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Emerging markets remain a haven of peace 
Emerging markets are keeping investors edgy. But there is no need to wait for recovery 
signs to strengthen before making a move. The time is right to look for new growth drivers. 
During H1, emerging markets have started to gain the interest of investors who have been 
on the side lines in recent years. Emerging markets have outperformed developed ones. 
Yet monthly performances have been very volatile, and it will be hard to erase the memory 
of the last years’ sharp decline. It is also too soon to declare that a lasting recovery is 
underway. But there are reasons for optimism. Although economic growth may be slower 
than in the past, its quality in many countries has improved because of falling inflation. After 
5 tough years, there are good reasons to consider reallocating toward emerging assets. 
Continental European and Japanese stock markets fell heavily following the Brexit. The 

blast did not spread to emerging markets. The stabilization of the dollar and the rally in 
commodity prices are positive factors. The price of copper, the industrial metal which is the 
most correlated to global growth, remains solidly on the levels of $210-$220, meaning that 
the market does not believe in a return into recession. Confidence returns on currencies, 
bonds and stocks. The global MSCI Emerging in dollars outperformed the other indices in 
2016 and it dropped less during the shock of the Brexit. Apart China, most other Asian 
indices (ex-Japan) are in positive territory in 2016. The most attractive amongst emerging 
equity markets are India, the Philippines, Indonesia and Thailand. We still like China, but 
the economic restructuring takes time and MSCI has again delayed the introduction of 
domestic Chinese stocks (A-shares) in global emerging indices. The Philippines offer the 
best fundamentals of Southeast Asia with a domestic consumption, which accounts for 
70% of GDP (55% for Indonesia) and households that have benefited from lower oil prices. 
Between 2008 and 2013, in the Philippines and in Indonesia, per capita income grew by 
18% and 23%. In Indonesia, the number of households with incomes above $15,000 has 
doubled between 2009 and 2015. Thailand has issued a GDP growth in the first quarter 
higher than expected at 3.2%. Tourism has experienced robust growth and the government 
has injected cash into some parts of the economy. 
Emerging equities benefits from a lower correlation 
 
Japan seems to come back into reflation 
Early July, Japan's ruling coalition scored a stronger-than-expected victory in parliamentary 

elections. Voters chose stability and hopes for economic revival over opposition pleas to 
stop the Prime Minister. The coalition plans to begin discussions on revising the 
Constitution this fall. And now that there is a two-thirds majority, the coalition can initiate the 
referendum to rewrite the constitution. The LDP has already drafted a list of possible 
amendments, including the rewriting of the war-renouncing Article 9. Rumours have 
immediately resurfaced. At the same time, local newspaper reported that officials are 

     Performances 2016 
 (July 31st, 2016) 

Equities 
MSCI World +3.5%  
S&P 500 +6.3% 
Eurostoxx -6.8% 
Nikkei -12.6% 
MSCI Emerging +10.0% 
 
Bonds  
US Treasury 10y +6.2% 
US Corporate +9.2% 
Bund 10y +6.4% 
EU Corporate +5.9% 
 
Currencies 
USD index -3.0% 
EUR/USD +2.7% 
GBP/USD -10.0% 
USD/CHF -3.0% 
USD/JPY -14.7% 
 
Commodities 
Gold +26.9% 
Silver +47.9% 
Oil (WTI) +17.3% 
 
Source: Bloomberg 
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« Is Brexit a game changer? »  

Central banks can still surprise 
Against all odds, the BoE maintained its reference rate unchanged at 0.50%. Given the  
post UK referendum BoE Governor Carney's very dovish speech in which he said that 
some monetary policy easing will likely be required over the summer following the 
deterioration in the economic outlook, it looks astounding. The market was expecting a 25 
bps rate cut. Only one member voted for an immediate rate cut. As widely expected, the 
stock of purchased assets was unchanged. While the BoE did not ease its monetary policy, 
the minutes confirmed that most members of the Committee are expecting a loosening of 
the monetary policy in the coming weeks. The main reason is that there are preliminary 
signs that the referendum result has affected sentiment among households and companies 
with sharp falls in some measures of business and consumer confidence. The BoE plans 

to publish its new economic forecasts in the next Inflation Report in August. We continue to 
expect rates to be cut to 0.00% and possibly an increase in the size of unconventional 
tools as well. We believe the risk is that the BoE decides to ease less aggressively. If it is 
not aggressive enough rapidly, the UK economy will fall into recession as soon as in H2 
16. Governor Carney said in May that the UK would probably face a recession in the short 
term in the case of Brexit. The initial GBP reaction, i.e. higher, looks normal, before losing 
some of the gains as the outlook for more BoE easing remains. The significant UK current 
account deficit of roughly 5% of GDP remains the main risk for the currency. UK FDI and 
portfolio flows will remain key factors too. Balance of payment flows would continue to 
constitute a headwind. While market pricing remains aggressive more easing would also 
push down the GBP.  
GBP would weaken further 
 
US long-end rates at risk 
The main risk for the markets these days is that the next rate hike could come sooner than 
currently priced in if the Brexit impact on the US and the global economy is smaller than 
expected. The Fed needs more post-Brexit data to assess its impact on the economic 
situation in the US before acting. As the inflation (Core PCE) remains below the 2% level, 
inflation expectations (both survey-based and market-based) have fallen and wage inflation 
are still subdued, the Fed will keep its patient stance. By consequence, global yields have 
never been so low. As already mentioned, on a hedged basis, over 3 months for example, 

US 10-year Treasury are still offering excess yield. For European investors, the yield, post 
hedging, is around 0.45% to be compared with -0.15% on the 10-year Bund, but less 
compelling vis-à-vis 10-year French OAT trading around +0.15%. For the Japanese 
investors, the hedged yield is around 0.70% compared to -0.30% on the JGBS. 
At these levels, hedging strategies make sense 

considering a helicopter money as a policy action. Advisor Honda would have 
recommended Abe that now is time to introduce it and advisor Hamada mentioned that it 
may be considered on condition that it is used only once. However, a series of 
development around economic stimulus measures do not necessarily indicate that moves 
towards helicopter money have accelerated. Indeed, a government spokesman said the 
government is considering such a policy. This comes subsequent to the Ben Bernanke 
visit, the worldwide well-known helicopter money expert. Abe orders Economy minister 
Ishihara to compile the measures by month-end. Ishihara did not mention the size of the 
economic stimulus measures, but said that issuing “construction” dedicated bonds to fund 
public projects is a possibility. He remains opposed to issue “deficit” bonds to cover a 
revenue shortage. Abe continues to target its 2020 primary fiscal balance surplus. This 

would support the Japanese inflation expectations and reflate the economy by lowering 
real yields and JPY. The yen would no longer be the serial loser that it is since Q3 2014, 
mainly against the EUR. As a first step, we have decided to increase our Japanese equity 
exposure by 5% to come back to a neutral stance on Japan. The Japanese market is 
upgraded but also put on positive watch i.e. if the rebound is confirmed we could consider 
to add a second leg. 
Buy Japanese equities 
 

The interest for 
precious metals 
continue 
 

Precious metals are stars. They 
clearly outperformed thanks to a 
favourable 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. 
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 financial products 
have not increased, showing a 
lack of interest from investors on 
both. In 2015, 25% of the gold 
and silver demand came from 
financial investments, against 
only 3% for platinum and 
palladium.  

Keep precious metals as an 
alternative hedge to bonds 
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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. 

The Brexit created some buying 
opportunities 

The result of the UK vote fuelled in 
a fall in stock market indices, and 
exaggerations of some companies 
like Eurotunnel & Easyjet, which 
have respectively declined by 30% 
& 33%. The decline of the pound 
should be positive for tourism in 
Britain and British export 
companies; moreover, the UK 
stock market behaved fairly well 
after the vote. Following the vote, 
Eurotunnel has maintained its 
guidance. Eurotunnel is a unique 
infrastructure, with a high level of 
speed, simplicity and security, 
transporting 21 million of tourists 
and business passengers each 
year. Easyjet is in a more 
complicated situation with its tax 
agreements in Europe. But Easyjet 
should relocate its headquarter 
outside UK and adopt a similar 
structure to International Airlines 
Group, the parent company of 
British Airways. 

UK equities should benefit from 
the current environment 
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