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Markets disregard (geo)-political risks 

Q2 experienced a significant loosening of tensions, in 

the aftermath of the honeymoon between Kim and 

Donald. This has been adequately captured by the 

decline in the Geopolitical Risk Indicator, falling from a 

climax level of 220 to below 100 in September! 

Nevertheless, one should not pay too much attention to 

monthly gyrations. Noticeably, its long-term trend, as 

featured by 200 days moving average, remains in 

dangerous territory. Medias and markets have pretty 

much been ignoring Iran and Turkey developments 

during summer time, but Q3/4 may prove different. 

 

Geopolitical Risk Index: benign spot level, as of mid-

September 

For sure, US economy is in very good shape, and it 

plays an important political role. But the corrosive 

actions of Trump may also be instrumental in shaping 

US Mid-Term elections, by waking-up dormant 

Democrat electors. Who knows... Directly, this can turn 

into a noxious domestic landscape if Democrats were 

to win by a large scale. Talks of impeachment, if not 

political stasis could unfold, not to mention debt ceiling 

issues. Indirectly, one can imagine that Trump may opt 

for a growingly assertive posture on the foreign front 

(Iran, China) to create a nationalist / reassembling 

reflex around him.  

 

Inflation. Cool out of the US. But an outside shock 

is no longer improbable 

From a macro perspective, tariffs impact the economy 

through different channels: reduced trade flows, supply 

chains’ disruptions and higher import costs. When it 

comes to indirect effects, tariffs also percolate through 

financial conditions and investors’ appetite for risk.  

When it comes to regions / countries, much higher 

tariffs would eventually affect US more than other 

countries.  

 

Both in terms of growth and inflation. Actually, the 

building of a large trade deficit for the US, from the 

early 80’s, dramatically reduced two inflation drivers: 

US imported deflationary pressure through cheaper 

goods and workers. By pursuing a reduction of trade 

deficit, Trump will simply reverse this virtuous circle. 

BoE confirmed this view in its July 18 study (see 

graph). The more US implement tariffs against China, 
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the higher the eventual (ultimate) rise in its inflation.    

 

Impact of 10% tariffs  

Source: BoE 

 

Tariffs induced inflation would resemble oil shocks in 

that it would be temporary, primarily detrimental to 

consumers (sort of a tax) and therefore down the road 

lead to ... stagflation. But tariffs have the potential of 

being also pernicious for - global - corporate profits: it 

may concern a larger range of sectors, including ones 

where competition would refrain firms from passing 

higher input prices to consumers (say retail for 

example). So far, the expected impact of implemented 

decisions remains noticeable, but of low magnitude. 

This bears careful watching though.  

 

Source: BoE 

Dewatering 

Financial sphere. When it comes to investing, the 

notion of liquidity can take different forms. There is no 

undisputed / unique metric of analysis. Over the past 

couple of years, the focus has been on developments 

of central banks’ liquidity. Indeed, after several years of 

global quantitative easing - say production of liquidity 

by the Fed, BoJ and ECB through their purchases of 

financial assets - things are gradually changing. The 

Fed actually closed the tap a few months ago and 

engaged in Quantitative Tightening. In doing so, the 

Fed essentially sells (or lets maturing) its large bond 

portfolio.  

Based on the latest assumption of supranational, like 

IMF or OECD, global central banks’ liquidity will 

actually start to contract in the course of 2019. This 

trend will essentially result from the BoJ, ECB, BoE 

engage in tapering, thereby gradually emulating the US 

Fed with delay. In periods of strong US dollar or of 

strong oil, the pool of USD liquidity also tends to shrink, 

because of the rising costs of oil inventories, or of 

indebted emerging countries in foreign currencies 

chase hastily the Greenback. Incidentally, this factor is 

playing an unusually important role - at the margin - as 

both USD and oil have been firming together in past 

months.  

 

Real economy sphere. Markets and economy cycles 

are fundamentally interconnected in the long run but 

can seriously diverge in the short-term. The 

transmission of monetary policy through the financial 

sector (say banks) is a key driver of it. The trend in 

macroeconomic liquidity is also, therefore, an additional 

indicator to follow. The metrics of reference for doing so 

- monetary aggregates - is less controversial than 

markets’ liquidity indicators. News is not very good in 

this respect. Major regions macroeconomic liquidity is 

also decelerating, significantly. The volatile and 

interestingly reactive data of monetary base (quarterly 

changes, annualized) provides insightful results. In 

nominal terms, its growth has been barely positive in 

2018 (hence negative in real terms) ... This is not really 

surprising, considering the uninspiring conditions of 

European banks, the flattening of the US yield curve, 

which do not provide incentives to lend. Outside the 

US, global regulation has also reinforced conservatism, 

in terms of risk taking and solvency ratios. 

As expected for several quarters now, USD ¨investable¨ 

liquidity is much less ample. The long-awaited regime 

shift from excess to normalizing liquidity is underway 

Markets and Macro liquidities are decelerating, 

synchronously 

 

Liquidity: Markets and Macro indicators  

Source: Crossborder  
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China exports disinflation 

China growth has been decelerating for a couple of 

quarters. Beijing reluctantly engaged in a trade war with 

the US and started to retaliate on different fronts, 

namely by devaluing the Yuan. As we discussed on a 

few recent occasions, we consider that markets 

discount appropriately this shock impacting China: 

cyclicals (like materials and semi-conductors) as well 

as copper tumbled, growth / defensive sectors 

outperformed, and Chinese equities took a beating. 

This market reaction might well be exhausted now, 

leaving the way to a countertrend rally. These macro 

and markets developments are sending a 

disinflationary shockwave to the rich countries. Indeed, 

the price of goods imported in the G7 will fall 

significantly, despite looming US tariffs. 

In the US, sticky long nominal interest rates coupled to 

benign CPI data will push up real yields Imported 

disinflation in Europe and Japan might ultimately 

reignite fears of deflation 

 

US real rates are on the rise again 

 

Technical factors affect US bond market 

Based on the latest TIC data (for July), China reduced 

slightly – for the second month in a row – its (huge) 

stock of US Treasuries. Beijing denies, just like for the 

weaker Yuan, any connection with the trade conflict 

with Washington...  Nevertheless, this phenomenon 

has been concentrated in the US and more precisely 

on the long end of the curve for now. Investors might 

well become growingly wary that foreign flows into US 

Treasury may decline if the trade conflict escalates 

further.  

 

Russia made the headlines lately in this respect, by 

getting loudly rid of all its Treasury securities. An 

important change in taxation of corporate pension 

funds occurred in September. This has fueled front-

loaded Treasury purchases in Q3, ahead of it. These 

anticipated purchases are over now.  

Inflows into US government bonds face short-term - 

technical – headwinds  

An additional rise in real rates may render more difficult 

US government refinancing 

Currencies. CHF safe-haven status confirmed 

The Swiss economy grew at a fast pace in H1 2018, 

boosted by income from world cup licenses, robust 

foreign demand and the CHF depreciation. The GDP 

grew by 0.7% QoQ in 2Q18. Moreover, growth figures 

were strongly revised up. Annual GDP growth reached 

3.2% yoy in both Q1 and Q2. The Swiss economy has 

recorded an above 0.7% qoq growth rate for the 5th 

quarter in a row, an event not seen since 2015 when 

the SNB removed its FX peg. For H2, the context will 

be more challenging given the recent sharp CHF 

rebound. 

 

The KOF, an economic leading indicator, fell in August 

far from its February peak level. PMI indicators are also 

on a downward trend. However, both remain at 

historically high levels. Moreover, with the increase of 

global risks and uncertainty and given its safe-haven 

status, the CHF has appreciated since this summer. 

This is likely to drag down growth in the coming 

months. 

 

After a long deflationary period, CPI inflation has been 

in positive territory since January 2017. Inflation has 

gradually increased and reached 1.2% in July and 

August. However, core metric remains low and stable 

at around 0.5%. For the rest of year, the CHF 

strengthening is likely to add downward pressures. 

 

At its June meeting, the SNB left its policy rates 

unchanged in negative territory. It also reiterated its 

willingness to intervene in the foreign exchange market 

as necessary. Its ultra-loose monetary policy is likely to 

continue as it views the CHF as a highly valued safe-

have asset. Indeed, events in Italy and Turkey have 

played their role in sending the CHF higher, but the 

threat of further Russian sanctions also. We do not 

expect anything new from the SNB at its September 

20th meeting. We do not expect any rate hike before 

the ECB starts raising its own rates i.e. not before the 

end of the summer of 2019. The SNB won’t hike 

interest rates before December 2019. 

 

CHF Speculative positioning 

Source: CFTC 
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Since the CHF rally began, the EUR/CHF has 

weakened to 1.12 from 1.20. At the same time, the net 

short speculative positioning has just slightly been 

trimmed. Investors remain strongly short the CHF. A 

huge risk-off swing could trigger an important short 

covering move. 

SNB ultra-loose monetary policy is likely to continue 

The 1.10/1.15 is the new EUR/CHF paradigm 

 

ASSET ALLOCATION  
 

 Habituation to (geo)-political tensions may explain 

why US equities are reaching new high. This is not, 

per se, a source of comfort for us 

  The ongoing transition in liquidity regime impacts 

risk premia (lower multiples) and volatility (higher) 

 Absent a major political or an emerging countries 

solvency crisis, one should expect more liquidity 

dewatering over coming quarters 

 Current pressure on US long-term interest rates is 

temporary. We remain of the view that US long 

rates should not exit from a 2,5% - 3,5% range over 

coming quarters 

 The CHF remains exposed to upside risks and 

represents a still cheap hedge 

This document is for information purposes only and not the result of a financial analysis within the meaning of the Swiss Banking Directive on the Independence 

of Financial Research. The views expressed herein are no official recommendations of Bastions Partners Office SA and the latter does not guarantee their com-

pleteness or accuracy nor does it accept any liability for any loss or damage resulting from their use. This document should not be considered as an offer or 

solicitation for the purchase or sale of any financial instrument or financial services and the opinions herein do not take into consideration specific investment 

objectives, financial situation or particular needs. Past performance should not be taken as an indication or guarantee of current or future performance.  
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