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A healthier investment landscape in 2019 
than in 2018 
The burst of  bubbly / speculative pockets of  f inancial 

markets accelerated in Q3 and Q4. Short-VIX, 

Emerging debt, Bitcoin, Anglo-Saxon real estate, long-

short equities, high yield debt, high f lyer / disrupting 

f irms and oil speculative positioning have been 

sequentially battered down. This sequential process is 

healthy, as it features the eventual deleveraging that 

f inancial markets needed, af ter several years of  liquidity 

over-abundance.  

 

Exuberant valuations have been revised down. Long -

term irrational expectations (IBES consensus for next 5 

years earnings >16%) needed to def late markedly. This 

is a work in progress. Finally, credit spreads are 

starting to gradually widen. This remains a source of 

potential concern, namely as the huge inf lows of  last 

years, namely through passive investment vehicles, 

may f ind insuff icient liquid counterparts in case of 

further deterioration of  mood…  

The painful end of investors ’ complacency - herd 

mentality – is underway 

 

Elusive change of regime  
The US is in a very good shape, for now… The steroid-

like f iscal stimulus adopted by US Congress in 2018 

delivered a strong impulse. Actually, US growth 

signif icantly exceeded its potential and inf lation 

accelerated to range around long-term Fed target of 

comfort, i.e. 2%+. Most economists doubted that a) 

such a strong rebound (3,5% like) was possible and b) 

that it is sustainable. The outperformance of  US in 

2018 was essentially based on a very strong domestic 

consumption, but much less on a signif icant revival of 

the capex cycle. The virtuous circle of stronger 

investment, better productivity, and therefore higher 

potential growth did not happen. Corporate America 

gave priority to financial engineering. In this context, 

the odds of stronger growth for longer i.e. an exit f rom 

the Great Moderation regime remains very unlikely. 

Even more so if , according to most leading indicators, a 

cyclical deceleration is in the offing for 2019. A likely 

chaotic domestic political landscape, with its epicenter 

in Washington, will for sure dissuade f irms f rom 

committing signif icant capital to long-term investment.  

 

When it comes to US inf lation, the 2018 strong cyclical 

upswing provoked legitimate fears of a (late cycle) 

resurrection of inf lation. Oil spike, as well as rising 

wages, added to the uncertainties. But here also, the 

short-term tailwinds has not been suff icient to 

compensate the long-term disinf lation drivers. The up -

move of  long-term inf lation expectations above 2%, as 

derived f rom capital markets, was short-lived. 

Excluding goods concerned by tariffs, import prices 

have proved very tame and will remain so in the 

context of calm commodity prices, and of a strong 

USD / weak Yuan. A 25% taxation of all Chinese 

imports would, at worst, fuel a one -shot spike in CPI 
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goods (e.g. a change in VAT), but will neither result in 

sustainable distortions between supply and demand, 

nor impact on US salaries... 

US will not shift out of Great Moderation over next 

couple of years 

 

China is more fragile... 
The momentum of the Chinese economy is losing 

steam, as expected. In addition to the pace reduction 

due to economic transition, China is also facing several 

additional headwinds. US pressure on trade is a 

serious medium-term imperilment. The take-off of the 

Belt and Silk Road large inf rastructure plan is also 

experiencing growing resistances f rom benef iciaries, as 

the looming imperialist af ter-thoughts of Beijing create 

problems. The deliberate deleveraging of  the economy 

and of  State Owned Enterprises subtract means of  re-

stimulating investment. Still, the Party has started to 

use the country deep pockets to engineer a gradual 

f iscal response. We expect this process to accelerate in 

2019 and 2020, when important political anniversary of 

the communist party will occur. 

China will not deeply fall into corrosive deflation /  

depression 

But risks of a deeper visit into ¨bad territory¨ are 

gradually rising 

 

A cloudy political landscape  
China opposed western countries in the middle of  the 

19th century. A commercial conf lict raged, as ultimately 

China forbid opium trading on its territory, which was 

heavily sponsored by the UK, France, Russia and the 

United States. Ultimately, China lost the confrontation 

and was obliged in the wake to open its market and 

sign unbalanced international trade treaties. All the 

more ironic is the current polemic on Fentanyl, an 

opioid of  the most lethal category, accused of  having 

killed in 2017 more than 29,000 people in the country, 

according to the US Centers for Disease Control. China 

has been blamed for what has been described as a 

public health crisis in America. Beijing exports lots of it 

to the US. In an ironic inversion of history, President Xi 

committed symbolically to regulate / circumvent these 

dramatic illegal drug exports.  

A total tariffs’ war is unlikely. It would definitely naught  

Trump chances for a re-election. US would be heavily 

impacted, if it was to introduce 25% tariffs to all 

Chinese imports. Consumers, corporates would bear 

most of the brunt. A recession would undoubtedly  

follow.  

Hope will succeed to fear and vice-versa about trade 

war risks 

While full-fledged tariffs will probably not take place, a 

serious long-lasting confrontation will continue between 

the #1 world power and its hegemon  

US midterm results  
From a pure economic standpoint, the forced 

cohabitation is positive, as it – partly - removes risks of 

unbridled deterioration in US def icit. Nevertheless, 

Trump administration remains in charge, and its 

disruptive policy and corrosive attacks on f ree trade 

too. The rivalry with China goes beyond the trade 

dispute and is here to stay, for long. Actually, there is a 

bi-partisan consensus in the US to stem the hegemon 

(China) rise, as considered threatening for US f inancial, 

IT, and defense supremacy. Trade truce with China is 

f ragile.  

 

Profound disagreements with Democrats will resurface 

f rom 2019, namely on social security, taxes and 

deregulation, etc. This will probably pave the way for 

spectacular show-downs, like government shutting 

down or debt ceiling. The cherry on the cake might be 

Mueller investigation, which, should make the news 

pretty soon.  

Developments of US politics in 2019 will remain hectic  

 

2019 will be a pivot year for the Euro Area  

The political landscape of the Old Continent has been 

under a deep transformation process for years now. 

Brexit is obviously the most spectacular institutional 

episode. The emergence of  the Vizegrad group, with its 

¨illiberal¨ doctrine is also a very serious centrifugal 

force, just like the strange Italian coalition. The disgrace 

and disintegration of the center right -lef t coalitions, 

which have been governing since the end of  WWII is 

accelerating. The eruption of the Yellow Jackets also 

features the f ragility of France. Macron is expected to 

ref rain f rom continuing his liberal program and shif t 

rapidly to the lef t, with a more social tenure. Too late?  

The European elections are approaching rapidly. No 

doubt that voters’ discontent will probably turn into 

some form of electoral lightning... 

 

Oil prices is now a source of stress  
OPEC will reduce production by 1.2 million barrels/day 

in the f irst half of 2019, 800,000 bpd for OPEC 

members and 400,000 for non-OPEC. Iran, Venezuela 

and Libya are exempt. The 35% drop in oil prices in Q4 

put pressure on the Investment Grade and especially 

the High Yield bond segment, affecting stock market 

indices.  

OPEC+ challenged Donald Trump who had sent a 

tweet just before the meeting started for a maintenance 

of production levels. The assassination of Khashoggi is 

the past. Will Donald Trump change his mind vis-à-vis 

Saudi Arabia? At the end of  the year, Donald Trump 

could sign a law, the NOPEC Act (No Oil Producing 

and Exporting Cartels), which could legally prosecute 

OPEC members for antitrust violations; this law 
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amends the Sherman Antitrust Act which led in 1911 to 

the dissolution of Standard Oil Trust. The NOPEC Act 

could sue foreign states for price manipulation. Former 

US presidents opposed this legislation. But at that time, 

the United States was a major importer and it was 

banned to export oil and gas. Today, the United States 

is a major world exporter. 

Commercial war, technology war and very soon oil war 

are  coming, as the US energy expansion does not 

come to an end. In the only Wolfcamp shale and Bone 

Sring formation in the Permian Basin, the US 

Geological Survey estimates reserves of 46.3 billion 

barrels of  oil, 281 trillion cubic feet of natural gas, which 

ranks the United States as the 7th oil reserves country. 

Wolfcamp shale and Bone Spring in the Permian Basin 

(New Mexico/Texas) 

OPEC is no longer a master on board. The oil war is 

just beginning 

 

 

Emerging assets have already well discounted the 
risks... 

Financial conditions in China, which is at the center of 

an ongoing tariff  fight with the US, have remained quite 

stable over the past year thanks to the central bank 

monetary policy easing. The PBoC has lowered 4 times 

this year the amount of  reserves banks must hold, 

unlocking more cash to lend to businesses and 

households to cushion a slowdown. The central bank 

maintains that its monetary policy has stayed prudent 

and neutral, and not accommodative. Nevertheless, 

those actions by PBOC have helped to ease some 

pressure that was building up in the Chinese f inancial 

system due to its massive shadow banking industry 

and the high level of  domestic corporate debt. 

Financial conditions index (FCI) across emerging 

economies have continued to tighten due to higher 

corporate borrowing costs, stronger USD and higher 

US interest rates. FCI has already reached restrictive 

levels not seen since end of  2015. The markets have 

already discounted this factor as EM spreads and local 

currency bond yields are both trading near their highest 

levels in over 2 years.  

… a progressive return on emerging assets looks 

attractive again  
In the long term, experts all agree on the economic 

growth potential of  emerging countries. The currency 

crisis seems to be over, which allows us to gradually 

return to emerging equities. 

China recorded one of  the worst performances among 

emerging stock markets. But the Chinese one is one of 

the cheapest in the world at 8.5x 2018 for H-shares and 

11x 2018 for A-shares. The cheapest are Russia and 

Turkey. In terms of  diversif ication, Chinese equities, 

domestic in particular, are interesting because they are 

not very correlated with US equities. The correlation 

coeff icient between the CSI 300 and the S&P 500 is 

0.18 over the last 10 years and 0.58 for the HS China 

Enterprises. Chinese stocks could rebound thanks to 

the support of authorities: 1) pause in their willingness 

to reduce the debt of local collectivities, encouraging 

them to provide liquidity to local economies/private 

companies, 2) support for capital increases and bond 
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issues for private companies, 3) relaxation of banking 

rules to buy shares, 4) relaxation of  constraints on bank 

reserves and 5) lowering of the household tax rate as 

of  January 2019. 

 

ASSET ALLOCATION  

 Global growth and inflation will remain supportive, 

though less so 

 Policy-makers will miss means of reflating economy  

 No (damageable) shift into an inflationary regime  

 Negative correlation between bonds and equities  

will continue  

 Next to cash and gold, long-term sovereign 

duration remains a shock absorber for risky assets 

 Markets volatility will continue, in a context of 

residual risk premiums’ adjustments 

 Global investment landscape will remain 

challenging 

This document is for information purposes only and not the result of a financial analysis within the meaning of the Swiss Ban king 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.  


