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Global inflation remains desperately subdued  
In the US, foreign factors were prominent in keeping inflation low, like falling prices of im-
ported goods from China, Canada, and… Europe. The Fed is going to face challenges, in 
order to get inflation back to its medium term goal of 2%. Too strong dollar would be a clear 
hurdle. It will also take rising wages (hence further progresses in terms of unemployment), 
and higher house prices. In emerging countries, headline CPIs pressure is generally con-
tained, or declining from a high base.  
Central Banks will need to develop new ways of thinking and engage in a new regime 
 
More balanced growth, with a remarkable come-back from emerging 
Finally, growth fears abated, thanks to sequential resilient macro data from UK, the US and 

China. Sentiment did not dive in the UK in the summer, as government and central bank 
boldly and rapidly reacted to the Brexit shock. A lower British pound - but stabilising -, a 
pragmatic start of negotiations with the EU and a proactive BoE allowed for supportive fi-
nancial conditions, hence resilient consumption. Granted, political uncertainty will cap glob-
al business investment, but private equity firms and multinationals are opportunistically 
looking at ¨cheaper¨ British companies. A significant economic deceleration will take place 
in 2016 and 2017, but a severe recession is not around the corner. In the US, the weird - 
one-off - collapse of employment data corrected rapidly. A moderate, but sustained path of 
growth has resumed, which will allow for a 2 to 2.5% GDP growth in the 12 to 18 coming 
months.  
China is further soft landing, benefitting from the ongoing broad-based stimulus. Significant 
growth drivers are unsustainable (increased leverage, real estate rebound), but financial 
conditions have massively improved in Q1 and Q2. The successful de-pegging of the Yuan 
and its new status of a reserve currency will allow for further room to accommodate. Other 
large emerging countries like Russia, Brazil and South Africa benefited from the revival of 
commodity prices. Supply destruction is seemingly putting a solid floor under underlying 
prices. Balance sheets repair is underway and significant improvements are already visible 
in their current accounts, as well as in FX reserve accumulation. Reduction of expensive 
government subsidies help contain fiscal deficits. Budgets are now based on more realistic 
assumptions for commodity input prices. Early signs of macro-prudential measures ap-
peared, namely in monitoring EM corporate debts. In summary, EM look more resilient to 

exogenous shocks. 
Macro panic. Moderate growth - more resilient and balanced than expected - will 
globally develop in coming quarters 
 
BoE. A fruitful comprehensive combination 
The “recently” appointed BoE chairman, Mark Carney, lately earned the truth and respect 
that investors had for him at first sight. Indeed, he already managed last July to impose its 
own calm pace of interaction to markets, in spite of the shocking Brexit vote. Then, a few 
weeks later during the course of its first post-crisis meeting, he introduced a new QE, cut 
interest rates, and changed the lending scheme (to banks) at the same time. This compre-
hensive approach is explicitly dedicated to address the potential undesired side effects of 

     Performances 2016 
 (August  31st, 2016) 

Equities 
MSCI World +3.4%  
S&P 500 +6.2% 
Eurostoxx -6.1% 
Nikkei -12.1% 
MSCI Emerging +12.5% 
 
Bonds  
US Treasury 10y +5.5% 
US Corporate +9.4% 
Bund 10y +6.1% 
EU Corporate +6.2% 
 
Currencies 
USD index -2.6% 
EUR/USD +2.7% 
GBP/USD -10.8% 
USD/CHF +1.7% 
USD/JPY -16.4% 
 
Commodities 
Gold +23.2% 
Silver +34.5% 
Oil (WTI) +26.2% 
 
Source: Bloomberg 
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« A pretty complex investment landscape »  

An inappropriate lack of scale and scope…  
The exclusive club of groggy EU politicians is spreading, following the defeat of A. Merkel 
in a key regional vote. Actually, Italian, Austrian, French, Spain, Netherland and German 
politicians will face important deadlines over next 12 months. Following Brexit, top EU lead-
ers have essentially organised non-conclusive emergency talks and favour ¨technocratic 
measures¨. The ECB is – as usual – let alone in the front-line to provide ¨unlimited¨ liquidity 
and ring-fence banks. Far from developing a disruptive vision, European leaders pale into 
insignificance against Adenauer, Churchill, Schuman and Monnet. EU political decay and 
the imminence of key votes / elections are sufficient to organise unplanned bucolic picnics 
in Ventotene, but not to set a long and overdue ¨grand plan¨. 
Europe is missing traction at a crucial moment 

 
Fixed income. Emerging Asian local currency bond markets are out of fashion 
Recent Fed communication has highlighted the increased possibility of a near-term rate 
hike but with a slow and gradual path. This impulse, combined with the foreign QEs, have 
flattened the US yield curve, as experienced in the 2004-2007 hiking cycle, where long-end 
rates remained well anchored. In such a high volatility environment, EM credit and rates 
would be better insulated, while EM FX performances would be more disparate. The 2004-
2007 period was a period of strong performance for EM assets. There are some other simi-
larities such as EM current accounts and EM real yields which are also back at levels cor-
responding to the mid-2000s. A key difference is that China was growing at double-digits 
pace and accelerating, whereas it is now more in a deceleration stage in coming years and 
could face deflationary fears. In that sense, we have recently liquidated our Chinese local 
currency bond exposure as the yield level was no longer compelling with the risks. The EM 
region could break up into two parts. On one side, the serial losers i.e. the funding curren-
cies and on the other side the winners i.e. the higher yielding currencies. Fixed income 
flows into low-yielding emerging Asian bond markets have abated and low inflation figures 
could push the monetary authorities to reengage easing policies. This could result in Asian 
ex-Japan currencies weakening. These currencies may soon switch from an asset toward 
funding currencies. The KRW, PHP and SGD are the most vulnerable. Furthermore, in the 
past 3 years emerging collapse Latin American currencies have underperformed. Then, in 
the recent rebound they are offering much more yield to counterbalance the bond market 

risk. 
Take profit on EM Asian currencies and bonds 
Favour high yielding local EM debts such as Latam and CEEMEA 
 

 

negative interest rates (for banks).  
Additionally, Mark Carney proved crystal clear on what is and what is not doable in terms 
of future economic policy (i.e. both monetary and fiscal ones). Incidentally, he criticized 
negative policy rates, refraining from using them in the future for the UK. This transparen-
cy is in sharp contrasts with the pathetic hide and seek game played by the Fed with its so
-called dots’ process (i.e. where each Governors must forecast anonymously future Fed 
rates). BoE guidance is also totally opposite to the doublespeak of the BoJ (about corro-
sive developments on the JPY front and their actual impact on monetary policy setting). 
Will it or not, a ¨New normal¨ / ¨New Neutral¨ / ¨Secular Stagnation¨ paradigm will remain 
in place for a few more years. Developed countries have so far replied with a bold new 
monetary policy regime. Over past quarters it has become evident that the lack of ammu-

nition, the critical level of debt and of inflation thus impose a) revised macro objectives (in 
terms of growth, inflation, employment, etc.), and b) new means of communication. Fol-
lowing a painful currency volatility of 2014-15, some sense of urgency fueled a temporary 
truce since Q1 (G7 in Shanghai). But we are living in an instable sort of equilibrium. Risks 
of a policy mistake, considering growing political stress (namely in Japan), are on the 
rise...  
BoE demonstrated leadership and effectively reduced doubts and speculation  
Hopefully, prominent central bankers will rapidly engage in a productive introspec-
tion 

The latest G-20 meeting in 
Hangzhou disappointed. 
Granted, the 48 paragraphs 
communiqué encompassed more 
concrete and detailed economic 
and financial recommendations 
than former ones. But its 
potential traction on national 
agendas will likely be weak, as 
usual. For instance, Japan 
fudged its key economic and 
financial issues, US remained on 
the side-lines, while China and 
Russia focused on geopolitical 
topics. No significant progress 
was made in terms of revisiting 
the omnipotence of the USD as 
the prominent reserve currency. 
Nevertheless, the omnipotence 
of developed countries will slowly 
– but surely – be further 
challenged. G3 countries are 
more centric: US is pivoting 
towards Asia, while Europe and 
Japan miss cohesion and decline 
(in terms of demography, 
defence, economic and financial 
momentum).  China and possibly 
Russia are emerging as regional 
powers of reference. The bi-polar 
world order, which expired in the 
early 90’s, is eventually replaced 
by a less stable one: 
Multilateralism. 

US elections: Trump election 
would be a game changer. 
Watch out! 
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INVESTMENT CONCLUSION 
 
In spite of a few ephemeral spikes, volatility has been effectively repressed so far by 
hyperactive central banks. But, long-term, the absence of a forceful global and coordi-
nated reflation plan is ultimately paving the way for instability (financial bubbles, bank-
ing crisis, populism, etc.) The world is experiencing a state of unstable equilibrium.  
 
Shorter-term Investors essentially focus on the path and level of Fed funds, as a har-
binger of future financial conditions. The significant gap between markets and Fed gov-
ernors’ expectations is scrutinised and considered the crucial vector of price trends.  
This has fuelled a global cautious approach (underweight risky assets) by most inves-
tors. Considering the high global interdependency of markets and economies, we pre-
fer to consider more global indicators, like global central banks forex reserves. This 
proxy of the ¨World liquidity¨ mechanically collapsed with a) the sudden rise of the 
greenback b) large emerging countries - namely China and Russia - intervening to de-
fend their currencies.  Interestingly, its quarterly momentum improved dramatically in 
Q1 2016 (+0,10%) compared to sharp contractions in former quarters Q4 15 (-2,36%) 
and Q3 15 (-2,37%). This explains the resilience of markets in spite of other adverse 
conditions. Growing inflows into emerging assets, as well as the ongoing consolidation 

of the USD, bode well for further recovery of this indicator. 
 
This pretty ¨complex¨ investment landscape legitimates staying exposed into risky as-
sets, but with preference for quality, liquidity, and an appropriate portion of assets dedi-
cated to non-correlated vehicles / hedges.  

Finally, Fed meeting on 
September 21st may 
prove insignificant 
 

The US economy is going well! On 
the other hand, higher interest 
rates change the valuations of 
equity markets. Oops! If the PE 
ratio of the S&P 500 is above its 
historical average, but not 
exaggerated either, in relative 
terms compared to bonds, equities 
are well positioned. Taking both the 
earnings yield and dividend yield, 
equities are in a very favourable 
position relative to bonds. For the 
S&P 500, an increase of the US 10
-year to 2.5% and a historical PER 
rising to 25 (20 today) would result 
only in a return to the average of 
the bond yield/earnings yield ratio. 
The situation is even more 
favourable for European equities. 

A rising Fed Funds would 
paradoxically be a good 
message 
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