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Capital	   reverts	   to	   place	   of	   origin: despite the fall in equity markets, developed economies 
continue to outperform. This is driven both by continued signs of selective improvement and by 
the continued turmoil in the emerging markets.  If this heralds a type  of a triumphant “Return 
of the Jedi” for the developed economies remains to be seen.  
 
Emerging	  markets	  face	  the	  music: For now , investors appear to be fleeing what they perceive to 
be assets presenting a skewed risk / return profile, as emerging markets appear to have internally 
bumped up against structural problems never resolved and externally,  are laboring under the 
prospect of  ever more expensive “carry trade” strategies.  
 
Emerging	  Markets	  Act	  1	  Scene	  1: We see the shift out of the emerging markets as secular and 
not cyclical and believe that we are in the presence of a “sea change” in investor perceptions.  The 
desperate chase for higher yields wrought an overvaluation of emerging and frontier market 
sovereign debt and provided cheap funding to selected companies.  This strategy is coming un-
stuck as investors can, or believe that they shall soon be able to, obtain risk commensurate returns 
on risk free assets of politically stable nations.  
	  
Also, with regard to equities, investors are privileging restructured and efficient companies in the 
developed economies over a never-ending high growth scenario in the emerging markets, which 
now seems less plausible.   
 
Manage	   through	   an	   upturn	   in	   interest	   rates:	  Efficiency and the ability to in the short term 
manage through an upturn in interest rates is trumping the longer term appeal of an ever larger 
middle class in the emerging markets eagerly buying up new products.   
 
A	  new	  round	  of	  protectionism? What shall be the consequences? As “hot money” rapidly leaves 
the emerging market shores, selected countries shall have a more difficult time in financing their 
current account deficits. This may lead to a resurgence of trade protectionism staunching sales by 
developed economy companies.  
 
Cannot	   exclude	   a	   balance	   of	   payments	   crisis: We cannot exclude balance of payments crises 
requiring restructuring programs. The markets are correcting far faster than the ability of these 
countries to enact long overdue reforms.   

Contents	  

First	  Page	  

US	  remain	  a	  better	  option	  	  

BRICS	  face	  further	  difficulties	  

Wage	  Growth	  still	  non-‐existent	  

Export	  boost	  in	  Europe	  

Central	  Banks	  and	  the	  fragile	  

recovery	  

Second	  Page	  

US	  cannot	  live	  on	  wealth	  effect	  

Comment	  on	  US	  job	  market	  

Frozen	  bank	  credit	  

Focus:	  Elections	  in	  Germany	  

	  

Newsletter 

Jean's	   role	   as	   a	   senior	   analyst	   at	   GC	  
Group	   is	   to	   analyze	   macroeconomic	  
trends	   and	   translate	   these	   into	   asset	  
allocation	  and	   investment	   strategies	   for	  
our	  clients.	  	  
	  
Jean	   is	   an	   adjunct	   faculty	   member	   at	  
New	   York	   University	   and	   speaks	  
regularly	   on	   Class	   CNBC	   providing	   in-‐
depth	  analysis	  about	  the	  world	  economy.	  

Economic 

September	  2013	  



	  

	  
	  

	   	   	  

	  

	   	  

	  

	  

Central	   Banks	   currency	   intervention,	   fighting	   a	   losing	   battle:	  
With regard to the intervention by India and Brazil, we see these as 
being rearguard actions aimed at slowing the rate of descent but not 
sufficient to stem the decline. In the case of Brazil the depreciation is a 
welcome boost to efforts to re-establish industrial competitiveness 
without having to reduce real wages in the run up to an election year. 
   
Brazil	   needs	   to	   depreciate	   currency	   to	   boost	   non–commodity	  
exports:	   With at best moderate prospects for commodities, Brazil 
needs to find a partial replacement for its commodity foreign revenue 
inflows. These bolstered its reserves and moved the country from a 
binary - default  / no default proposition, to attracting investors across 
a broad range of assets and more importantly, helped – by 
strengthening the sovereign risk profile – to create new fun funding 
channels for the private sector	  
 

We	  remain	  skeptical	  on	  China:	  We remain skeptical as to China and cannot but be nervous when a large share of global investor sentiment 
hinges on incremental state investment in an economy where government spending is already 50 per cent of GDP. Well founded concerns 
as to the accuracy of  economic data persist. It is only a matter of time prior to the bad loans in the official and shadow banking system 
posing a major risk to the economy.  
 
Eurozone	   exports	   advance,	   but	   internal	   demand	   remains	  weak:	  Turning to the Eurozone, while we are cheered by the increase in 
exports and slowing of the rate of contraction in the hardest hit economies, domestic demand remains weak. A recovery built on a decline in 
real wages and export growth rests on fragile foundations.    
 
EU	  banking	  system	  still	  needs	  to	  de-‐risk	  –	  shall	  reduce	  credit:	  The banking system is in the process of de-leveraging to meet increasingly 
stringent capital requirements and shall not be providing the necessary support for either capital investment - critical to improving 
productivity - or to finance consumption.  
 
Not	  surprised	  at	  possible	  new	  injection	  of	  funds	  for	  Greece:	  With regard to the endless Greek saga and the prospect of a further injection 
of funds, this is not a surprise. A stabilization of the Greek situation was posited on a far more optimistic view of a Eurozone recovery than 
today’s dismal reality.   
 
Systemic	  risk	  lower	  but	  not	  eliminated:	  As concerns systemic risk, we see this as having abated but as not having disappeared. An increase 
in interest rates driven by a US recovery and end of Federal Reserve easing, not matched by a commensurate improvement in Eurozone 
fundamentals, shall put pressure on the weaker members of the single currency zone.   
 
Cautiously	  optimistic	  on	  US	  –	  remain	  wary	  of	  reliance	  on	  “wealth	  effect”:	  Having done this Cooke’s tour of the world, looking at the 
US, we remain cautiously optimistic. However, we remain wary of an incipient economic recovery predicated on a “wealth effect” from 
housing, rendering any progress dependent on interest rates.   
 
 

 
 
 
 
 
 
 
 
The Christian Democratic Union of 
Germany (the black party): founded 
in 1945 and currently the major party 
of the centre-right German politics, 
CDU has a Christian democratic and 
liberal-conservative political ideology. 
Its leader Angela Merkel is the 
current Chancellor of Germany. 
Together with its sister Christian 
Social Union of Bavaria (CSU), with 
whom Merkel’s party cooperates on 
multiple issues, it is considered the 
main conservative party in Germany.  
 
Last elections: 239 seats, 33.8%. 

 
 

FOCUS: ARE ELECTIONS IN GERMANY GOING TO 
SHAPE EU DECISION MAKING? 

Once upon a time the European leaders were actively talking about fiscal 
and economic integration within the Eurozone..  

 
Many will remember European leaders 
discussing about the “European Stability 
Mechanism” (ESM), a tool aimed to 
weaken the vicious circle between banks 
and sovereigns by directly bumping cash 
into failing banks. Although the outlines 
for the mechanism seem to find a certain 
degree of consensus among the 
Eurozone’s finance ministers, “direct 
recapitalization” will not occur until next 
year. All the decisions aimed at finalizing 
the European Banking Union will be 
taken at a later date. 
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Of course, the political and technical complexity of the issue does not help, but it is a 
widespread belief that approaching parliamentary elections in Germany may have played a role 
in these delays, once again showing how much German domestic politics weight on the 
European Union’s functioning. While Germans will be called to the polls on September 22, 
the world is closely watching and waiting for the outcome. 
 
When asked , Ms. Merkel denies that German politics may have halted or altered any 
European decision. As a matter of fact, however, the uncertainty arising from the  upcoming 
elections in Germany is preventing any major policy decision from European leaders: bailing 
Greece out again, together with any step towards the European banking and fiscal union, is 
highly unpopular in Germany. No potential leader in search of  public approval would publicly 
agree to these steps. Given these premises, progress is now very slow in the European Union. 
 
According to recent opinion polls, Angela Merkel is the most popular politician in Germany 
and her Christian Democratic Union - together with its Bavarian sister CSU - is the leading 
party in the German political scene, enjoying a steady 41% support rate. In a Forsa poll for 
Stern Magazine, the SPD was at 22%, while an SPD-Green party alliance’s consensus lies 12% 
below the alliance CDU-FDP. It is thus patent that, ceteris paribus, the outcome will be for 
another coalition government. 
 
Nevertheless, the shape of the coalition that will rule Europe’s biggest economy for the next 
four years is still unclear. Politicians now deny any intention of taking part in any coalition 
other than their first preference: 
 

• Black-Yellow Coalition (right-centered): Merkel's (CDU) current centre-right 
alliance with the liberal Free Democrats (FDP), which  now has a parliamentary 
majority. Constant bickering between the two parties in the last four years has made 
the coalition less popular than it used to be, with a 41% support in opinion polls. 

• Red-Green Coalition (left): on the left, there is the current parliamentary 
opposition of Social Democrats (SDP) and the environmentalist Greens. This 
alliance is currently polling only 40%. 

Opinion polls continue to indicate that a clear win by either of these remains unlikely: 
politicians will be compelled to compromise if they want to form a ruling government. Two 
major scenarios are now emerging:  
 

§ Grand Coalition of CDU and SPD led by Ms. Merkel: the same coalition that Ms. 
Merkel led from 2005 to 2009, this represents the option that most Germans (51-
52% in polls) - together with Washington, London and most of EU - would favor. 

§ Red-Green-Yellow Coalition or the “Traffic Light Coalition”: coalition between 
SPD, Greens and FDP, the only one that would see Mr. Steinbrück (the currently 
finance minister) as new chancellor. This faces strong opposition from the FDP.  

	  
	  

	  
	  
The Social Democratic Party of 
Germany (the red party): one of 
the two major contemporary 
political parties in Germany, along 
with the conservative CDU, and is 
led by Sigmar Gabriel. The SPD 
last governed in a grand coalition 
with the CDU/CSU from 2005 to 
2009. In the elections of 2009 its 
share of votes dropped from to 
23%, compared to 34.2% in 2005, 
thus making it the largest 
opposition party in the Bundestag.  
 
Last elections: 146 seats, 23.0%. 
 
The Free Democratic Party (the 
yellow party): the FDP is a liberal 
and classical liberal political party 
that strongly supports human 
rights, civil liberties, and 
internationalism. The party has 
shifted from the centre to the 
centre-right over time. Since the 
1980s, the party has supported 
economic liberalism, promoting 
free markets and privatization as 
major growth engines.  
 
Last elections: 93 seats, 14.6%. 
 
The Left Party: generally regarded 
as the most left-wing party in the 
Bundestag, the Left describes itself 
as democratic socialist. The party 
was founded in 2007 after the 
merger of the post-communist 
Party of Democratic Socialism 
(PDS), successor to the Socialist 
Unity Party that ruled East 
Germany until 1989, and the 
Electoral Alternative for Labour 
and Social Justice (WASG), a left-
wing breakaway from the Social 
Democratic Party (SPD).  
 
Last elections: 76 seats, 11.9%. 
 
The Greens: environmentalist 
political party, formed in 1993 
from the merger of the German 
Green Party (founded in 1980) and 
Alliance 90 (founded during the 
Revolution of 1989–1990 in East 
Germany). For two electoral terms, 
from 1998 to 2005, the party 
formed the Federal Government 
together with the Social 
Democratic Party (SPD).  
 
Last elections: 68 seats, 10.7%. 
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So, what does it mean for Europe? For all the noise and speculation, the next government shall not be significantly different from the 
present one in terms of European Economic Policy: “solidarity in exchange for solidity” will likely remain Berlin’s mantra for Eurozone. 
Both CDU and SPD said they will remain committed to “stabilize the Eurozone”, though the latter seems to be particularly reluctant to 
promote the ESM as a direct bank recapitalization tool. Notwithstanding, when it comes to the future of the European Union, very little 
has been discussed in the election campaign, but this may change after Mr. Steinbrück raised concerns about the imminent Greek bailout 
that Ms. Merkel appears to have strategically omitted.   
 
The Eurosceptic Alternative fur Deutschland would be the only party whose entry into parliament would mark a real break with the past. 
Until now, the Eurosceptic party has failed to get more than 3% in the election polls. If the party can turn the Greek bailout issue into a 
major theme of the campaign, it may achieve the threshold of 5% required to seat in parliament, thus making a Grand Coalition (and 
compromising) unavoidable for Merkel’s CDU and SPD. 
 
One way or another, Ms. Merkel is likely to be re-elected (she has a 63% approval rating compared to a meager 29% for her major rival 
Peer Steinbrück), but she will either have a tiny majority with the FDP, or she will be forced to compromise and share the power in a 
Grand Coalition. Either way, the opportunity to precipitate to new election will be tangible. It seems like Germany is not going to 
become easier to deal with in the future. Maybe this would be the right time for European decision-makers to cut the umbilical cord with 
German politics. 
 


