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A ¨revolt¨ vote… 
 
Similar votes failed in Quebec in 1995 and in Scotland in 2014. This is what you get, when 
you set so absurdly low the bar for exit in a very crucial referendum. Considering a turnout 
of about 70%, it actually means that ¨only¨ a bit more than 35% eligible voters backed exit.  
One should have expected better check and balances to protect the interest of minorities. 
The greater the decision, the higher should be the hurdle!  
Granted, the dream of economic prosperity, thanks to the integration and the expansion of 
Europe, already died several years ago. But the true divorce of people with the 
supranational institution actually occurred in the aftermath of the financial crisis. Over the 
past few years, people felt growingly excluded and unheeded. Indeed, capital (say collusive 
political and economical elites) appropriated the prominent share of an unusually tepid 
recovery, at the expense of labour (say people). History decided that the EU is the first 
laboratory of a political rebalancing. But higher (unsustainable?) inequalities also 
developed everywhere, namely in the US and in China… 
Europhobia and populism are therefore only the ugly tip of a large iceberg of 
consequential mistrust and discontent 
 
… which may turn into a rude awakening 
 
The public opinion of very Euro-sceptic Finland has in past days done a spectacular about-
face, following the recent threats from V. Poutine on NATO activities. Last week, Spanish 
electors refrained from giving the keys of power to Podemos. In Germany, the Supreme 
Court (reluctantly) backed Draghi’s OMT plans. Consequently, the ECB could ultimately go 
on with its ¨whatever it takes¨ doctrine. A disintegration of the EU would eventually fuel a 
total vacuum in terms of security. A crucial virtue of the EU – providing safety nets to its 
peoples – may be on the verge of being rediscovered, if not rerated. This will not temper 
voters’ mistrust for political elites, whose days are numbered. But this may force electors 
think twice before voting for the exit of the EU! 
Watch for upcoming votes in Italy and Austria. 

The EU is moving, silently for now, towards financial integration i.e. the 
mutualisation of financial / banking risks 
 
Brexit will impair UK perspectives... 
 
On the surface, the UK economy delivered decent – but very unbalanced - growth over 
past years. This partially hid the silent splits between the four countries of the “United”-
Kingdom, between young and old generations, as well as between large cities and rural 
areas. Migration was probably a trigger to exacerbate the frustration of underprivileged 
social groups. The UK Establishment parties criticized for long the EU to save their own 
skins. They blamed on the EU for imposing ¨unpopular or failed policies¨. It is therefore not 
a surprise that their desperate recommendations to vote for Remain missed basic 
credibility. 
Now, the rising uncertainty will spell a drop of animal spirit and tame investments. Indeed, 
in order to keep a direct access to the markets of the European union: a) foreign 

     Performances 2016 
 (June 30th, 2016) 

Equities 
MSCI World -0.6%  
S&P 500 +2.7% 
Eurostoxx -9.8% 
Nikkei -18.2% 
MSCI Emerging +5.0% 
 
Bonds  
US Treasury 10y +5.8% 
US Corporate +7.6% 
Bund 10y +5.8% 
EU Corporate +4.1% 
 
Currencies 
USD index -2.5% 
EUR/USD +1.9% 
GBP/USD -9.9% 
USD/CHF -2.3% 
USD/JPY -16.5% 
 
Commodities 
Gold +23.9% 
Silver +33.1% 
Oil (WTI) +33.3% 
 
Source: Bloomberg 
 

Bastions Partners Office SA 

 



 

July 2016          page 2 

« What a stunning referendum »  

Ukraine have a high exposure to private financing in EU ex-UK. LatAm corporates are 
relatively isolated from consequences of the Brexit given the region's relatively moderate 
interdependence with the UK and the EU. The main negative short-term impact for 
emerging assets could come as a result of shockwaves from negative global market 
reaction to the event and the potential negative impact Brexit could have on global growth. 
So far, the price action, post vote, in the EM bond space has been orderly.  
 
Italian banks towards bail-in/-out? 
 
The European Commission has authorized the Italian government to use government 
guarantees to provide liquidity support to its domestic banks until year-end. The Italian 
govern-ment finally get the EC agreement to launch a liquidity-support program which 
includes up to EUR 150 bn in government guarantees. Several other European countries 
with weak financial systems have already similar support systems in place. The 
guarantees, which could be used to back banks debts, are separate from an Italian 
government blueprint to recapitalize weak lenders. The government hopes to inject up to 
EUR 40 bn in fresh capital into domestic banks. In contrast to liquidity support, which the 
commission can approve during times of market turmoil, capital injections fall under the 
EU’s new strict rules on bank bailouts. Those rules would require private investors, 
including bondholders, in the bailed-out bank to take losses. This is a very positive news 
for both Italian banks and European banks more broadly. It shows that some sovereign/
external funding support can be provided to the banking system even under the new 
regulatory framework. However, it does not yet assuage any investor concerns over low 
Italian banks capital levels. 
Expect low contagion risks for bonds of the European periphery 

Stay underweight European financial assets 
In spite of their fall, stay away from Italian banks 
 
The interest should come back for platinum and palladium 
 
Precious metals are stars. They clearly outperformed thanks to a favorable interest rates 
environment. Two other reasons may explain this craze: the market does not believe in a 
stronger US dollar and believes more and more to helicopter money. The Russian and 
Chinese central banks have also been buyers of gold since the 4th quarter of 2015 (source 
World Gold Council). 
Gold began rising in mid-December. Silver and platinum followed a month later. Since the 
beginning of the year, the price of gold rose by 26% against 18% platinum and 46% for 
silver. In 2016, important inflows came into financial products (ETFs) invested in physical 
gold (+ 33%) and physical silver. For cons, holdings in platinum and in palladium in 

multinationals, which used the UK as a bridgehead will rather divest and b) international 
financial groups will relocate to Continental Europe. These trends are potentially 
problematic, considering the chronic and large current account deficit… A weaker £ will 
bring a limited relief in terms of trade, as the country is far from being a challenger to 
Germany when it comes to exports. 
UK assets will further de-correlate from European ones  

UK housing market, with rich valuation in large cities, as well as the financial 
sector, will further suffer 
 
… but barely Emerging countries  
 
Emerging economies have no material direct exposure to the UK have no direct revenue 
coming from the UK, except for some trade and financial links for the Eastern European 
countries, Turkey and South Africa. The connection with Latin American countries is more 
via commodities. Direct exposure to the UK for CEEMEA and LatAm corporates, in terms 
of revenue, is not significant. Their debt exposure though GBP-denominated bonds is also 
very limited. From a macro perspective, the Czech Republic and Hungary have the 
strongest trade and financing links with UK and EU. In the CEEMEA, Russia, Turkey and 
Ukraine are connected with EU business via exports, and less exposed to the UK. In 
terms of financing needs, South Africa has highest exposure via financings. Turkey and 

So much money, so little 
impact (yet) 
While there are Fed pros and cons 
to raise US interest rates, the 
balance sheets of several central 
banks continue to expand at a 
double-digit pace. This is the case 
for the ECB, BoJ and Riksbank’s 
due to their asset purchasing 
programs and the SNB due to its 
FX interventions. By the end of the 
year, their respective balance 
sheets, as a percent of the GDP, 
would reach 107% for Switzerland, 
92% for Japan, 35% for Euro area 
and 17% for Sweden, compared to 
25% for the US and 21% for the 
UK.  

But despite such commitment, 
most currencies have been in a 
range since spring 2015. This is 
highlighting the outcome of the last 
G-7 meeting, where politicians and 
central bankers implicitly agreed to 
alt the currency dumping. The 
scapegoat has been the JPY, 
featuring the inextricable corner 
that policymakers and central 
bankers are moving in ahead of 
July elections. JPY has also been 
the darling of precautionnary flows.  

Recent weakness of the Euro and 
strength of the JPY may provide an 
interesting short-term opportunity.  

Contrarians may be well-advised 
to expect a significant short-
term rebound of the EURJPY in 
coming weeks. 
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financial products have not increased, showing a lack of interest from inves-tors on 
both. In 2015, 25% of the gold and silver demand came from financial investments, 
against only 3% for platinum and palladium. Today, the gold/platinum ratio is close to 
its highest level and, fundamentally, mining production is in deficit relative to the 
demand. The market for futures contracts on platinum is much less liquid than on gold; 
if investors interest return, the rebound could be strong and fast. Palladium is more 
industrial (70% of demand used for catalytic converters), but the mine production 
deficit compared to the demand is even more important. 
Overweight Precious Metals 
Consider also the most volatile precious metals: silver, platinum and palladium  
 

INVESTMENT CONCLUSION 
 
The odds of further unconventional policies – say helicopter money - are on the rise. At 

best it would produce short-term ¨gains¨, but fuel long-term pain…  
In a global financial repression regime, exchange rates will remain the key 
transmission mechanism i.e. the factor of relative adjustments. Watch for the US dollar. 
Its disorderly rise would exacerbate the crisis.  
The peak volatility following Brexit vote has passed. Markets are now waiting for more 
insights from European policy-makers, but they will not get shortly. BoE and BoJ 
manoeuvrings must be carefully monitored. 
Selectivity and an opportunistic approach are still deserved in the current framework. 

Little risk of a brutal 
Yuan devaluation 
 

The recent weakness in CNY 
against USD was driven by the 
renewed fear of a possible growth 
slowdown given the recent weaker 
PMIs, some turmoil in the Chinese 
domestic capital market and the 
indirect impact of Brexit. 
Furthermore despite the stability of 
CNY in March and April, capital 
outflows continue to persist but at a 
smaller pace than before. Two 
possible bright spots could help to 
tame the CNY depreciation. First, 
the perspective of the inclusion of 
the A-shares into the MSCI indices 
by yearend. Second, the heavy 
political calendar in the second half 
of the year, which has started with 
the US-China Strategic Economic 
Dialogue scheduled last June in 
Beijing. Given the strong currency 
focus in the market currently, the 
yuan will likely remain stable. 
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