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We continue to see a moderate expansion in the global economy in 2014, with the developed 
economies providing the major impetus in terms of both an increase in domestic demand and 
“ripple” effects with regard to global supply chains. As concerns credit risk, we maintain our 
somewhat contrarian stance and continue to privilege in our fixed income selection strong 
credits. This applies to both sovereign and corporate risk. As concerns equities, we are sticking 
to financially strong companies, with low leverage and broad geographical sales spread. Stance is 
unchanged with regard to commodities and emerging markets.  
 
Globa l Economic Outlook  
The case for moderate expansion remains convincing, despite the downward revision of first 
quarter US GDP growth and a brittle recovery and mixed data flow from the Euro Zone. We 
wish to stress that the cardinal point is not the absolute level of economic growth, which 
remains modest, but the relative improvement. Investors are increasingly grading economies on 
efforts and not results.   
 
With regards to the US, while the contraction in the first quarter was expected, we are not quite 
so sanguine with regard to a “jack in the box” snapback from the depths of winter. The US 
consumer, the “bench strength” of the economy, is still cautious and coping with minimal wage 
growth and continued high fuel costs. In addition, the housing sector is laboring under multiple 
constraints.  
 
So, we may well ask, where are the US corporates? We are still seeing relatively low levels of 
capital investment. This reflects both prudence with regard to economy, as well as a still 
considerable output gap.  
 
With regard to the Euro Zone, while the storm has abated with regard to the debt crisis and 
systemic risk scenario, the challenge appears to have shifted to reviving economies still beset by 
the challenges of two closely intertwined factors – low growth and stubbornly high debt levels.  
 
Low growth or outright recession has led to in some cases an increase in the debt to GDP ratio. 
Going forward this task shall be rendered more difficult should measures aimed at staving off 
deflationary pressure s not be successful as revenues fall but debt levels remain constant in 
nominal terms and increase in real terms.       
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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	  analysis	  about	  the	  world	  economy.	  
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In emerging markets we like 
economies with a strong 
external position, large internal 
markets and where we still see 
large foreign direct investment 
– which has historically been a 
better predictor of long term 
growth than the retail investor.  
 
Our key choice remains Brazil.  
We recommend these markets 
only for investors with a five-
year plus horizon and willing to 
accept substantial price and / or 
currency volatility. 
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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	  

 
As concerns the political picture, the recent EU elections have 
highlighted the massive discontent brewing under the surface of 
apparently recovering economies. It is often said that the most 
dangerous moment for a bad regime is when it tries to start 
reforming itself – as this raises expectations. This appears to have 
been true in the EU and Euro Zone, where anti – EU and, in some 
cases, far right parties, made considerable inroads. 
 
 

We are of the view that the riskiest situation is France, where the austerity policies 
underpinning the recovery of the second Euro Zone economy have been shown to be 
deeply unpopular. The French government is in a quandary, with little room in which to 
move with regard to the economy but pressed to act on the political front to stop a further 
advance by the far right. 
  
In Italy, the government is bolstered by the vote but shall now have to tackle the most 
difficult reforms – primarily moving to a more flexible labor market. This shall not be easy, 
with many governments having had to desist from these reforms in the face of massive left 
wing opposition.  
 
Without wishing to strike an unduly pessimistic note, the Austro – Hungarian Chancellor 
Metternich famously said, “Italy was a geographical expression”. The EU elections have 
dealt a powerful blow to the founding myth of post-war Europe, based on ever-closer 
economic and political integration. This has now been challenged as the EU and the Euro 
Zone cope with the aftermath of the worst post war recession. 
  
With regard to monetary policy, the focus is now on the ECB – which is expected to 
announce at its next meeting measures aimed at deflecting the risk of deflation and 
gradually lifting inflation to the ECB target of 2 per cent. While the possibility of QE has 
been voiced, it seems that this is not an immediate prospect.  
 
The focus shall be on reducing interest rates and possibly another round of LTRO. With 
regard to another round of massive liquidity, the ECB appears to be pinning its hopes on 
three factors: (1) The fall in perceived systemic risk (2) Following on (1) a lesser need for 
banks to support sovereign debt (3) Following on (2) a greater willingness and ability of the 
banks to provide funding to corporates.  
 
While we hope that this policy shall succeed in increasing credit to European companies 
and thus permitting needed investment, we harbor reservations as to the willingness of the 
EU banks to increase lending in a context of capital adequacy reviews by the ECB / EBA. 
 
Investment Stra tegy  
The driving factor underpinning the markets is a continued policy of monetary 
accommodation by several of the world’s major central banks. Despite the announced 
reduction of asset purchases – aimed at lowering the cost of medium term funding and 
lowering the threshold for capital investment – short-term rates remain very low. This has 
both created a “carry trade” effect with regard to the stock markets and continued to push 
investors into riskier assets.  
 
Continued low interest rates do not in preclude market corrections. A liquidity driven 
market is still subject to disappointing earnings, renewed doubts as to valuations and an 
escalation of geo-political tensions. 
  
 



Today’s report of a contraction in the US economy in the first quarter of 2014 shall stay the Federal Reserve’s hand with 
regard to raising short-term rates. However, we see a risk in that the Federal Reserve shall now be looking at a broader 
range of indicators. This shifting focus in selection of the weighting of the key indicators may make it more difficult for 
investors to discern changes in policy.   
 
We are seeing investors tip toeing back into the emerging markets. Investment managers are re-balancing and some 
investors are buying riskier assets on the assumption of continued monetary easing.  
 
Equities   
We are maintaining our 40% allocation. The low interest environment continues to prevail over macro performance and 
the “Indian Summer” plays on! Earnings have not been spectacular – whatever the weather – and see scant justification to 
increase the equity allocation.  
 
We like the developed economies – epicenter of the “Great Push Forward” and traditional sectors and large capitalization 
stocks; the valuation metrics are clearer; in the event that the economy should disappoint, shall suffer less.  
 
In emerging markets, we like economies with a strong external position, large internal markets and where we still see large 
foreign direct investment – which has historically been a better predictor of long term growth than the retail investor. Our 
key choice remains Brazil.  We recommend these markets  only for investors  with a f ive-year plus horizon 
and wil l ing to accept substantial  price and /  or currency volati l i ty .  
  
Fixed Income  
We are maintaining our fixed income asset allocation at 45%. We remain focused on the short end of the curve and 
strongly recommend not shorting rates, as while we see the medium term direction as up, we see considerable volatility 
ahead.  
 
We are not avid buyers of Euro Zone sovereign peripheral debt, due to   still high debt to GDP ratios remain high and 
uncertainty as to whether the collapse in yields has not been caused by the anticipation of ECB QE and / or deflation. We 
see better risk adjusted return in US Treasuries.  
 
Commodities 
We continue to see commodities as a short term trading opportunity and not a long-term investment strategy. We see the 
super cycle of the last 10 years as an exception and see the volatility outweighing the short-term profit potential.  
 
Cash  
We are maintaining our 15 % allocation. Cash re-deployment shall be gradual and focused on picking up quality assets at 
favorable prices. Commodity funds, where we see a collapse of ten percent plus in the commodity indices from current 
levels as a buying opportunity and selected Euro Zone debt in the event of a correction and more appropriate credit 
spreads. 
	  


