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The global economy shall continue to expand at a moderate pace. We favor developed markets, 
strong credits and with regard to equities, companies with low leverage and broad geographical 
sales spread. We remain underweight on commodities and are selective as to emerging markets.  
 
Global Economic Outlook - Despite fits and starts, we continue to make the case for a 
continued global economic expansion, with the focus on the developed economies, where even 
a slight increase in economic activity can produce powerful ripple effect in both domestic and 
external supply chains.  
 
Without wishing to strike a chord of unwarranted optimism, we are seeing stirrings of a 
consumer “awakening”, in the US on gradually improving consumption – albeit still heavily 
bargain driven – and in the EU, where consumer confidence appears to be picking up.  
 
Whether this is a sign of the shape of things to come remains to be seen. We may however see 
less reluctance by the European prosperous to part with their savings. In this context, we 
reiterate our view that the EU is the US four years ago, having succeeded in reducing systemic 
risk and very gradually starting to lift off from the “Marianna’s trench” of a mauling recession.  
 
That said – the Euro Zone must still focus on restarting the transmission of bank credit, upon 
which the small and mid – size companies, which form the backbone of several of the 
economies, are dependent. Bank credit shall be critical for the financing of industrial capital 
investment. This shall, by allowing a reduction in per unit costs, lessen reliance on wage 
reductions - which have crushed internal demand – as the principal means to increase 
competitiveness.  
 
We remain cautiously positive on the US – although we see a 3 per cent growth rate for 2014 as 
difficult in the light of the slow start to the year due to the intense cold. The US expansion 
continues to rest on the domestic economy – lower consumer debt levels, increasing bank credit 
and continued strength in the manufacturing sector – as consumers step up “catch up” 
purchases of durables and companies slowly expand capital investment.  
 
We reiterate our skepticism as to the residual capacity of the housing sector to fuel incremental 
growth. The “wealth effect” is ebbing and – although still near historical lows – even slightly 
higher mortgage rates are proving a major hurdle for many buyers. This also reflects the scant 
increase in disposable cash following 5 years of so called economic recovery. A normalization of 
interest rates, where 10 year risk free yields are 6 %, shall be sufficient to block any housing 
revival dead in its tracks.  
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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	  
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adjunct	   faculty	   member	   at	   New	   York	  
University	  and	  speaks	  regularly	  on	  Class	  CNBC	  
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It appears that the 
Russians have reverted to 
the tactic made famous 
by the Eastern European 
communists in the run 
up to their seizure of 
power after 1945 – the 
“salami” tactic, with the 
Russians intent on 
eating up the Ukraine 
slice by slice! 

 
With regard to macro, 
the equity markets may 
be enjoying an “Indian 
Summer” driven by low 
short-term rates; the full 
effects of the withdrawal 
of QE are extremely 
difficult to quantify and 
are unlikely to be linear.  

 
 

 
 
	  

 
The massive presence of retail investors in emerging markets was driven more by the 
quest for yield and the availability of low cost financing than by a long-term optic. 
Historically, those who have reaped the greatest rewards in emerging markets have 
been the long-term foreign direct investors - willing to ride out volatility and bouts of 
macro-economic instability. Brazilian monetary crises and defaults did not prevent 
Brazil from becoming an industrial powerhouse. Emerging markets are not for 
beginners!  
 
We do not see a decrease in geopolitical risk, with the Ukrainian situation still in 
turmoil. It appears that the Russians have reverted to the tactic made famous by the 
Eastern European communists in the run up to their seizure of power after 1945 – the 
“salami” tactic, with the Russians intent on eating up the Ukraine slice by slice! 
 
The West appears to not only acquiesce in this strategy but has lessened the risks for 
the Russians by making clear that military action is not an option!  This has allowed 
Russia to clearly define its worst-case scenario and encouraged them to persevere in 
their efforts to split the Ukraine.  
 
Investment Strategy - The Federal Reserve’s decided yesterday to continue reducing its 
asset purchases notwithstanding the stationary state of the US economy in the first 
quarter. This provides support for the view that the focus is both internal and geared 
to business cycle management – short-term interest rates - as opposed to the reduction 
of systemic risk- quantitative easing and flattening of the risk free asset yield curve. 
 
We remain of the view that the critical issue is not when short-term interest rates shall 
rise but how quickly they shall rise. The devastating impacts to asset markets have not 
stemmed from interest rate increases, but from sudden, unexpected increases. We are 
working on the assumption that the likelihood of this happening is directly correlated 
to time – the longer interest rates stay low, the greater the chance of a sudden, upward 
adjustment.  
 
The increasing interconnections between markets may reinforce this effect – in 
particular with regard to the emerging markets. The weight of money is now more 
topical with reference to flows between markets as opposed to flows between asset 
classes.  
 
Equities - We are maintaining our equity asset allocation recommendation at 40 %. 
This rests on several assumptions. With regard to macro, the equity markets may be 
enjoying an “Indian Summer” driven by low short-term rates; the full effects of the 
withdrawal of QE are extremely difficult to quantify and are unlikely to be linear. 
With regard to micro factors, corporate earnings have been mixed – in some cases 
missing modest expectations and we cannot exclude further bouts of existential angst 
with regard to technology valuations. 
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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	  

What of the emerging markets? We remain cautious on the 
emerging markets, which we continue to view subject to two 
pressures: The first is the whim of monetary policy in the developed 
economies, with a sudden “not in script” increase in interest rates a 
risk; the second is the increased dependence of several of the 
emerging economies on a slowing Chinese economy. While 
formerly a concern for the commodity producers, due to extensive 
outsourcing by Chinese companies to reduce labor costs, this 
dependence is now impacting supply chains in several Asian 
countries.  
 



While remaining overweight the developed economies, we are focusing on traditional sectors, less subject to valuation 
difficulties, allowing for greater transparency as to establishing a “floor” for the price. We still see the technology and 
social media sectors as subject to more potential disruption. We are maintaining exposure to the sector however with a 
focus on relative performance, are concentrating on the large cap stocks.  
 
As concerns the emerging markets, we are focusing on economies with large internal markets and where we still see large 
foreign direct investment, such as Brazil. We recommend these markets only for investors with a five-year plus horizon 
and willing to accept substantial price and / or currency volatility.  
 
Fixed Income - We are maintaining our fixed income asset allocation at 45 % and while remaining focused on the short 
end of the curve strongly recommend not shorting rates. While we see the medium term direction as up, we see 
considerable volatility ahead. While remaining cautiously optimistic on the EU recovery, we are not breaking down the 
door to buy peripheral debt. This is dictated by the reality of still bleak debt to GDP ratios and uncertainty as to whether 
the collapse in yields has not been caused by the anticipation of ECB QE and / or deflation.  
 
With regard to corporates, we are focused on financially strong companies, with low leverage and a strong presence 
outside of the single currency zone, allowing for greater pricing power. A strong cash flow from operations and low debt 
provide the best buffer against both financial turbulence and deflation.   
 
Commodities - With the rate of incremental demand from China’s industrialization ebbing and supply increasing, we see 
commodities as 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 a cash position of 15 % to take advantage of both market and specific asset corrections. Cash 
re-deployment shall be gradual and focused on picking up quality assets at favorable prices. These may also include 
commodity funds, where we see a collapse of ten percent plus in the commodity indices from current levels as a buying 
opportunity. 
 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	  


