asset allocation is still warranted.  

Oil supply/demand re-balancing 
is in progress 
Oil prices continue to rise despite the apparent 
failure of the Doha meeting to freeze the 
output between OPEC and Russia. Saudi 
Arabia has vested interest to support prices: 1) 
the budget deficit is becoming critical, 2) 
economic slowdown is weighing on 
companies, such as the Saudi leader in 
construction, Saudi Binladin, 3) reduction of 
the credit rating by Fitch and S&P, justified by 
the financial deterioration, 4) the government 
has decided to list a 5% stake in Aramco, to 
create a mega-sovereign fund managing 

between $2-3 billion; for the IPO to proceed 
well, we need a healthy environment, positive 
outlook, “predictable” oil prices and solid 
Aramco’s accounts. 

In 2015, excess of supply was 2.5 million bpd. 
Investors are starting to look at the situation at 
the end of 2016 and this excess of supply 
should diminish: global demand is expected to 
rise by 1.5 million bpd, while US production 
and that of countries with unconventional 
productions are decreasing. US production 
has declined from 9.6 million bpd a year ago to 
8.7 today. A rebalancing between supply and 
demand in is likely in H2 2016. 

The increase in oil prices is not 
speculative, but fundamental 

Favour oil majors (integrated companies) 
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