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2019 performances were very
positive, far exceeding the

Money market

The fall in interest rates has made
every asset class more expensive.
The bond markets seem to be
coming to the end of a long period
of positive performances. In relative
terms, equities are still more attractive. Convertibles are worth investing
in for their “asymmetrical” profile.

Bonds
Convertibles
Equities
Commodities
Alternative / Abs. return

BONDS
Euro core sov. debt
Euro periph. sov. debt

A continued (slight) upwards
movement in bond interest rates
appears possible in the short term.
High yield bonds are quite pricey,
but we can start to build positions,
taking a “buy-and-hold(1)” approach.

Euro Investment Grade
High Yield
inflation linked/Breakeven
Hard-currency emer. debt

expectations initially expressed.
The markets took on board

Local emerging debt

and the de-escalation of trade
tensions. There is indeed good
reason to be reassured.
Then again, whereas a year ago,
in this same publication, we said
that the fall in the markets in the
4th quarter of 2018 presented
an investment opportunity,
we are now more cautious…









EQUITIES

the macroeconomic recovery,
stimulating monetary policies















United States
Equities have risen faster than
earnings, which means that
valuations are now high, in every
region. Equities still have their
appeal, however, due to their yields
relative to interest rates.

Eurozone
United Kingdom
Japan
Emerging markets
China

SECTOR / STYLE EQUITIES
Growth

European financial stocks have done
some catching up. This trend could
continue, but with less potential.
There is still some potential in the
cyclical segment, but stock picking
will be decisive overall, especially
for small caps.

Value
Small / Mid caps
Cyclicals
Financials







CURRENCIES
We are still of the view that the dollar
will be relatively flat or depreciate a
little, which would be quite good news
for emerging currencies as a whole
and probably also for gold.

USD
Yen
Livre sterling
(1)





Buy and Hold: buy to then hold • The figures cited deal with past years.
Past performances are not a reliable indicator of future performances.
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The atmosphere has completely changed in the space of a
year. The markets dipped at the end of 2018 due to fears
of a sharp economic slowdown, against a backdrop of
monetary normalisation, in other words interest rate hikes,
and with a trade war developing. The economy is now
regaining positive momentum, the Central Banks have
resumed their accommodative policies, and the trade
dispute between China and the US seems to be on hold.
This is all well and good.
But in the meantime, equities climbed by 25% to 30% on the
main indices while company earnings stagnated, and interest
rates tracked monetary policies and fell substantially. At the
same time, there has been a surge in global optimism as,
according to the various investor sentiment indicators
calculated by several organisations, we are now close to the
highest level of optimism in nearly 20 years. Bear in mind
that, almost a year to the day ago, the opposite was true!
This therefore means that the markets are already pricing
in an ideal optimistic scenario. There are still many areas of
uncertainty, however, that we believe will cause phases
of volatility, sooner or later, given this attitude that is now
almost one of blissful optimism. To be clear, this does not
imply that we are expecting a very bearish market, but in our
opinion it is time to be a little more cautious and agile.
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The economic horizon looks fairly clear
for 2020
Economic momentum is improving and global growth is
continuing to rebound from the dip in mid-2019, but at a
nonetheless moderate rate.
In the US, the record for the longest growth cycle has
now been beaten, at more than 10 years now, and the
fundamentals still appear to be somewhat sound. There
will therefore be no recession in 2020. Consumption, which
accounts for more than 2/3 of GDP, is holding up,
contributing to the very low unemployment rate (3.5%)
and wages that are continuing to rise, at an annual rate of
nearly 3.0% currently. Industrial output had been driven
down by limited investments in recent months, but is now
ticking up again, which is encouraging after it fell for several
months. At the same time, in more structural terms, the gap
between the ISM manufacturing and non-manufacturing
indicators(2) is at its largest in five years, as only three
industries out of the 18 listed recorded positive growth in
December. Finally, real estate confirmed its recovery, with
a rise in construction spending and a particularly positive
trend in the residential construction segment. Ultimately,
US growth should be between 1.8% and 2.0% in 2020.
In the eurozone, growth is also being supported by
consumption. Wages are on a fairly positive trend, especially
in countries where unemployment is low. After sliding in
2019, the industrial sector is starting to pick up again and the

economic
Germany,
about the
Growth in
year.

survey data are improving, particularly in
where business owners are more confident
outlook for the export and automotive markets.
the euro zone could therefore exceed 1.0% this

In China, the latest survey data published in December
confirmed the uptick expected following the stimulus
measures taken by the government. Exports also increased in
December for the first time in five months, which is evidence
of a resumption of global activity and an easing of tensions
with the US. As far as these tensions are concerned, China
has undertaken to buy additional manufactured products
from the US worth nearly $80 billion over the next two
years, plus $50 billion of energy and close to $35 billion
of services. In a sign of the more relaxed atmosphere, the
US Department of the Treasury has announced that it no
longer considers China to be a currency-manipulating
country. Given these conditions, the sequential acceleration
phase should continue in the next few months at a rate that
should hold up at a shade over 6.0%.
In the rest of the emerging world, we are also expecting
confirmation of a recovery in a number of key countries, and
mainly India, Brazil and Mexico.
Global growth therefore appears to be regaining pace,
with a current rate of more than 3.0%, which should last
for a few months at least.
The current risks are of a different kind and difficult to
quantify, being political and geopolitical in nature. The
biggest current risk relates to the situation in the Middle East.
This remains a troubled region, but tensions rose a few
months ago with the US’s decision to call into question the
2015 Vienna agreement on the controlling of Iranian nuclear
production and to impose more sanctions on the country.
Geopolitical tensions have rarely had significant long-term
effects on the markets. They may have a short-term psychological impact, but nothing more. On the other hand, market
reactions run deeper if they result in a leap in oil prices, which
could potentially lead to a recession. Iran now accounts for
no more than 2.0% of global oil production. This isn’t a major
issue as Saudi Arabia could easily compensate for this loss
of output. The problem could come from the blockading of
the Strait of Hormuz, through which nearly 19% of global
output passes. Such a situation would be likely to cause
oil prices to jump significantly as there are few alternative
routes. This scenario seems fairly improbable, however, as
Iran does not appear to have the necessarily technical or
political capacity, especially given that the country has been
weakened by very difficult economic conditions, which are a
source of potentially major social conflict.
The US presidential elections. This will be the most important political event in 2020. Theoretically, with an economy that is continuing its longest ever growth cycle, Wall

The ISM manufacturing index of economic activity is based on a survey of purchasing managers in the industrial sector.
The figures cited deal with past years. Past performances are not a reliable indicator of future performances.
(2)
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Street at a record high, and unemployment at a record low,
the US President should win a second term. This is Donald
Trump, though, whose personality is unpredictable and who is
battling impeachment proceedings. According to the most
recent probability estimates, the Republican Party is in the
lead. At the same time, in the Democratic primary polls, the
most left-wing candidates (Elisabeth Warren and Bernie
Sanders), who “frighten Wall Street”, are now being overtaken
by Joe Biden, the moderate candidate. The sum of the voting intentions for the two most left-wing candidates comes
to more than the figure for Biden alone, however, and the
gap seems very tight, although it occasionally widens. Watch
this space. The next milestone will be the first Democratic
primary vote on 3 February. Super Tuesday (which traditionally refers to the Tuesday when the largest number of states
hold elections) will be on 3 March.
Trade tensions between the US and China. This is a very
important long-term background issue that will probably
return to centre stage. We believe that there will be some
kind of truce in the short term, however. After reaching a
minimal agreement, Donald Trump is unlikely to want
to cause further economic and financial disruptions just
before the elections. On the Chinese side, the country has just
introduced a number of stimulus measures. It would be a bad
time to spoil their effects.
I N T E R E S T
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There are no more interest rate cuts in the
pipeline
In the eurozone, Christine Lagarde has taken up her post
and is currently conducting a global audit of the Central Bank
and its role. Its final conclusions are not yet known, but we
are starting to get a few hints of the future direction of
the bank’s governance, which will probably be more political.
We therefore have the impression that the market has
understood that there will be no more key interest rate cuts.
The damaging effects of the impact of negative interest
rates on the activities of banks and insurance companies is
starting to be well understood.
In such conditions, key interest rates will not be adjusted in
the coming months. We think that an initial monetary rate
hike in mid-2021 is possible, which means that the message
will begin to change from the second half of this year. This is
worth watching as the market’s reactions may be unexpected.
On the other hand, the quantitative easing(3) policy will
probably be maintained this year.
In the US, the Fed has been pragmatic, being very quick
to understand that the US (and global) economy could not
withstand high interest rates. After raising the Fed funds
rate by 25 basis points four times in 2018, it quickly changed
course in 2019 with three 25 basis point cuts. Given that a
recession will now largely be avoided it will probably put
its adjustments on hold and maintain some leeway, in one
direction or the other, depending on events. If inflation does

not rise too significantly, there is a strong likelihood that the
status quo will win out. Although core inflation is still fairly
stable, the global price index is tending to rise due to the
increase in energy prices, and also wages, which rose by 3.0%
on an annualised basis. The situation is similar in the euro
zone, where wages are picking up pace in countries where
unemployment is low and there is a shortage of qualified staff.
In this environment of rising inflationary pressures,
index-linked bonds (which are protected against interest
rate risk) are a protective asset that could be effective in a
bond portfolio.
With regard to the direction of long-term interest rates,
we believe that the 10-year German Bund yield could return
to positive territory in the next few months and stabilise at
around 0.0%. The economy would have to grow faster for
yields to increase more and there are not yet any signs of this
happening. This thinking also applies quite closely to the US,
where the 10-year T-Note yield could return to the 2.0% yield
zone and stabilise around this level.
In terms of corporate bonds, the highest rated bonds in
the investment grade segment offer limited yield potential
and in our view have little appeal, although spreads could
tighten by another few basis points with the improvement
in macroeconomic conditions. In the high yield segment,
absolute yields are around 3.0% overall depending on the
parameters taken into account in the calculation, which is
fairly low but attractive in relative terms. We believe that it
is time to start constructing portfolios based on a buy-andhold(4) strategy over three- or four-year horizons, increasing
positions if there are occasional upwards movements.
Capital is flowing back to emerging bonds denominated in
local currencies after the currency appreciations of recent
months. This is one of the last segments to offer significant
yields (around 5.0% overall), with currencies that don’t seem
excessively expensive and could benefit from the dollar’s lack
of direction. The US currency may effectively be weaker this
year in the absence of additional catalysts. In our opinion it
could return to the 1.15/1.20 zone, which on the whole would
be good news for emerging assets, and also for gold.
Gold currently has several advantages. Firstly, the Central
Banks are now buying gold again, to diversify their foreign
exchange reserves. This seems important at a time when the
issue of the intrinsic value of currencies may arise in a context
of record public (and private) debt and innovative monetary
policies, whose long term consequences we don’t know much
about. Gold also offers protection against several potential
risk scenarios and might act as a safe haven if the geopolitical crisis is more severe than expected and if inflation soars.
Lastly, given negative real interest rates, gold is not prohibitively expensive to hold. After its sharp rise since the month
of December, the price per ounce of gold is in a consolidation
phase that could bring it into the 1,500/1,550 dollar zone, in
other words levels that we believe it is worth buying at.

Quantitative Easing: massive purchases of debt securities by a central bank • (4) Buy and Hold: buy to then hold
The figures cited deal with past years. Past performances are not a reliable indicator of future performances.
(3)
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E Q U I T I E S

A yield-bearing asset
class!

the S&P 500 account for nearly 18% of
the index, for example. This is also the
case in Europe, where luxury goods
and cosmetics represent more than
30% of the CAC 40 index.

Equities performed very well in 2019,
but at the same time it was a year when
valuation multiples expanded, while
interest rates fell considerably, which
automatically increased prices in every
asset class. The equity markets therefore gained between 25% and 30%
overall, with profits that were almost
flat, or rose slightly. The 2019 PER(5)
for the S&P 500 index (based on
arnings that are more or less known)
is therefore currently nearly 20. The
same calculation performed for the
EuroStoxx index produces a multiple
of nearly 16 based on the more or less
known earnings for 2019.

Equities are currently attractive due to
their dividend yields, however. These
outstrip bond yields, which is the
paradox of the current situation.
Dividend yields are around 3.5% for
European equities and 2.0% for US
equities.

Our view is therefore that a continued
significant rise in the equity markets
cannot be relied on, especially if interest rates rise somewhat. It would need
to be driven by solid profit growth.
As far as this goes, the start of year
forecasts (increase of around 10% in
the US and Europe) seem somewhat
optimistic and not very compatible
with economic growth that is moderate, although positive. At this stage,
growth of between 0% and 5% appears
to be the most reasonable and credible
scenario.

In this environment, company
profits are unlikely to rise significantly.

We see little potential on the main
indices given these conditions, the
more so as they have rarely been so
concentrated; the five largest caps in

(5)

Our central scenario
To summarise, growth is currently
improving, but will stay fairly
sluggish, reflecting the natural
potential of the major countries’
economies, China included.

Given the considerable increase
in valuations, there is little potential for significant growth in the
stock market indices. That said,
equities are still attractive due to
their yields and because there is
not much alternative.

AGENDA

21
JANUARY

23
JANUARY

28
JANUARY

Bank of Japan
Monetary Policy
Meeting

ECB Governing
Council meeting

US Federal Reserve
(Fed) meeting

We are therefore expecting
markets with no major trends,
with a few more volatile phases
potentially linked to political
events. These will need to be
capitalised on when investing…

PER: Price to Earnings Ratio. A stock market analysis indicator: market capitalisation divided by net income.
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