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GLOBAL FACTORS’ EVOLUTION 

We live in times of serial disruptions. It is notable in 

geopolitics, technology, if not climate. 

 

US and China confrontation deserves careful 

monitoring. To put US assertiveness / neo-imperialism 

into context, recent history is also an interesting guide. 

Back in the 80’s, Washington already stigmatized 

Japan as a major economic threat, a currency 

manipulator, a robber of its intellectual property. In this 

logic, Reagan engineered a major revaluation of the 

Yen through the Plaza accord. That was possible with 

Japan, an allied and militarily (vassal) State. Forget 

about it with China. Trying to frame an agreement 

where the US is judge, jury and executioner will not 

function either… 

After a short pause, geopolitics is coming back center 

stage  

 

Technology is a structural game-changer in several 

respects. First, in a micro-economic perspective, many 

business models in the corporate sector have been 

seriously brutalized, with the emergence of a few 

winners and many losers. From a macro perspective, a 

rise in US productivity (i.e. output per hour) is finally 

happening.  Better new technologies, at a cheaper 

price, accessible to a wider range of firms is favorable, 

long-term. But it also results in a rise of unemployment, 

shorter term. Second, in a broader context, the quest 

for technological supremacy will eventually durably 

obfuscate US and China (ZTE, Huawei, rare earths 

exports). It may ultimately result in a ¨splinternet¨, in 

two different 5G systems around the world, etc.  

Technology delivers both profoundly positive and 

negative impacts 

 

Climate change is impacting our life on many aspects. 

The tentative rise of an ecologist consciousness, 

primarily among young generations, seems to fuel a 

¨greening¨ shift of our policymakers. Ultimately, it may 

reinforce the support for ¨a Green New Deal¨, hence 

substantive public investments, if not monetary (policy) 

experimentation, provided hard-left parties seize power. 

 

MACRO LONG-TERM TRENDS 

Demographics, namely slower population growth and 

increasing longevity, have resulted in lackluster 

nominal growth in major economies. This is a secular 

factor. Eurozone is the most likely region to experience 

acute problems, i.e. a toxic Japanification (horrible 

demography, low growth, near-zero inflation, repressed 

interest rates). But unlike Japan, it is not a cohesive 

and ¨egalitarian¨ society. The absence of a common 

fiscal policy or of a transfer system will fuel major 

tensions and disruptions in the next years… 

 

When it comes to cyclical forces, there should be no 

illusions. US neo-protectionism by Trump & Co is 
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already a game changer. According to a 

comprehensive study by NBER, US tariffs in 2018 are 

unprecedented since post-World War II in terms of 

breadth, magnitude, and the sizes of the countries 

involved.  

 

They represent the most protectionist actions since the 

1930 Smoot-Hawley Act and 1971 tariff, by ranging 

from 10 to 50 percent on about $300 billion of U.S. 

imports (i.e. about 13 percent of the total). Key (early) 

takeaways of the study are: 

• Other countries responded with tariffs on about 

$100 billion of U.S. exports 

• The costs of the new tariffs were largely passed to 

U.S. prices. Prices of manufactured goods rose by 

1% more than they would have in a no-trade-war 

scenario 

• Continuation of this policy could damage the 

profitability of multinational companies who located 

their supply chains in other countries, namely 

China. Around $165 billion worth of trade has 

already been rerouted to avoid them 

 

TOWARDS THE END OF THE ¨GRAND 

DEBT SWAP¨ 

The G3 inflation measures have remained range-bound 

between -1% and +3% over last 15 years, despite the 

unprecedentedly accommodative monetary policies. 

This persistent disinflation framework allowed for major 

shifts, namely transfers of wealth and income some 

debt restructuring (and default).   

 

The Great Financial Crisis of 2009 was the tipping point 

of a major debt swap. Indeed, governments (whose 

debts are denominated in their own currencies) took 

over from the Private sector.  

Government debt jumped, while Private debt shrunk 

 

Debt swap is good news in terms of financial stability, 

as public entities can withstand adverse economic 

conditions longer than vulnerable private sector and 

adjust gradually. This process is virtuous and 

sustainable, as long as long-term nominal rates remain 

below the GDP nominal growth. Fortunately, low 

interest rates make debt more sustainable. One should 

not be complacent about it. Indeed, public and non-

financial debt have reached very high levels. Future 

refinancing might prove trickier if sovereign credit 

quality deteriorates. A – not unlikely - period of low(er) 

nominal growth would indeed be an adverse scenario 

in this respect. 

Governments have very little room, if any, to restore 

global demand via new debt 

 

CENTRAL’S BANK INDEPENDENCE IS 

UNDER GROWING THREAT 

Future economic policies may well exceed the ongoing 

¨unprecedented unorthodoxy¨. Huge debt, lack of 

firepower with interest rates could legitimate helicopter 

money practices. Political extremes would also support 

outright ¨monetization¨ to ¨save the planet and / or 

launch major infrastructure plans¨. The raging debate 

about Modern Monetary Theory is nothing more than 

attempting to address the inevitable impasse the world 

is going to face in next years. 

 

Europe is following the very infamous Japanese track 

with its Zombie banking system. Italian and German 

banks are agonizing. The inevitable growth slowdown 

that is going to occur will be devastating. Irresponsible 

policymakers still refuse to address this topic. ECB will 

not be able to provide enough liquidity to save, once 

more, European banks when the next crisis occurs 
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European banks are (re)-visiting an all-time low level 

 

Developed countries couldn’t afford for a deflation 

scare, considering the extravagant level of global debt. 

Watch for improbable initiatives – like twisting arms of 

central banks - by policy-makers 

 

SUCH AN ENVIRONMENT IS FAVORABLE 

TO GOLD 

The yellow metal has had its moment of glory in the 

past, when inflation had slipped sharply. Since then, it 

has only really worked to its advantage when the dollar 

went down or when major crises (financial, political) 

occurred. Would things be changing with Trump's 

challenging ¨World order¨? Recently, gold has 

benefited from the purchases of central banks of 

emerging countries, China in the lead. The same is true 

of Russia, which sold all its US Treasury bonds. This 

phenomenon has to be put in the broader context of 

"de-dollarization". China has started quoting gold and 

oil in Shanghai in yuan. The yuan is also at the center 

of business relations / loans related to the Silk Road. 

Beijing wants to eventually impose the yuan as the 

currency of trade in Asia. Payments settled in yuan 

rose by 80% in 2018. The Chinese currency 

undoubtedly attracts countries affected by US 

sanctions, but not only. CIPS, the new (2015) Chinese 

international payments system (competitor with 

SWIFT), is now joining hundreds of banks in 89 

countries and regions, including Japan, Taiwan, the 

United Kingdom and Australia. 
 

Banks accepting CIPS (outside China, Macao and HK) 

Source: Nikkei Asian Review, May 2019 

 

For the moment, the price of gold climbing calmly. In 

case of devaluation of the yuan following a trade war 

with the United States, the yellow metal would benefit 

greatly, in a tragic remake of 2016 (flight of Chinese 

capital). Ditto if a military conflict between the United 

States and Iran happened, because investors would 

regain interest in this form of strategic hedge. The deep

-rooted regime of low real interest rates and the 

possibility of the US authorities' redesigning the Fed's 

inflation targets (let alone the Modern Monetary 

Theory) fundamentally support gold. 

 

We consider that gold has an interesting asymmetric 

profile: correct fundamentals, bottoming down thanks to 

the central banks of emerging countries and significant 

potential for growth in case of "problem".  

Yuan-dollar tensions will favor yellow metal 

 

THE USD MIGHT WELL REVERSE 

COURSE IN H2 

The USD rally in 2018 and its resilience in Q12019 

were due to 3 factors: interest rates, growth and risk. In 

absolute terms, these factors continued to offer some 

support, but the USD is trading on the expensive side. 

Its rebound since Q2 2018 has been driven by the 

combination of high absolute interest rates and low FX 

volatility.  

 

This couple has allowed investors to buy the USD to 

take advantage of its higher yield with a relatively low 

currency risk. According to long-term valuation metrics 

(purchasing parity f.i.) USD is now considered 

expensive by about 15% vs. Euro and much more vs 

JPY. For sure, valuation is not a factor which, by itself, 

triggers corrections.  

 

But from late Q2 2019, the Fed has adopted a more 

dovish stance, which fueled a dramatic drop in U.S. 

bond yields. This has mechanically brought the spread, 

or extra yield available on Treasuries relative to 

European bonds, back from what appeared to be 

extreme levels. A weak dollar would make life easier for 

most prominent policy-makers. President Donald 

Trump, wants a weaker dollar to stimulate US exports, 

hence reduce the trade deficit. A weaker USD tends to 

favor good performances of Wall Street. Indeed, the 

five periods of weakness for US equities over last 

decade occurred when USD proved strong (2010, 

2011, 2015-2016, 2017, 2018).  China would love it, 

because it makes it removes pressure on its own 

currency. A lower dollar relieves pressure on emerging 

markets, particularly Turkey and Argentina, that 
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borrowed massively in dollar-denominated debt.  

 

US Europe yield differential have started to narrow 

The long USD call has been very consensual over last 

quarters. Institutions’ positioning is therefore largely 

long USD. Currently, the greenback is testing important 

long-term trend metrics (i.e. its 200d moving average). 

A successful break out this level may trigger important 

deleveraging, hence challenge very seriously its recent 

uptrend. 

 

RESILIENT EQUITIES DESPITE OF 

HEADWINDS 

Investors fear that the tariff and the technological wars 

imposed by Donald Trump will weaken the global 

economy, impacting supply chains and the location of 

production. For the time being, companies are in the 

process of evaluating tariff increases because 1) tariffs 

are one factor among many, 2) it is expensive to 

change the supply chain and relocate production. If for 

large multinationals, which have a dense production 

network and cash, the change in their business models 

is manageable, it is much less for medium and small 

companies. This "de-globalization" could therefore 

have a cost for companies and shareholders. 

 

For now, the stock markets are holding up pretty well 

thanks to the resilience of the economies and corporate 

profits. In the United States, there was fear of a fall in 

profits in the first quarter, but they grew by 1.5% on 

average. On the other hand, growth is estimated at only 

0.9% in the second quarter by Refinitiv, while Factset 

forecasts a decline of 2.1%. But the quality of earnings 

per share is making debate because they still benefit 

from significant tax savings and important share 

buybacks. 

 

OIL PRICE NEED A GEOPOLITICAL RISK 

PREMIUM 

Twice, Donald Trump had threatened when Brent 

approached $75 a barrel, accusing Saudi Arabia of 

manipulating production to keep prices high. A price 

per gallon too high in the United States is not good for 

its electoral base. Brent crude came back on the $60 

because of expectations of falling demand with the risk 

of a global recession. 

 

Crude prices should stay firm because: 1) demand 

should remain strong, 2) OPEC+ should renew the 

production freeze agreement at its meeting in Vienna, 

3) the US will keep up the pressure on Venezuela and 

Iran, 4) Saudi Arabia absolutely wants a stabilization of 

the price of Brent between $75- $80 and 5) the price 

does not integrate a geopolitical risk premium. 

 

Although it is still difficult to integrate geopolitics into 

the assessments, the fact remains that there may be a 

military risk premium with Iran in the price of oil. 

Especially as the Persian Gulf is a highly sensitive 

region. 

 

INVESTMENT POSITIONING: RISK 

REDUCTION MODE IS ON 

In the course of Q219, we considered that the global 

investment landscape has been gradually experiencing 

some deterioration. This was obviously visible in terms 

of geopolitics, economic perspectives and investors’ 

psychology. We have taken advantage of resilient 

financial markets, namely equities, to reduce risks in 

our clients’ portfolios. In doing so, we managed to lock 

in a pretty decent year-to-date performance, ahead of 

usually illiquid / capricious summer markets. It makes 

sense to us reducing our clients’ portfolios volatility 

when short-term visibility becomes that low.  

 

While we do not anticipate an upcoming recession or 

credit crisis, we expect volatility to remain present in 

coming months. This would no doubt provide for 

opportunities to re-inject some risks / directionality at a 

more affordable price.  
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ASSET ALLOCATION 

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 completeness 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 here-

in 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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