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SECULAR STAGNATION, STILL AND 

ALWAYS…? 

To paraphrase Larry Summers (US economist, former 

Vice President of Development Economics and Chief 

Economist of the World Bank, senior U.S. Treasury 

Department official),  world is plagued in secular 

stagnation and suffers from a monetary policy ¨black 

hole¨. For him, without a major discontinuity, there is no 

prospect for policy rates returning to positive territory in 

Europe and Japan. The US appears to be one 

recession away from implementing negative policy 

rates. The odds of a significant cyclical pick-up in the 

next couple of years are low, due to the inevitable 

political stalemate linked to presidential elections. 

 

US longest but most anemic expansion on record 

Source: NBER, Federal Reserve 

Long-term taboos are gradually vanishing in Europe. 

New debates are mushrooming among key decision 

makers over contentious topics like green bonds, new / 

different ways of mutualizing risks (euro-bonds). The 

old continent is even seemingly moving towards the 

adoption of ¨monetary financing¨ (i.e. direct central 

bank financing of government debt). This is a seductive 

policy option when demand is chronically deficient. But 

such debt monetization requires explicit cooperation 

between (atrophied) fiscal and a politically disciplined 

(barely independent) central bank. It is one thing to set 

a new strategy / direction, but it is quite another 

implementing it in Europe, considering its huge political 

inertia. Hopefully it will not take a hard Brexit / 

bankruptcy of systemic banks / very aggressive 

protectionist measures for Europe to fundamentally re-

engineer its policy mix. 

Risks of a US recession in 2020 diminished recently, 

thanks to a hyper-active Fed and very supportive 

financial conditions. At best growth will approach 

potential 

Finally, mindset is changing for the better in Europe. 

But the clock is ticking loud  
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GLOOM IS CONTAINED… FOR NOW 

Trade tensions have been fueling an industrial 

slowdown. World trade has relentlessly decelerated 

over last couple of years, following the outbreak of the 

protectionist policy of the US and its subsequent 

collateral developments. Indeed, in a first phase the 

retaliation occurred essentially from China and to a 

limited extend from Europe. Second round impacts are 

visible now, with Japan and South Korea also engaging 

into a bilateral trade conflict and the US threatening 

Brazil and Argentina, etc.  

 

Global supply chains have been delocalized on a very 

large scale in Asia – say China – during the heat of the 

globalization. Integration increased gradually, with 

China climbing the value-added ladder. The - often long

-cycle - tech chains have not been dismantled yet. But 

still, part of the trade volume, formerly produced in 

China, is starting to divert towards Vietnam, Thailand, 

Indonesia, etc. Among symbolic corporate moves, 

Nintendo, Sharp, Ricoh did it while Google, if not Apple 

contemplate making their smart-phones elsewhere. 

The expected broad-base of the re-onshoring of 

manufacturing is just US politicians’ illusion. 

 

Tech supply chains increasingly rely on China 

Source: IMF 

 

But still, new investment projects are put on hold. In a 

nutshell, global uncertainty, new regulations and 

technology disruption will continue to depress - current 

and future - corporate capex. 

 

The key issue is whether a transmission of the joint 

gloom of trade / manufacturing towards services and 

consumption will occur or not? If history is any guide, it 

happened more frequently than not over the (very) long

-term period. But in most cases, it was due to either to 

over-capacities or to macro imbalances that do not 

exist currently. In the current circumstances, only a 

slow contagion process might unfold through a) an 

intensification of trade tariffs and barriers b) massive 

layoffs. Except for very specific situations (German 

cars, Brexit consequences), it seems unlikely so far. 

The odds of a significant revival in 2020 in trade / 

capex / manufacturing cycles are low  

But consumption should continue to remain relatively 

immune 

EARNINGS DRIVERS 

Long term earnings’ trends remain dependent on 

developments of nominal growth. The relentless 

decline of the pace of expansion observed over last 

decade will continue, if not reinforce over next couple of 

years. This ¨secular stagnation¨ regime should actually 

spell in 2020 and 2021 nominal growth rate of about 

4% in the OECD (US 4,2%, EU Area 2,7%, China 

7,7%, Japan 1,7%).  

 

Therefore, just like in 2019, the direct contribution of 

the macroeconomic factors into global corporate 

earnings is expected to remain subdued (more like 

2019 than 2018). 

 

There are two ¨jokers¨ that companies can use to 

propel their EPS: margins and buybacks.  

 

a. When it comes to margins their current level is very 

high in the US, compared to former cycles. This is 

even more the case, when compared to the broad 

spectrum of US companies, i.e. the NIPA, which 

includes non-listed and small enterprises. Margins 

are less overextended in Europe, Japan and 

emerging markets, where a cyclical growth rebound 

could help restore higher profitability. 

 

b. Buybacks have been very instrumental in fueling 

EPS growth in the US over last years, courtesy of  

the 2017/8 fiscal reform and extremely 

accommodative financial conditions (very low yields 

used by CFOs to re-leverage balance sheets on 

cheap terms). This trend, though seemingly 

decelerating, will remain a positive contributor to 

EPS growth in 2019. This could change in 2020, 

were the Democrats - namely Elizabeth Warren - to 

be elected. A rise in interest rates or in spreads 

(with too hot or too cold an expansion) may also 

change the tack... 

The tepid macro landscape should not provide 

corporate earnings with a strong / positive impulse 
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EARNING’S EXPECTATIONS AND 

CAPITAL FLOWS 

After a short period of irrationality, long-term investors 

have healthily normalized their secular expectations for 

earnings growth. Indeed, the rare IBES secular survey 

of 5-years expectations reached an alarming level of 

about 18%. This analysis is interesting, as featuring the 

sentiment (and propensity to take risks) of pension 

funds, life insurers, etc. Such a strategic level actually 

fueled very ample institutional capital inflows into 

equities from H2 2017 up to the end 2018. Surprise, 

surprise, this complacency coincided with below 

average performances from the S&P 500 (lots of 

gyrations with a start of the period around 2’400 points, 

and a similar level at the end of it)! Good news is that 

this thermometer is no longer calling the heat. It 

actually normalized rapidly in H1 2019. 

Source: BofA Merrill Lynch  

 

Equities outflows in ETFs and mutual funds just 

reversed last October. Long-term institutional investors 

have been reducing their risks accordingly. This is a 

source of comfort, confirming the financial adage that a 

huge pile of cash is on the sidelines, waiting for coming

-back to the market. This caution is also valid for retail / 

private investors. They have been fleeing equities after 

the two / three warning corrections that occurred since 

early 2018. 

In spite of significant uncertainty, the global equity 

landscape remains rather supportive 

 

EMERGING MARKETS HAVE SUFFERED 

FROM US PROTECTIONISM 

Undoubtedly, emerging equities have suffered from the 

global trade volume decline because of the new US 

protectionist trade policy and the USD strengthening. 

Their underperformance was exacerbated in May 2019 

when Donald Trump started its technological war 

against China.  

 

Past 2 years performance (base 100) 

 Source: Bloomberg 

 

The MSCI Emerging underperforms the MSCI World, 

when the USD is strong. If manufacturing indicators 

confirm their recovery, the emerging area could catch 

up.  

 

The lag in performance and favorable relative 

valuations should allow emerging equities to resist 

rising volatility. In Q4 2018, the MSCI Emerging has  

less shrunk than the MSCI World. 

 

Developed /Emerging countries 

 relative performance and the USD index 

Source: Bloomberg 

A NO-DEAL IS LESS LIKELY 

The significant Boris Johnson and Conservative victory 

at last election will inevitably spark discussion about 

whether the UK economy can step up a gear in 2020. 

After all, the Brexit deal will now almost certainly pass 

through Parliament in January, enabling the UK to 

leave the EU smoothly after all. 

 

However, the latest decline in the UK PMIs is another 

stark reminder that the UK is unlikely to be on the cusp 

of a sharp turnaround. The latest Composite PMI drop 

to 48.5 from 49.3 in November, is the second-quickest 

recorded over the past decade, exceeded only by the 

slump in output following the 2016 referendum. 
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Source: IHS 

 

The weak economic indicators reading increases the 

likelihood that the economy contracted slightly in Q4 as 

Brexit-related uncertainty intensified in the lead up to 

the general election. Manufacturing output fell at a rate 

exceeded only once since the global financial crisis in 

2009. 

 

It is tempting to assume that investment will rebound in 

2020 after 2 years of modest decline. That may be true 

to some extent, but there are reasons to not see a 

sizable turnaround: 

1. The persistent lack of new orders and the resulting 

dip in capacity utilization suggests little immediate 

impetus to expand. 

2. In the goods sector, the stockpiling process ahead 

of the 2019 Brexit deadlines will have been costly, 

and it will be tricky to shift the extra inventory amid 

fewer new orders. 

3. Without an extension to the transition beyond 

December 2020, firms are again at a risk of an 

abrupt single market/customs union exit at the start 

of 2021.  

4. While a longer transition would be positive, it does 

mean that it could be some time until there's clarity 

on the sector-specific ramifications of the UK's 

future EU trading relationship.  

Until we know more, firms may remain wary about 

making significant longer-term investment decisions 

INVESTMENT POSITIONING:  

Massive liquidity injections by the Fed, essentially 

linked to the drying of the repo market, managed to 

inverse the negative mood of Q3 19. It should prove 

supportive, beyond Q4 quarter-end. Financial 

repression will continue until risks of a recession 

completely evaporate. But the long-overdue 

normalization of monetary policy must wait after a 

genuine reflation is engineered. It would actually take a 

very unusual mix of extreme fiscal and monetary 

measures to reach it. Such a process, eventually non-

coordinated internationally, would restore positive real 

interest rates, but also cross-asset volatility. We remain 

constructive on risky assets. 
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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.  


