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Global Economic Outlook - We reiterate our base case non end of the world view of a gradually 
recovering US economy driven by internal demand, as consumers awake from their “Rip Van Winkle” 
sleep, lower consumer leverage and an increase in bank lending.  
 
Should the wait for the US consumer take on the allures of the immortal Godot – who never arrives – in 
“Waiting for Godot” -, lower energy prices relative to other economies shall provide a buffer. This shall 
allow US manufacturers to partially offset restraints on pricing power and reinforce their advantage over 
foreign competitors.  
 
The US position is in sharp contrast to the Euro Zone, whose progress is dependent on increased exports. 
Within this dynamic, “core” Europe is exporting high value added goods, while the periphery’s dominant 
strategy remains exports of lower value added products, whose competitiveness is driven by internal 
devaluation – wage reductions.  
 
We reiterate our view that an emerging market economy strategy superimposed on a developed economy 
is subject to constraints. We do not see a lasting recovery without a substantial increase in internal demand 
– which has been crushed by stagnant and / or falling wages. This situation shall not be helped by possible 
further bank de-risking following completion of the ECB review.   
 
With regard to the emerging markets, while we have seen selective improvement, we remain of the view 
that the investment story is starting to shift from a growth optic to a value stance. Investors are attracted 
by what appear to be low PE ratios – seen as limiting downside risk – and not by a continuation of short 
term high growth rates. This marks a sea change in investor strategy and may cap price rises, with investors 
becoming increasingly demanding. With developed economies on the mend and risk free rates expected to 
gradually rise – emerging markets shall face more competition for capital.  
 
What of China? Our base line is that an economy where growth expectations revolve around government 
stimulus cannot be seen as a long-term hedge against a weakening of global growth. China’s saving grace is 
that while the banking system is replete with bad loans, with overall risk heightened by the shadow 
banking system, the external position remains robust. Chinese systemic risk versus the global economy 
stems from a collapse in internal demand and not a debt default.  
 
Turning to geo-political risk, we regard it as momentarily quiescent but far from resolved. While it is 
definitely positive that there are ongoing discussions between the US and Russia, the strategy has shifted 
from “push back” to the policy – first coined by George Kennan and adopted versus the Soviet Union – of 
containment. Russia has created facts on the ground and has tested the West’s mettle. We cannot rule out 
further confrontation.  
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We are starting from 
the assumption that the 
Federal Reserve shall 
continue reducing its 
asset purchases at a 
steady pace and shall 
have phased the 
purchases out completely 
by the end of 2014. 
 
 
We see political risk as a 
factor injecting 
increased volatility and 
reiterate our view that 
an increase in interest 
rates shall force 
investors to be more 
selective in their stock 
selection. 
 
 
However, we do not see 
as likely prospects of a 
“Kondratieff” cycle of 
capital investment 
sparking massive price 
increases. 

 
 

 
 

 
 
With Japan remaining the sole major developed economy still practicing quantitative easing, we 
remain of the view that this shall push investors to be increasingly selective. The weight of 
money argument shall need to be revisited.  
 
Equities - We are maintaining our equity asset allocation recommendation at 40 %. This rests 
on two foundations: We see political risk as a factor injecting increased volatility and reiterate 
our view that an increase in interest rates shall force investors to be more selective in their stock 
selection. The focus is shifting from buying the market to buying the stock – it shall be easier 
to be wrong!   
 
Within our equity asset allocation, we remain overweight the developed economies, which 
barring a major geo-political disruption, we see as making, albeit via different routes, steady 
progress.  
 
In this context, we see Europe’s incipient “ mini – Renaissance” as both restoring the US – 
Europe dynamic which has been the principal axis of global growth since 1945 and mitigating 
the risks stemming from a slowing and / or re-orientation of the Chinese economy. The EU and 
the US are the two largest single global markets. The global economy has been firing on one 
cylinder. An - even timid – European growth shall have a disproportionate effect.  
 
We are maintaining our focus on financially strong companies. Still constrained pricing power is 
forcing companies to minimize both operating and financing expenses. A strong cash flow from 
operations and low debt provide the best buffer against both financial turbulence and deflation.   
 
We are cautious as to companies with substantial exposures to the emerging markets but shall be 
ready to seize opportunities should the discount to the market become excessive. However, we 
prefer to play an eventual emerging markets turnaround directly via "pure play" emerging 
market firms and reaping the full potential.  
 
Fixed Income - We are keeping our allocation at 45 %. We continue to see two factors at work 
in the fixed income market. The first is the exit of the Federal Reserve, which has been a steady 
buyer of US risk free assets. This has shifted the floor for bond yields higher. The second is safe 
haven buying on geo-political risk – introducing greater volatility.  
 
We are still staying at the short end of the curve in anticipation of a rise in rates. On the US 
corporate side we continue to favor financially strong companies, as it is practically impossible to 
guess when the "tipping" point shall arrive for the high yield market.  
 
Commodities - We remain underweight on this asset class – where demand flows are linked to 
one major buyer – China. Given the volatility, driven both the lack of transparency and often-
contradictory Chinese data flow, we see commodities as short term trading opportunities. 
However, we do not see as likely prospects of a “Kondratieff” cycle of capital investment 
sparking massive price increases. 
 
Cash - We are keeping our cash allocation at 15 %, with the objective of redeploying cash 
gradually as opportunities arise across a broad spectrum of asset classes – fixed income, equities 
or should we deem the selling overdone, in commodity ETF.  
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Our	  Portfolio	  
Allocation:	  

Equity:	  

40%	  

Fixed	  Income*:	  

45%	  

Cash:	  

15%	  

*	  Short	  Durations,	  ladders	  and	  floating	  
rates.	  We	  are	  avoiding	  EM	  and	  high	  
yield,	  with	  a	  few	  exceptions	  

Investment Strategy - We are starting from the assumption that the Federal 
Reserve shall continue reducing its asset purchases at a steady pace and shall 
have phased the purchases out completely by the end of 2014. Policy shall 
shift towards conventional monetary policy, focused on short-term interest 
rates.  
 
As to the issue of when short-term rates shall rise, we see increased 
uncertainty, given the broad array of metrics which the Federal Reserve has 
said that they shall consider. This shall give the US central bank far greater 
leeway. Be ready for nasty surprises!  
 



 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	  


