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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 stabilizing -, a 
pragmatic start of negotiations with the EU and a proactive BoE allowed for supportive 
financial conditions, hence resilient consumption. Granted, political uncertainty will cap 
global 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 reserves 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 
appeared, namely in monitoring EM corporate debts. In summary, EM look more resilient to 
exogenous shocks. 
Macro panic-mode is over. Moderate growth - more resilient and balanced than 
expected - will globally develop in coming quarters 
 
 
 
 
 
 

     Performances 2016 
 (September 30th, 2016) 

Equities 
MSCI World +3.8%  
S&P 500 +6.1% 
Eurostoxx -6.3% 
Nikkei -12.9% 
MSCI Emerging +13.8% 
 
Bonds  
US Treasury 10y +5.4% 
US Corporate +9.2% 
Bund 10y +6.3% 
EU Corporate +6.0% 
 
Currencies 
USD index -3.1% 
EUR/USD +3.3% 
GBP/USD -11.9% 
USD/CHF -2.7% 
USD/JPY -15.7% 
 
Commodities 
Gold +23.9% 
Silver +37.7% 
Oil (WTI) +34.1% 
 
Source: Bloomberg 
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« Emerging market come back will last »  

See you in December 
The Fed meeting in September had brought the usual fears about higher Fed Funds - 
crash in equity markets, soaring interest rates,... - but none of that happened. Volatility has 
fallen like a blow. We will find again this volatility/excitement as the December 14th 
meeting approaches. The Fed will also meet on November 2nd, but a change in monetary 
policy is not expected at that meeting. The status quo fueled a rebound in stock markets. 
The first televised debate between Donald Trump and Hillary Clinton, on September 26th 
has influenced the US stock market in the short term. The US earnings season will start.  
Six months ago, we expected an increase in profits for the third quarter. It will not happen 
and the market is anticipating a decline of 2% in profits for companies in the S&P 500; it 
will be the 6th consecutive quarters of decline. By analyzing the oil and mining companies, 

the positive base effect from profits will occur in the 4th quarter of 2016. For this quarter, 
increases in profits are expected in utilities, consumer discretionary, healthcare, materials, 
financial and technology, and declines in telecommunications, industry and energy 
according to Factset. 
The stabilization of oil and industrial metals prices provide a favorable environment for 
risky assets through a normalization of liquidities in dollars coming from producing 
countries of commodities, especially the Gulf and Norway which have large sovereign 
wealth funds. 
 
 
US Treasury under different fires 
The Fed’s estimate of the term premium remains close to historical lows. Some explain the 
negative term premium by the fact that longer-term Treasuries have been used as a hedge 
for equity portfolios. Therefore buyers of these bonds effectively pay a premium. But now 
that the correlation between stocks and bonds moved into positive territory, even more 
these days, can the negative term premium remain so low and justified? At the same time, 
what we were expecting for weeks is materializing. Foreign investors, on top of whom are 
Japanese, are net sellers of US assets included bonds. Domestic bonds have become 
more attractive, as hedging costs i.e. US Libor is still increasing. The recent deceleration in 
foreign bond investments is partly attributable to this development. In sympathy, other 
developed bond market, among the Japan, Germany and Australia, are keeping up. 

Complacency is alleviating, US 10-year yield could revisit the 2.0% area 
Higher long rates, steeper curves are ultimately good news for banks, the economy 
and thus markets 
 
 

Oil is in a new bull cycle 
The agreement on an output freeze by OPEC confirms the willingness to support crude 
prices. The strategy of Saudi Arabia to put pressure on the US shale and Brazilian deep-
water production to maintain its market share resulted in large budget deficits for OPEC 
members, including Saudi Arabia. This strategy is over. Saudi Arabia needs money for its 
economic transition and for domestic considerations. Oil majors offer the best 
fundamentals. Rising crude prices will reduce pressure on their dividends. But US 
independent companies in exploration and production significantly outperformed the oil 
majors in 2016. After 19 months of a steep decline, the number of drilling rigs has 
increased in the US since May. In January 2016, we favored the oil majors in a defensive 
approach, but today, in an environment of a confirmation of the rising price of crude, we 

have to focus on pure players.  
The Energy sector and majors are attractive 
In an environment of rising crude prices, pure players are in the best position 
 
 
 
 
 

Good news on the UK 
side.  

It has recently been a complex 
period in currency markets. We 
have reached extreme 
speculative positioning. Investors 
have never been so short the 
GBP. At the same time, the UK 
inflation accelerated to reach its 
highest year-over-year level 
since December 2014. There 
were signs the weak GBP will 
fuel further price pressures with 
import costs jumping the most in 
more than 4 years. The GBP has 
already dropped about 15% 
since the referendum. As a 
result, the BoE expects inflation 
to reach its 2% target faster than 
anticipated. The GBP has 
reached a very long-term 
technical support around 1.27 vs. 
the USD. On a pure valuation 
basis, using PPPs, the GBP 
looks attractive. 

 

 



 

August 2016          page 3 

Bastions Partners Office SA 

Route de Chêne 61A 

1208 Genève—Suisse 

Phone : + 41 22 322 03 22 

Email : bpo@bastionspartners.com 

INVESTMENT CONCLUSION 
 
Weak international cooperation is the poster child for a multipolar world. The blackmail 
strategy of US authorities in past years, spotting European banks, is henceforth 
backfiring. Risks of a judicial runaway exist, as the EU could be tempted to flex 
muscles thereby ¨satisfying¨ rising populist / nationalist voters...   
 
Absent a very cohesive and proactive strategy from the EU, expect the latest 
developments, as well as Brexit, to reinforce centrifugal forces. Macro data remain 
sufficiently favorable to reduce fears of a recession. And US elections, absent 
unpredictable surprises, shouldn’t deliver uncertainty. Renewed stress in banks should 
ultimately force governments to adopt bold restructuring.  
 
Fundamentals, flow of funds as well as company results remain mildly supportive for 
risky assets. A stable dollar and recovering global FX reserves from central banks also 
help a) provide sustained USD flows / liquidity for markets b) healing of developing 
economies. Further markets’ jittery will emerge – again - , but prove temporary and will 
not turn into important damages.  
 

A barbell asset allocation, where a significant exposure to risky assets sides, with a 
decent weight in hedging, is still recommended 

Fears of a recession are 
present. 
 

But the behaviour of the segment 
of small and medium companies 
gives another message: no risk of 
recession. This segment is more 
sensitive to the economic cycle and 
usually it underperforms large caps 
(blue chips) when economic 
prospects are bad. In 2016, this 
segment has globally outperformed 
the blue chips. In September, 
performances in stocks markets 
were around flat due to US 
presidential, Fed meeting and 
concerns about some European 
banks like Deutsche Bank or Italian 
banks. The Small & Mid-Caps 
outperformed by almost 2% the 
blue chips in September. We 
remain positive on equity markets 
globally and in particular in the 
Swiss Small & Mid-caps segment 
which offers strong earnings and a 
nice diversification. 
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