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Moderate Acceleration in 2014 – US outlier driven by internal demand: We see a moderate acceleration of 
global growth in 2014 driven by the developed economies – however, the US shall be the outlier with growth 
fueled by internal demand and not by a wage compression driven export recovery. We expect that the rise in US 
government long term yields shall continue as Federal Reserve purchases decrease and expect that these purchases 
shall terminate by the end of 2014.     
 
Remain underweight on emerging markets – cannot rely exclusively on the business cycle: We remain 
underweight on emerging markets and commodities and view political risk in the emerging markets as 
increasing. While they may benefit from an upswing in the business cycle, they shall still have to drastically 
review their model, based on the availability of seemingly never ending cheap funding.   
 
Land in sight! Like swimmers seeing the shore, we are finally within reach of the end of the year. Markets have 
continued their exuberance, bolstered by three key factors: the US economy is growing, China has not collapsed 
and the Eurozone is signaling that the "Marianna's Trench" of the recession may be behind it.   
 
Global economy shall lumber forward - The dominoes are therefore in place for:  
1) A continuation of growth spearheaded by the advanced economies  
2) China: while both short term risks and long term risks exist, can still provide some support  
3) The Eurozone - seen as the focal point of a possible systemic crisis, appears to be stabilizing   
 
Emerging markets (EM) shall underperform: The EM shall continue to underperform, as they seek to strike a 
balance between increasing growth and tackling inflation. We see their policies as being dictated by short-term 
objectives and consequently see the pro –growth “inflationists” gaining the upper hand. This shall result in a 
short-term stabilization but longer term costs.  
 
We are increasingly hearing of the need to differentiate between the emerging markets. Short term, we doubt 
that the markets shall rise to this level of sophistication and expect that they shall continue to be viewed as an 
asset class. With regard to the currencies, we remain cautious and foresee possible further weakness versus the US 
Dollar.  
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We are concerned that 
the absence of recourse 

to home equity loans 
may place a brake on 
consumption. We read 
that over 10 million US 

households are still 
“under water” on their 

mortgages. 
 

Coupled with stagnant 
wages, this must beg 
the question of how 

increased consumption 
shall be financed. 

 
We are favorable on the 
US but see it as a play 
on increased efficiency 
and lower energy costs 
- bolstered by a modest 
increase - albeit driven 
by heavy discounting - 
of consumer spending.  

 
 
 

 

 
 
Turkey Act 1 Scene 1 Emerging Markets - We are not surprised by developments in Turkey - 
corruption is the inevitable fellow traveler of rapid economic growth. Many shall feel left out and their 
anger shall stoke civil and political unrest.  
 
Emerging markets capital flight shall increase - We see capital flight from the emerging markets 
increasing – as the insiders start taking out insurance for possibly less promising times. This is already 
being seen in property purchases in key markets. 
  
London property boom is sending a message - Anecdotally, we see the sharp increase in the prices of 
London property as driven by: 
 
1) Increasing fear of a tail risk 1789 scenario by EM rich  
2) Need for an escape hatch   
 
Political risk is increasing - We remain of the view that political risk has risen considerably – with the 
avalanche of cheap funding unleashed by QE now coming to an end – forcing unpopular measures to 
stabilize the current account.  
 
FX intervention shall not be sufficient - Foreign exchange intervention shall vary across the different 
economies – however, the influx of foreign funds having been driven by the desperate search for yield 
– FX intervention shall not be sufficient to redress the risk / return balance.   
 
Four years of QE - US economy breathing but not healthy! With regard to monetary policy, four 
years of quantitative easing has left the US: 
 
1) With an unemployment rate of 7 %  - the decline is largely due to the desperate exiting the work 
force  
2) A large part of the population caught in a Marxian "earn enough for bare subsistence" paradigm  
3) With an economy centered on a wealth effect spurring consumer spending and a vibrant   
manufacturing sector. 
4) A still massive output gap - which does not bode well for significant wage increases.  
 
Eurozone has reached corner it must turn! Please, this is not the 1950's!  
Turning to the miscreant of the global economy, we see the Eurozone as having made its way to the 
corner, which it must now turn. We continue to see slow growth, as export competitiveness is boosted 
by wage cuts - smashing mass internal demand.  
 
This is not the 1950's! These are no longer transformer economies!   
 
Deflation not the immediate issue!   
We recognize the risk of deflation however consider the issue somewhat premature. Deflation is seen 
as a threat to growth because consumers shall postpone purchases, in the expectation of price falls. 
This assumes that the consumers: 
 
1) Have the means to purchase   
2) Decide to postpone the purchases 
 
Issue is not deflation – issue is collapse in wages - This is an optimistic scenario when assessed against 
the current Eurozone periphery, where wage compression continues unabated. This is what is crushing 
internal demand not deflationary expectations.   
 
Eurozone is not Japan – potentially worse - Parallels are often drawn with Japan – however: 
Japanese economic stagnation was not accompanied by a collapse in real wages.  
Japanese stagnation was not the result of a massive financial crisis forcing recourse to drastic austerity 
measures.  Deflation is a threat however not the most pressing issue.  
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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	  

Remain cautious on EM - This leaves us with the emerging markets (except 
China). We remain of the view that: 
 
1) Growth in the major emerging markets shall slow,  
2) Investors shall continue to overweight advanced versus EM, 
3)  Several emerging markets are faced with a "Hobson's" choice:  
                  a) Embark on structural reforms and risk the ire of the population
  b) Delay structural reforms and hope to ride the business cycle  
 
Luxury goods stumble! We see as a harbinger of things to come that while the 
luxury sector has experienced a slowing of growth in the emerging markets it 
seems to have a lease on life in the advanced economies.  
 



Do not see pick up in Eurozone bank lending! Monetary policy shall remain accommodating, however, we see continued strictures on lending 
driven by: 
1) Cyclical factors: bank reluctance to lend in a stagnant/recessionary environment   
2) Structural factors: increasingly stringent capital requirements, signaling the need for massive re-capitalization or de-risking.   
The de-risking process has not yet run its course. Given the lack of alternative financing to bank credit for most Eurozone companies, this shall 
continue to weigh heavily on their prospects. 
 
Commodities - We reiterate our underweight recommendation on this asset class, while not excluding that surprisingly strong economic data 
may lend prices a boost. Our focus remains on the supply side, where massive capacity is coming on stream.    
 
 
 
 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	   	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	  
	  


