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GLOBAL LANDSCAPE 

During H218, geopolitics improved as, notably, Donald 

and Kim meeting in Seoul reduced fears of a conflict in 

the Korean peninsula. A second meeting in Hanoi 

strengthened the feel-good factor. The Middle East 

(Iran embargo, confrontation with Saudi Arabia), as well 

as Russia assertiveness waned lately. As well as 

Turkey instability. The perspective of a trade truce 

between China and the US also played a positive role 

recently. Therefore, the latest print of the GPR index as 

of February end collapsed towards 99 points (vs. 

respectively 172 and 153 in Dec and Jan)!   

Still, we consider that the Geopolitical landscape 

remains very unpredictable and potentially ¨explosive¨. 

Indeed, the layers of tensions between Washington and 

Beijing remain numerous. US institutions may be 

undersiege, with a possible constitutional crisis due to 

the Mueller probe. This would reinforce uncertainty on 

the international front, considering the strong sense of 

counter-fire of US President... European – far-right - 

populism has a chance to shake institutions in 2019. 

Recent showoff between India and Pakistan, two 

nuclear States, is also a source of concern for Asia, 

namely in the context of the prevailing G-Zero regime.  

In a best-case scenario, it will take years to 

denuclearize the Korean peninsula 

Current reading of Geopolitical Risks by medias and 

markets is complacent  

 

EUROPE: AN ARDUOUS SECOND LEG 

In 2019, Europe engages into a phase of high intensity. 

It is often said that Europe only progresses through 

crisis... We will (very) soon know if the old saying 

confirms! 

 

Europe’s hard stance during the latest phase of 

negotiations with the UK played an important role. The 

stubborn strategy of T. May facilitated this option. 

There was little, if any, compassion in Europe for the 

begging divorce initiator. It was also a question of not 

setting bad precedent... Situation remains highly 

volatile and complex in the UK, for sure. And lots of 

twists may still happen before an actual epilogue. But 

the political suicide that both Tories and Labor were 

engaging in, for quarters, should ultimately be averted. 

The growing discomfort that people expressed against 

their lawmakers, in the latest demonstrations and polls, 
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should provoke an outburst of pragmatism. Time has 

now come for more conciliatory talks from both sides. 

Upcoming European elections are getting near.  

UK political visibility is likely to remain low at least up to 

the summer, but... 

... the latest £ and UK equities’ rebound could have 

legs 

 

TENSION WITH ITALY WILL CONTINUE 

Italy has become the Old Continent bad boy. Only new 

Italian elections, featuring a coalition between right and 

far-right parties (i.e. Berlusconi and Salvini) would stop 

this. 

 

Italy is reminiscent of Japan. Both have a dramatic 

demography, zombie-like banks, and their industrial 

champions are faltering. Both have current account 

surplus, significant private savings and a huge public 

debt load. But Tokyo has a definite advantage, it can 

freely decide of its monetary / fiscal policy. Italy has 

been trapped for long in the austerity dogma of the 

Bundesbank and the likes. Therefore, its government 

debt has a worse rating than part of the private sector 

(namely banks)! In short, while Japan’s political center 

managed to hold, Italy’s exploded. These are not 

adequate times to engage in a fierce battle with Roma, 

which would inevitably favor dismantling / 

fragmentation among European countries.  

 

The European Central Bank is not allowed - by law - to 

monetize any debt. In practice, it did when it accepted 

private debt as collateral, including of disputable quality 

like stressed Italian mortgages and Greek banks’ 

IOU’s... In contrast, the ECB still obfuscates buying 

certain government debt or exclude specific segments 

of bonds from its asset-purchase program. Put simply, 

Europe has tilted its central bank’s support toward the 

private sector and virtually bailed-out Ireland’s and 

Spain’s private banks. Time has come for European 

politicians to acknowledge for the failure of this stance 

and its collateral risks.  

Unfortunately, the tentative merger of Deutsche Bank 

and Commerzbank is no step in the right direction… 

Next deadline is the election, next Fall, of the new ECB 

President  

Ultimately, Europe will not escape risk mutualization 

(be it ¨Eurobonds¨ or public debt monetization) 

 

FORGET ABOUT A 2016 REFLATION 

REDUX  

When it comes to similarities, J. Powell seems to be 

following the J. Yellen script. At least he blinked. 

Practically he might well be undertaking a comparable 

U-Turn, based on a similar observation of a significant 

deterioration of China economic momentum, weak 

Yuan and commodities. In 2016, the Fed implemented 

only one policy rate (of 25bp) rather than 4 planned. 

Incidentally it stopped tightening at that time, when 

Chinese manufacturing fell to the level of 48, exactly 

the latest print of December 2018… As a ¨counterpart¨, 

in the context of the Shanghai accord, Beijing stopped 

the Yuan competitive devaluation.  

 

When it comes to differences with 2016, China has a 

brand-new policy playbook. Last months, it has rolled-

out tax cuts and incentives to gradually boost 

consumption. Incidentally, the March plenum may give 

birth to additional, but gradual fiscal measures. It also 

injected massive liquidity into the banking system, 

opening discreetly the door to a Chinese-style 

(progressive and focused) QE and engineering by the 

way the bailout / recapitalization of ailing domestic 

banks. Beijing takes further steps to open its capital 

markets. It will however continue its regulatory efforts to 

limit the adverse side effects of past and present 

easing (say uncontrolled shadow banking having fueled 

excess leverage). Let’s face it, China faces a classic 

dilemma: ensuring external stability (steady currency), 

while boosting domestic growth (private sector). 

 

In 2016, inflation expectations were shifting towards 

deflation risks (US 5y5y inflation swaps fell below 1,4% 

and Eurozone below 0,5% in Q116). Situation is 

radically different now, spelling lower alarm / risks for 

central banks. Wages are much more resilient than 

then, namely in the US where they may ultimately tie 

the hands of the Fed. Deceleration / political pressure 

on world trade was absent in 2016. 

Fed and ECB are no longer reducing liquidity… 

Deflation risks are much lower than in 2016, and a new 

US fiscal easing is unlikely 

 

TOWARDS ¨QE INFINITY¨? 

The Chinese Party is convinced that raging inflation 

represents its existential risk. Indeed, an implicit 

contract exists between the communist party and 

people, whereby the former ensures decent and 

improving standards of living (hence no corrosive 

inflation), while the latter supports the authoritarian 

political regime. As per the government perspective, 

the Tiananmen scare was indeed connected to a long-

lasting and damageable spike in food inflation. In this 

context, China strictly followed a German-like type of 

philosophy script in the past decades, by setting-up a 
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German-like monetary policy i.e. very conservative. 

This has not prevented the country from creating 

imbalances and excesses. Indeed, targeted growth 

pace and inflation control have been achieved thanks 

to a significant rise of global indebtedness. From now, 

this burden will weigh on economic perspectives (i.e. 

through low marginal return of new debt issuance). 

Population is ageing rapidly, therefore labor productivity 

is on the decline. In addition, the confrontation with the 

US reduces the room to maneuver for policymakers. 

This explains why China has recently shifted gears. 

Indeed, it has given itself the monetary policy means to 

a) implement QE-like operations and b) organize a 

multi-participants bailout of the banking system.   

 

The Fed is contemplating to end its QT in 2019. It also 

studies a recalibration of its inflation mandate. A 

change towards a ¨price-level targeting¨ mode would 

practically allow CPI to overshoot the 2.0% target to 

make up for time it spent below 2.0%... This would 

spell, short-term, a more inflationary / accommodative 

stance. The mechanics resembles that of the output 

gap. Politicians would of course opine, as higher 

inflation is good in times of government profligacy / high 

debt. 

 

ECB is implementing a new life line liquidity support for 

its banks. This eventual follow-up of the former 

TLTROs is a likely prelude to other more structural 

measures. We anticipate that more ambitious will be 

inevitable by the end of 2019, be it a bail-out / 

recapitalization involving public authorities, or 

mutualization of risks (Eurobonds).  

With its officious QE coupled to more active fiscal 

stimulation for private sector, China should maintain its 

growth around 6% in the next couple of years 

A decent pause in QT, if not further (temporary?) 

liquidity injections lie ahead 

Deflation scare in Europe is exaggerated  

 

Liquidity indicators: Major central banks have  

resumed accommodation (Source : Crossborder) 

THE WORST ISN’T INELUCTABLE 

 

¨Wall Street predicted nine out of five recessions¨ P. 

Samuelson (Nobel Laureate)  

 

Multiple risks / vibrations emerged in 2018 and shook 

markets.  In 2019, we are entering times of recognition, 

as most issues will be coming to fruition in the coming 

weeks: 

US political cycle has entered (shutdown) a prolonged 

period of uncertainty. US President room to maneuver, 

namely on the domestic front, is getting lower after last 

year elections   

Growth deceleration is getting for real, globally. It may 

get dangerously closer to stall speed by Q2/3, namely 

in Europe and Japan. At this particular juncture, even a 

small policy mistake could induce dramatic 

consequences. In this context, Fed seems blinked. And 

China is accelerating reflation. 

Brexit and US-China trade war issues are still here, but 

tentative positive epilogues may emerge. European 

elections are coming soon, but Macron is gradually 

taking over control.  

End-of year volatility made way for the January rally. 

After other inflated asset class segments, the 

dangerous high yield ¨mini-bubble¨ has also deflated 

¨smoothly¨. Indeed, the whole credit moved from a 

December liquidity air-pocket fall to a January short-

squeeze… 

Investors suddenly woke up to macro deterioration in 

Q4 2018 

Yield curve inversion – partly technical – adds to 

uncertainty 

 

(Source : Goldman Sachs) 
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the 1.0% real yield hurdle to assess the future 

correlation among asset classes. The quick resumption 

of the macro ¨disinflationary boom¨ regime, early 2019, 

encouraged investors to reconsider this tentative 

investment regime shift. 

 

Last year markets’ corrections proved valuable in a) 

addressing growing signs of speculation b) modifying 

investors’ complacent mood, namely retail ones. The 

central banks’ pause in its normalization process is 

providing some near-term markets’ relief.  

We recommend to keep the current asset allocation 

unchanged and navigate markets with caution and 

adequate risk monitoring. 

 

ASSET ALLOCATION 

NO PARADIGM SHIFTS IN INVESTMENT 

REGIME, BUT... 

For sure, volatility made a brutal comeback, fueling an 

overdue repricing of risk mode. The blend asset price 

reflation, liquidity driven, ended in early 2018. Lots of 

uncomfortable gyrations and corrective phases for 

investors ensued. This sort of landscape will prevail, 

despite recent return to calm. The breakout of long US 

interest real interest rates late Q3, above 1%, proved a 

false alert. It was based on the inexact assumption that 

US CPI was on a verge of a significant acceleration. 

This is a very important metric for assets’ price 

valuation, as a symptom of prevailing financial 

repression. A certain number of quantitative model use 
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