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• The slowdown of the global economy is largely the consequence of
worsening conditions in China, which are holding back the exports of
countries such as Germany.
• There is no perceptible sign of recession. There is no comparison
with 2009 when the OECD's GDP declined by 4%. The IMF expects
global growth of 3.5%, versus 3.7% in 2017, with 2.5% expansion in the
United States and 1.6% in the Eurozone. In Asia, growth remains strong:
5.1% in Indonesia.
• Confidence has returned to the markets, as attested by the significant
strengthening of emerging currencies (Turkey, Brazil, Russia, South
Africa), an easing of long-term interest rates, narrowing spreads and the
rise of cyclical stocks.
• The chart opposite shows that the manufacturing activity indicators
remain positive everywhere, except in Turkey, Italy and Poland, where
this can easily be explained by political regimes which are struggling to
attract foreign investors. China, France and Mexico are roughly at 50 but
should become positive again.
• Monetary policies are more restrictive but the expected easing of
inflation offers leeway if required.
• Fiscal policies are more stimulatory, in the United States with an
expected budget deficit of 5% of GDP, in China with a budget deficit
which is expected to rise to 3% of GDP, in India where, in the run-up to
the elections, Modi is providing aid to smallholder farmers, in France and
Italy due to economic stimulus measures, and in Germany, soon
probably, to counter the effects of a spontaneous slowdown.
• Growth will also benefit from the lagged effects of the steep fall in the
oil price, down 40% in Q4 2018, resulting in inflation that is about 1
percentage point lower, hence lower long-term interest rates, which will
encourage lending to the housing market and to businesses. All these
windfall effects were not yet perceptible six months ago.

Banque Eric Sturdza SA

3

• The economy is in its 116th month of growth. This is a record, but the
growth is subdued and with no obvious overcapacity.
• A slowdown measured by the Fed's Beige Book, by the trend in durable
goods orders and by the Consumer Sentiment Index estimated by the
University of Michigan will probably prompt the central bank to postpone
any interest-rate hikes.
• The budget deficit, already 5% of GDP, is a peak-of-cycle record:
imagination will be needed to come out of the next recession!
• The housing market: There is no crash in sight, although in December
sales marked a three-year low. Stocks are moderate, prices have risen
slightly, by 2.9% year on year, 30-year mortgage rates, at 4.5%, are
lower then the 5% level reached a few months ago, permitting
refinancing, while housing starts, at 1.2 million, are only half the number
of in 2006. But the market is no longer as vigorous, because, according
to the Fed, student debt of $1.5tn means that for 0.4 million students it
is impossible to become home owners.
• Household debt, at 1x gross disposable income, is far from the
excesses of 2008, at 1.35x.
• Job creations, at 2.67 million in 2018 following 2.2 million in 2017,
remained strong in January, at 300,000. Since the country came out of
the crisis in 2009, more than 20 million jobs have been created after 8.5
million were destroyed. The unemployment rate, at 4% in January (3.7%
last autumn), the lowest rate of the last 50 years), was low, while wage
growth of 3.2% provided gains in purchasing power. The labour force
participation rate rose to 63.2%, although the broad unemployment rate
(U-6) was 8.1%.
• On the political level, Trump's approach is conflictual: abroad with the
withdrawal from the medium-range missile treaty signed with Russia,
withdrawal of troops from Syria when it is not yet at peace, the idea of
leaving NATO, etc. Domestically with his debate about the wall, the
financing for which represents just 1% of the budget, but is a symbol for
the opposition.
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• Inflation will probably remain moderate, because
energy prices have declined more than 10% year on
year and the strengthening of the US dollar against a
basket of other currencies reduces the cost of imports.
More specifically, the 40% fall in oil prices in Q4 is not
yet visible in the indices.
• The only inflationary factor is wages, which rose
3.2% year-on-year in January, boosting purchasing
power.
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• Quantitative easing was started by the Fed in 2009,
whereas the ECB waited until 2015. This swelled the
Fed's balance sheet from 6% to 25% of GDP before
declining again slightly.

• Quantitative easing ended in Q4 2014, and there have
been nine interest-rate hikes since December 2015. The
Fed started trimming its balance sheet in September
2017 and is going to continue at a rate of $40bn to
$50bn per month this year.
• The Fed's balance sheet is now $4,000 billion versus
$4,500 billion at its peak. It holds $2,000 billion in
Treasuries and $1,600 billion in mortgages. Foreigners
hold less than 40% of the public debt, versus 55% in
2008.
• Fed policy: After four interest-rate hikes in 2018 to
reach a range of between 2.25% and 2.50%, Powell
seems to be adopting a more dovish stance, because
inflation is slowing and global economic growth is
weaker. A rate hike in March is unlikely, but a hike in
June is still possible; a smaller shrinking of the Fed
balance sheet is now a possibility, and it is now certain
that there will be no return to the balance sheet of 2007
($800 billion). Seven years would be needed to return to
the balance sheet of 2008. Accordingly, there should be
less pressure on interest rates.
• We can hardly ignore corporate debt, which is 45% of
GDP like in 2008 and in 2000. In particular, there is
$2,700 billion in BBB-rated bonds and approximately
$1,400 billion in junk bonds. Credit spreads should be
watched.
• To conclude, at the current levels, we prefer fairly
short-dated Treasuries and good-quality corporate
bonds, because pressure on long-term rates cannot be
ruled out.
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• Growth between 2008 and 2018: GDP increased from
$4,600 billion to $13,000 billion, but the chart shows a slump
in this growth rate over the years.
• The slowdown: Official growth for 2018 was 6.5%, but this
figure is disputed, and some observers (Xiang Songzuo of
the People's University in Beijing) give an estimate of 1.6%.
• Consumption has slowed in the cities because households
have often become indebted to buy their houses, and
consumption growth is stronger in rural areas. Retail sales
are now growing by just 8%.
• Investment is at a 15-year low.
•

Stimulus measures: Record liquidity injections by the
central bank ($83 billion in January), a reduction in the level
of reserve requirements to facilitate bank loans to small
businesses, $125 billion devoted to railway projects, and
corporate tax cuts for exporting firms. The government will
also allow the budget deficit to rise to 3% of GDP this year,
versus 2.6% in 2018.

• External impacts of the slowdown: One of the countries
most affected is Australia, and hence the Australian dollar;
commodity prices are impacted.
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• On a purchasing power parity basis, China is
already the largest economy on the planet. It is the
leading exporting country, it is the No. 1 industrial
power, it has more than 50% of the global steel
market versus 4% in 1997, and it is the leader in
solar power, wind power, etc.
• In terms of per capita income, with $10,000 per
year China is still far behind the United States at
$62,000. This explains its reluctance to lose the
benefit of its emerging country status in the WTO
which enables it to protect various sectors.
• In terms of R&D, China is making big efforts,
spending 2% in 2015, or $230 billion, to be
compared with 2.8% by the United States, or $500
billion. However the number of patents is growing
rapidly.
• In stock market terms, the Chinese market
capitalization is only $7,000 billion, which explains
Xi Jinping's intention of facilitating the listing of
technology companies.
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The PMI manufacturing index fell below 50, to 48.3 in
January.
Car sales declined by 4.1% in 2018, to 23.8 million.
Probably, sales had been boosted at the end of 2017 in
anticipation of a tax hike, but the inflection is clear.
Industrial production increased by only 5.7% in
December, and wages by 5.6%.
A prime matter of concern is corporate debt, estimated
at more than $4,000 billion, and the financing problems of
private companies which account for 50% of the economy
but receive only 10% of loans since controls have been
stepped up on shadow banking (in 2012 they received
one-third of loans).
Many companies are posting losses, around 400
according to Wind Data in 2018 for a total of $50 billion.
There has been an increase in the number of companies
reporting losses following asset impairments or late
payment of suppliers.
The Belt and Road Initiative: This should be understood
as a growth driver, aimed at securing raw material supply
lines, and as an opportunity to establish military naval
bases, e.g. in Djibouti and Gwadar.
Resistance is increasing: Zambia and Congo
Brazzaville have to renegotiate their debts, because they
are too indebted to China. Sri Lanka has had to transfer
control of a port to the Chinese. Laos is similarly under
threat.
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• An analysis of the figures shows that it is in the mutual interest of the Americans and
Chinese to reach an agreement: for example, 20% of Apple's revenues are generated in
China, and the firm was affected in Q4, as were Caterpillar and Nvidia. The US steel groups
benefiting from tariffs posted significant earnings growth but employ only 83,000 workers and
far underperformed the US stock market (by 20 percentage points).
• Technological risk: Chinese competition, failure to respect intellectual property, and
takeovers of foreign technology firms by Chinese State-owned enterprises are increasingly
being denounced by the Americans and Europeans. The most recent example is Germany‘s
decision to join the other Western countries in preventing Huawei's expansion into 5G.
• Economic risk: The Chinese could swiftly establish new dominant positions in many sectors
such as robotics and electric batteries, just as they managed to do in solar power, steel and
recently high-speed trains thanks to subsidies for State-owned enterprises.
• Military risk: The Americans fear breakthroughs in the space industry and in defense, with
pressure on Taiwan, the opening of military bases throughout the world (port of Gwadar in
Pakistan, Djibouti, etc.) and the conquest of islets in the China Sea. The United States is
responding by deploying detectors in space and by building lasers to destroy missiles at takeoff.
• Monetary risk: This risk is smaller than in 2011. At that time China held 14% of US federal
debt, which is now down to 7%, as China's US dollar reserves have decreased. So there is
less ability to blackmail.
• The responses should include authorizing the formation of large European groups, and a
European budget to fund research in new technologies.

• The tariff war contributed to a decline in exports by 4.4% in value in December and 7% in
volume terms, and it has accelerated the relocation of production units outside China to other
Asian countries, which means fewer orders for China and less job creation.
• It is futile to imagine that China could be endangered, because while gross exports amount
to $2,400 billion, net exports represent only 2% of GDP. In 2018, the Chinese trade surplus fell
from $422 billion to $351 billion, but the trade surplus with the United States increased from
$278 billion to $324 billion. The Chinese stock market has risen so far in 2019.
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• In 2016 and 2017, growth in Europe exceeded that in the United States. In 2018, tax cuts
gave the United States an advantage, especially since some European economies saw
their growth decline.
• Growth was more subdued than in 2017, at 1.8% compared with 2.4% and 1.3%
expected in 2019, but corporate credit remained dynamic at +3.3%. The PMI activity
indicator was 51 in January as households saw gains in purchasing power (e.g. France,
Italy, Germany, Greece with a minimum wage increased to €650), and the unemployment
rate fell to 7.9% in November.
• In Germany, there is a definite growth slowdown, with 1% expected following an average
of 1.8% in 2018 and 2.2% in 2017, but only 1.2% on average in the past ten years. The
country posted a current-account surplus of 8% of GDP. Manufacturing industry, excluding
construction, still accounted for 25% of GDP, net external assets were 55% of GDP, there
was a budget surplus of 1.7% of GDP (€59 billion), public debt fell sharply, there was a
high household savings rate, at more than 17% of disposable income, and expected 4.8%
wage growth. This could easily stimulate the economy.
• In France, growth slowed in 2018, to 1.5% following 2.3% in 2017, and 1.3% is expected
this year.
• In the periphery, growth is still strong in Ireland (est. 4.1%) and in Spain and Greece (est.
2.1% although unemployment is still 18% despite the drop), and moderate in Portugal (est.
1.7%) although the budget deficit there has been reduced to 0.6%. But, although it has
recovered since 2015, per capita GDP in Spain and Portugal is only 65% and 48% of
German GDP respectively, and lower than the 2007 levels of 75% and 50%.
• The European elections in May. In 2014, the populists won 140 seats, or 18%. This year,
they could win more than 200 seats, or around 30%. The two big parties, the EPP and the
Left, had 54% and they could now lose control. Some might want to re-establish borders
within the EU, but the populists find it hard to agree with one another, because they are
focused on their own nations: the northern populists criticize Italy's overspending, Hungary
refuses to receive migrants passing through Italy, etc. Note the importance of the 30%
threshold, which would enable the populists to obtain a commissioner, to block budget
discussions, to freeze sanctions against Hungary and Poland and to undermine the
institutions in order to repatriate competencies to a national level.
• Regarding the specific aspect of the euro, public opinions are still mostly in favour of
Europe (68%) and the euro (74%). An exit from the euro would be impossible due to the
current weight of debt denominated in euros.
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• A Fragile economy: The country recently posted two quarters of GDP
decline, and is therefore in recession. Accordingly, the target of a 2%
budget deficit is unrealistic, even after concessions. The government
was counting on 1% growth and it will not exceed 0.2% according to the
Commission in Brussels.
• Italy has had to make concessions because, in 2019, it has to
refinance €175 billion issue another €50 billion of debt.
• Fragility of long-term interest rates: The 10-year yield spread with
Germany has come down from 3.2 to 2.6 percentage points, but is still
far from the 1.2 percentage points posted in the spring of 2018 before
the current government was formed.
• Fragility of growth: In 2017, GDP at constant prices was still below the
level of 2008. Between 2000 and 2017 the average real wage increased
by only 1.5%, versus 20% in France! The labour force participation rate
is low, at 58% versus 72% on average in Europe.
• Fragility of competitiveness: The cost of labour is high, and so the
unemployment rate is still 10.3%. In 2000, the average wage was
equivalent to more than 80% of the German wage; it is now 75%, but
that does not cover the productivity gap. Worse, 300,000 university
graduates have left the country in the past five years although their
education is estimated to have cost the government and families €70
billion (according to the Italian employers' organization). As a result,
between 2007 and 2017, the number of workers in the 25-to-34 age
group fell by 1.5 million, or around 30%.
• Fragility of the banking sector: The large amount of non-performing
loans remains problematic.
• Political fragility: The coalition, notably split on the issues of migrants
and the tunnel with France, will not survive the European elections.
• To conclude, stay away from Italian bonds, because long-term rates
could come under pressure again.
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• The total inflation rate fell back to 1.6% in December and the
core inflation rate is only 1% despite 2.2% wage growth.
• Liquidity and interest rates: In December 2018, the ECB
stopped the liquidity injections it began in 2015. During that period,
it made purchases worth €2,600 billion, increasing its balance
sheet to €4,600 billion, or 40% of GDP.
• Policy in 2019: From now on, it will reinvest the money from
maturing bonds, which will make it possible to keep long-term
interest rates low. If necessary, it could start a fifth TLTRO
programme over four years to enable the banks to obtain longterm refinancing at fixed rates. It could start to eliminate negative
interest rates (currently -0.40%) in the second half of the year, but
it is doubtful that there will be a series of interest-rate hikes before
the turnaround in the cycle.

• Because of a fairly flat yield curve, the banking sector remains
unattractive, especially since neither lending activity nor the
outlook is very promising.
• The yield spread between the German 10-year Bund and its US
equivalent is at an unprecedented level of 2.4 points, and yet the
dollar is hardly appreciating, which does not augur well for the US
dollar.
• The euro maintains its position: 20% of global reserves, 36% of
transactions and 60 countries that transact in euros.
• Conclusion:
investment.
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• The chart opposite illustrates the UK's dependence on the European Union,
which receives around 45% of their exports.
• Preferential treatment for Britain in the EU: Contrary to the allegations of the
proponents of Brexit, the United Kingdom benefited from numerous concessions,
including a rebate on its contribution, the continued existence of its currency, and
exemption from the 3% budget deficit limit.
• The European Union was significantly shaped by British influence: whether it
be the successive enlargements, the single market, or the priority given to freetrade policies.
• The benefits of participation in the EU: Over the years, thanks to the EU, the
United Kingdom has expanded its industrial exports to EU members in the
aerospace and automotive sectors, and it has compensated for its low savings
rate and covered its current-account deficit, estimated at between 4% and 6% of
GDP, by foreign direct investment. Recently, it has been one of the countries to
benefit from the Juncker Plan.
• The currency has depreciated by more than 10% although the trade deficit has
not been reduced.
• The short-term illusion: On the face of things, the British economy has been
resilient since the vote in favour of Brexit: the number of jobs relocated from the
City to Europe would seem not to exceed 10,000 and the unemployment rate of
4% is at its lowest level in 43 years, but this is due to the wait-and-see attitude of
economic agents, and there would probably be a rapid slump in the event of an
exit from the EU.
• The medium-term illusion: It is illusory to imagine making the United Kingdom
into a "Singapore on the Thames", a tax haven which would attract international
capital, especially if the country loses access to the biggest market with no
customs barriers. In a country with a debt ratio of 1x GDP and a large budget
deficit, a reduction in corporate taxes would require cuts in welfare spending that
part of the population tempted by the radical views of Jeremy Corbyn will not
accept. Besides, with 65 million inhabitants compared with less than 6 million in
Singapore, the United Kingdom cannot offer Singapore's flexibility and does not
have its level of savings and thus its investment rate.
• Recently, the activity indicators, for manufacturing and services, fell to their lowest
level since the Brexit announcement. Capital flows into the UK have declined
significantly.
• Unsurprisingly, the Bank of England has revised its growth forecast downward, to
1.2%.
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• After 17 months of tough negotiations and a 580-page agreement,
Theresa May would like to renegotiate the "backstop" provision
that she had accepted a year ago, so as not to be trapped by it
indefinitely, but Barnier wants to protect the 1998 peace
agreement and not restore this 500-kilometre border.
• Which scenario? The first option, a postponement of Brexit which
requires a request by the UK and must be accepted by the 27
unanimously, is unlikely without a precise timetable. The second
option, a renegotiation, seems unlikely, because the 27 remain
united. The Poles would possibly be the most open to this
because they are concerned about the free movement of their
citizens, but they have not broken the united front. The Dutch,
close to the British, are making no concessions because they have
to deal with populist opposition. The third option, a new
referendum, is uncertain because the "Remain" majority hardly
exceeds 53% to 55% and the question would be ambiguous, with
some wanting to remain, others to leave, and still others to leave
but maintain links.
• Political risk: A no-deal exit would mean a return of the border
between Ulster and Ireland and would thereby undermine the
peace agreement signed 20 years ago after three decades of
conflict. In the event of a no-deal exit, a referendum on the
reunification of the island could be demanded by the population.

• Industrial risk: Industrial firms such as Airbus, which employs
15,000 workers, could leave the UK.
• Customs risk: Borders, and therefore customs duties, would be
re-established. In 2017, Europe accounted for 44% of the United
Kingdom's exports and 53% of its imports.
• To conclude, in this uncertain environment, any positions taken
on the pound sterling or on gilts seem speculative. If by chance,
Labour were to come to power, chief of economic affairs John
McDonnell’s programme provides for the renationalization of all
public services (including the railways) and tighter control of the
banks.
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• Since 2012 the Bank of Japan has failed to kick-start
core inflation, which is currently 0.3%, i.e. far from the
2% target.
• The Bank of Japan has failed with its policy of
weakening the currency: The yen fell 63% between
the high of October 2011 and the low of June 2015, but
GDP increased by just 12%.
• In the same period, its balance sheet increased from
20% to 100% of GDP.
• The BOJ's target 10-year interest rate is 0.1%, and so at
present its bond purchases represent only half of the
target.
• Labour shortage: The number of those in the 15-64 age
group has declined by around 4 million since 2012. The
unemployment rate is at a historic low, 2.4%. Although
the number of foreign workers has doubled since 2012,
to 1.3 million at the end of 2017, this is not sufficient. Mr
Abe has proposed schemes to increase this number and,
since 2012, thanks to female workers, he has managed
to increase the working population by 1.8 million, but the
participation rate of men in the 65-69 age group is
already 55% and even in the 70-74 age group it is 33%!
The problem will get worse, because the over 65's, who
are now 28% of the population, will be 35% by 2040.
• The Japanese stock market remains undervalued, with
around 50% of stocks trading for less than their value,
but what is lacking is a catalyst to jumpstart the market.
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• India's growth rate has been 5.5% on average since the year
2000 and for last few years has exceeded 7%, but per capita
GDP is only 12% of that in the US and 40% of that in China.
• Mr Modi is entering an election year in a difficult position,
because he has lost elections in three northern states which
had seemed safe. He is trying to appease the demands of
smallholder farmers, which represent 43% of employment and
15% of GDP, because 18,000 villages do not have electricity,
farmers' incomes are declining and their debts are getting
worse.
• The federal budget deficit has exceeded the target 3% of GDP
over the past two years and is expected to reach 3.4%. What is
even worse is that the overall budget deficit is close to 8% of
GDP.

• With a view to the elections, Modi is promising €73 for the 120
million farmers who are over-indebted, which will cost around
€9 billion, and he wants to exempt the 30 million who earn less
than €8,000 per year from taxes .
• Unemployment rate: In an economy is which there is
substantial informal employment it is not easy to measure
unemployment, but Modi is faced with a high rate of 7.4%,
because the economy struggles to absorb the 12 million new
entrants to the market each year.

• Industry, accounting for 24% of employment, is insufficiently
developed, representing only 15% of GDP.
• Interest rates: With inflation reduced to 2.2%, the central bank
has been able to cut its rates to 6.25%, as not too worried about
foreign exchange reserves, which amount to $400 billion.
• To conclude, irrespective of the election outcome, even if India
becomes a major player, and its population exceeds that of
China by 2022, its structural weaknesses – infrastructure, large
size of the rural population, education, savings, an investment
rate of less than 30% compared with 45% in China – are still
holding back investment in this country.
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• The price fell dramatically in Q4, -40%, when the Americans finally authorized eight countries,
the biggest buyers, to buy Iranian oil.
• The price has recovered significantly since the start of the year, but this might not continue for
very long :
Admittedly, producer countries have again agreed with Russia to reduce production
by 1.2m bpd, and Saudi Arabia, which would like a price of $95/barrel to balance its
budget, has reduced its exports (7.9m bpd in November, 7.3m in December).
Admittedly, the balance between supply and demand is fragile because, excluding
investment in shale oil in the United States, investment in conventional oil has been low
for some years now: $380 billion in exploration-production expenditure in 2018, up 7%.
Admittedly, global demand is expected to grow by 1.4m bpd in 2019.
Admittedly, in 2018, conventional oil discoveries were 9.5 billion barrels, better than in
2017 (7.5 billion barrels), but the figure is far from those of 2013, 2014 and 2015, when
16 billion barrels were discovered, and even more in 2012, when it was 30 billion barrels.
Admittedly, in the near term, a trade agreement between China and the United States
would improve the growth outlook and boost oil prices.
• Iranian exports are already only 1.2m bpd, far from the 2.5m bpd seen in the first half of 2018.
Moreover, Iraq has again become the fifth largest producer in the world, with 4.6 million bpd,
and does not intend to respect the quotas because it has to finance reconstruction evaluated by
the World Bank at $150 billion.
• US production has reached record levels and was on average 11.9 million bpd in 2018. In
2019, it could grow by 1.5m bpd. Imports, which reached to 13m bpd at their peak, are now a
mere 2.5m bpd.
• The announcement of sanctions against Venezuela is having a limited impact on crude prices.
The country's external debt is $140 billion. It is supported by China to which it still owes $20
billion, and by Russia from which it has apparently bought more than $10 billion in arms since
2005. However production has fallen to 1m bpd, far from the 3m bpd posted a few years ago,
and exports are far lower, because its leading client, the United States, has stopped purchasing
0.5m bpd and has frozen the US assets of the national oil company PDVSA. Any pickup in
production will require investment but will cause prices to ease further.
To conclude, oil companies' share prices could stagnate after a very positive start to the year.

Banque Eric Sturdza SA

18

• Global demand for gold was 4,345 tonnes in 2018.

• Gold purchases by central banks amounted to 650
tonnes in 2018, but that does not seem to have had
any impact on gold prices.
• Gold could benefit moderately from any dovish Fed
statement on the economic situation, from a weakening
of the dollar and from a reduction in real interest rates.
• To conclude, a marginal investment, accompanied by
the sale of call options, slightly out-of-the-money on
any surge in prices.
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• In 2018, the MSCI World Index fell 20% between its peak at endJanuary and its bottom on Christmas Eve. Global market
capitalization accordingly decreased by $15,000 billion in 2018.
The Nasdaq alone declined by 23% from its peak at the end of
August.
• December was the worst month since 1931, while then January
(+7.9% for the S&P 500) was the best in 30 years. The Nasdaq
has rebounded by around 20% since 24 December. This volatility
will probably persist.
• There has been an increase in the number of profit warnings and in
disappointing earnings reports by companies as varied as Apple
and Caterpillar.
• In 2019, earnings growth is expected to be around 6% in the
United States and 4% in Europe for the Stoxx 600. The US P/E
ratio of 15.5x is in line with the historical average, while the
European P/E of less than 13x is moderate. Persistently low
interest rates are boosting corporate earnings but business is less
vigorous, and therefore the profit ratio, 13% of GDP in the United
States, is expected to be eroded due to wage growth often
exceeding productivity gains.
• Share buybacks, worth $770 billion in 2018, are expected to
increase in 2019 but are justifiably a target of increasing criticism.
The repatriation of cash held offshore was apparently only $300
billion out of a potential $2,300 billion. The number of listed
companies (8,000 in 1997, less than 4,000 today) will shrink further
as a result of mergers and a reduction in the number of initial
public offerings.
• Off the stock exchange, the private equity market is still posting
large cash inflows, $750 billion in 2018 according to Preqin, but is
finding it hard to invest the $2,100 billion in available cash, which
gives grounds for caution regarding the outlook.
• To conclude, a technical correction is likely, and the
announcement of a US-China trade agreement could be a starting
point, because markets will struggle to find a new catalyst for an
upturn.
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• Weakening Chinese growth is the main risk to global growth: Given that it accounted for one-third of global growth in the past ten
years, a slowdown would impact prices of commodities, of which it often consumes 50% of global production.
• The US-China trade agreement cannot solve fundamental issues: the positive impact on markets will be temporary. Periods of tension
will be recurrent, especially regarding "China 2025". It is futile to imagine that the Americans will be able to convince the Chinese to rethink
their model.
• Central bankers will be flexible: Admittedly, the combined global monetary policies of the United States, Japan and Europe are more
restrictive, because until the end of 2017 liquidity was increasing by more than $100 billion each month, whereas now this figure is only
about $30 billion. But, aware of the level of public debt (OECD 1.1x GDP versus 0.4x in 1980) and total debt (OECD 2.6x GDP versus 1.4x
in 1980), all the major central bankers are watchful and are prepared to re-open the liquidity floodgates, when liquidity is already plentiful, or
to cut interest rates in the case of Australia, which reassures markets. Few central banks are hindered by inflation (e.g. Turkey 20%,
Russia 5%), and this bolsters flexibility. In the event of a recession, the use of negative interest rates would be extended, and central banks
could copy Japan, which has capped long-term interest rates. On the other hand, "helicopter money", the distribution of money to everyone,
substituting the authority of an unelected institution for a political authority, which some have mentioned, would be shocking.
• Fiscal policies are more expansionary in the United States, China and India, and more marginally in some European countries.
• Household consumption should be resilient: In the United States, household demand, equivalent to 70% of GDP, is unlikely to stall
because purchasing power is rising, unemployment is low and interest rates are not at a dissuasive level. In Europe, purchasing power is
increasing in several countries.

• The euro-dollar exchange rate is stable despite an attractive yield on investments in dollars. It will remain within narrow bounds in the
coming months. Further on, if there is no hiccup in the European elections, the euro could strengthen, because the US twin deficit, hence its
potential dependence on foreign capital, exceeds 7.5% of GDP and the US administration now seems to prefer a weakening of the
currency.
• Earnings growth has been revised downward by the consensus to 6% in the United States and 4% in Europe, which provides protection
against any unpleasant surprises. Share buybacks, which are still substantial in the United States, will remain a godsend for investors, like
dividends in Europe. But stock markets will probably pause or pull back temporarily in the near future after the signing of a trade agreement
between the United States and China.
This document is neither an offer nor a solicitation to buy or subscribe to financial instruments. The information contained in this document comes from carefully selected public sources.
Although all due diligence has been performed to ensure that this information is accurate at the time of its publication, no guarantee is given regarding its accuracy, exhaustiveness or
reliability. Any opinion contained herein in the current context may be changed at any time without notice. Past performance is not necessarily a reliable guide to future performance.

Banque Eric Sturdza SA

21

