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We see the stock market correction as not finished and expect an uneven recovery in stock 
prices, weighted predominantly towards the developed economies.   
 
We continue to longer-term favor the US Dollar and remain cautious EM currencies - at 
the whim of the Federal Reserve and any risk tolerance reduction outflows. 
 
Asset Allocation  
 
Equities   40 %  
Fixed Income  40 %  
Cash   20 %  
 
We continue to abide by the following metrics – in order of priority:  
 
Currency  
Quality  
Duration  
 
Key risks  
 
Systemic risk - We confirm our view that China is now in the systemic camp  
Macro - US Federal Reserve strategy remains the dominant factor and will, together 
with China, set backdrop for all asset classes – we expect asset markets to march in 
lockstep  
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Continued focus on the Chinese economy – still playing “pin the tail on the donkey” to 
estimate the growth rate!  
 
We continue to focus on the Chinese economy, with increasing skepticism as to “state 
of the nation” of alleged second global economy. The data risk coupled with the size of 
the economy harbors a massive potential for negative surprises. Government 
intervention has proven almost useless with regard to the stock market, raising doubts 
that the government’s ability to steer the economy at will has been impaired.  
 
Expect a further Chinese devaluation – we will see currency war in Asia  
 
We expect further Chinese currency devaluation and inception of a regional 1930’s 
type competitive devaluations across Asia – will the US still be as enthusiastic as to the 
Transpacific Partnership in this new context?  
 
Do not see short term catalyst for emerging markets turnaround 
 
We confirm our cautious view on the emerging markets and see no short term catalysts 
for a turn-around in their economies. There shall be further pressure on EM assets even 
in the absence of a Federal Reserve rates rise, as the China slowdown impacts the 
intermediate products and natural resources supply chain.  
 
Before it was don’t fight the Federal Reserve – in Asia don’t fight the Chinese central bank  
 
EM currencies are likely to fall as governments realize that it is useless to take on China 
and its US Dollars 3.3 trillion FX reserves, with further pressure stemming from an 
upwardly mobile US Dollar. Investors are becoming increasingly nervous as to the 
potential of large short term FX losses and are liquidating assets and selling the 
currency.   
 
Contrasting signals from the Federal Reserve, but current volatility does not seem to have 
changed overall trajectory  
 
We are seeing contrasting signals from the Federal Reserve, however the recent market 
volatility has not seemed  
to dampen the overall orientation towards raising interest rates.  
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We cannot exclude mistakes 
by the Federal Reserve but 
stand by our view that the 
US has reasonable longer-
term fundamentals. This is 
reflected in continued strong 
capital inflows from Euro 
Zone companies seeking to 
escape stagnation. Lower 

energy costs and the hopes of 
a "Rip Van Winkle" 
awakening of the US 

consumer are beckoning 
foreign investors to our 

shores. 
 
 

	  



 
 
Shall EM devaluations lead to imported inflation or are we in a new deflationary paradigm?  
 
The key question shall be whether these EM currency devaluations shall usher in imported inflation - forcing a 
raising of interest rates and a choking of growth – or whether this risk shall be offset by a new deflationary 
paradigm. 
 
Shall EM devaluations lead to imported inflation or are we in a new deflationary paradigm?  
 
The key question shall be whether these EM currency devaluations shall usher in imported inflation - forcing a 
raising of interest rates and a choking of growth – or whether this risk shall be offset by a new deflationary 
paradigm.  
 
Remain cautious on commodities – where is the “big hitter”?  
 
We remain cautious on commodities and see exporters continuing to be under pressure, with attempts to 
counter the fall in US Dollar prices by abetting a fall in their currencies. There is no new “big hitter” buyer on 
the horizon. Commodity prices are an excellent indicator of short term growth prospects – the outlook is not 
encouraging.  
 
Oil – do not go overboard on Chinese locomotive!  
 
As regards oil, we have seen a massive rally sparked by the quasi-simultaneous constellation of a fall in US 
inventories, blockages in Nigeria and renewed hope that the Chinese “locomotive” shall start kicking in. We 
do not see any fundamental changes in the demand picture and see no inclination on the part of Saudi Arabia 
– despite the prospect of a massive budget deficit – to throttle back production.  
 
Greek situation focus shifts to politics – will Tsipras be able to govern without having to form a coalition?  
 
As regards the Greek situation, with the debt repayment due to the IMF on August 20th now out of the way, 
the short term focus is now once again on the political aspect. The country is now being run by a caretaker 
government in anticipation of elections on September 20th.  
 
Syriza coalition marginally ahead in the polls  
 
The Syriza coalition is marginally ahead in the polls relative to the center right New Democracy. Should the 
elections not grant Tsipras the majority he wants, we may see: 
Further political instability  
Difficulty in the implementation of the required reforms  
 
Key – new risk in Europe, the migrant crisis – tensions are hitting boiling point!  
 
With regard to political risk, we see the Greek crisis as being superseded by the continued massive arrival of 
people streaming into the European Union. Every day there are reports of  
drownings in the sea between Africa and Libya. People are being left to die suffocated in sealed compartments 
within vehicles. 
The majority are from Africa and the Middle East.  
 
This crisis and the increasingly acrimonious discussions between the EU countries, may signal a turning point in EU 
political and economic integration.  
    



What do we see?  
 
See US Dollar strong versus EM currencies  
 
With regard to the EM companies, we see any upward trend in the US Dollar being amplified as compared to 
the developed economies. EM currency upward potential shall be limited by the need to move in lockstep with 
the Chinese currency, which we see as bound for a further devaluation.  
 
Remain negative on commodity currencies  
 
We are not wild about UK sterling and negative on the commodity currencies – Canada, Mexico and 
Australia.  
We see the Euro as being the weaker partner of the most traded currency pair, with a likely move down by 
year end.  
 
Fixed Income  
 
We are reducing EM debt, which we see as prone to a short term downgrading of country risk. A key priority 
remains to reduce exposure to illiquid structured instruments, which were bought for yield but shall be sold 
first when rates rise. We are taking our cue from the currency markets and favor US Dollar exposure, shorter 
maturities and non EM risk.  
 
We are increasingly focused on liquidity as opposed to specific asset class in investment selection – less liquid will get 
crushed when rates rise  
 
With regard to the impact of a rise in interest rates on the financial markets, we are less concerned with the 
specific asset class, than with the liquidity of the specific instrument. We see the impact as “lateral” with the 
impact inversely correlated to the liquidity, the less liquid the instrument, the greater the fall in value. 
  
Under this scenario, investors should exercise caution with regard to all structured non-tradable instruments and 
non-listed investments, bought for yield. 
  
Equities  
 
Remain cautious and see no point in increasing asset allocation in the midst of Chinese whirlwind and global 
growth concerns.   
 
Commodities  
 
No bottom in sight – we are on the cusp of structural change!  
See largest companies shifting from growth profile to high dividend payers due to lack of longer term 
investment opportunities.  
 
Consider announcement by global oil companies of expectation of lower oil prices for longer as significant – view of 
change in oil market rapidly mutating from cyclical to structural.  
 
 
 
 
 
 
 



II. Global Macro and Growth  
 
Global economy, key challenge is to now manage decline in growth not how to increase growth   
 
We remain very cautious on the global picture, where we see the debate shifting from growth to managing an 
expected sharp decline. The critical theme is absorbing the shock of a deceleration in the emerging markets, 
long seen as the last beacon of hope for sustained demand growth.  
 
We see recent events as confirming our view that the growth risk has become a potential source of systemic disruption.  
 
We remain dependent on China, large and low transparency economy for growth  
 
The global economy remains dependent for growth on China -  
this is an economy which combines size and low transparency. Forcing investors and companies to engage in a 
guessing game, with a very wide margin of error and laying the basis for considerable volatility.  
 
Global Macro – US – expect downward revisions to US growth – US economy cannot grow on housing alone  
 
With regard to the US GDP data, it is backward looking and a substantial part of the revision stems from an 
inventory increase. This inventory shall need to be sold before the machines start to hum again. 
  
We are therefore cautious with regard to the US economy - further progress shall be contingent on whether a 
strengthening domestic economy can offset dashed expectations overseas.  
US data mildly encouraging but US consumers still de-leveraging  
 
US data on incomes and spending was mildly encouraging, with a moderate yet sustained increase in 
consumer spending. However, spending was less than incomes, which has pushed up the savings rate as still 
nervous consumers de-leverage. Inflation has remained very low, with the fall in commodity prices and dollar 
strength lowering the cost of imports reducing price pressures.  
 
Will the Federal Reserve want to run the risk of triggering deflation?  
 
The key shall be whether the Federal Reserve shall look at the glass as half full or as half empty? Will it see the 
rise in wages as a leading indicator for inflation or shall it prefer to wait for prices to rise and avoid the risk of 
triggering a fall into deflation?  
 
Based on the vice chairman of the Federal Reserve’s statements at the Jackson Hole symposium, the Federal Reserve 
remains confident that US inflation shall rise to the target level and needs to adopt a pre-emptive stance.   
 
Emerging Markets – We remain negative   
 
We confirm our negative view on the EM sphere in particular with regard to those countries closely integrated into 
the global economy and /or a high dependence on commodity exports.   
 
We continue to see the EM space as fragile and subject to the whims of the Federal Reserve and the low transparency 
of Chinese data.   
 
Emerging markets are putting in a bounce on the back of stock market optimism, which is not however 
supported by new key fundamental data. Several economies have announced measures to support their 
economies, however the emphasis remains on preventing a sharp slowdown rather than on forcing growth. 
 
Best outcome for EM – current stagnation 



  
The emerging markets – ex – China- can at the very best – hope for some stabilization at current levels, which 
are not brilliant. The fact that commodities  have put in a slight bounce today, in no way implies that 
concerns linked to lower capital investment and industrial production have been solved.  
We continue to see a rough ride for the commodity complex – including crude oil.  
 
Emerging economies grew but market liquidity did not! 
 
Across Asia, currencies and stock markets keep collapsing, with several currencies continuing to hit their post – 
Asian crisis lows. There is a massive exit by foreign investors, who are simply selling all that is sellable, selling 
the currency and running for the door. The impressive growth of several emerging economies has done little to 
improve market liquidity.  
 
The general picture that is emerging is we are at a turning point with regard to global growth and its source. We are 
seeing companies needing to remove the EM growth factor from their forecasts.  
EM strictly for direct investors who can manage through long investment cycles  
 
We remain negative on asset markets in the EM space and see continued weakness in currencies scaring off 
institutional and retail investors. These markets shall remain the preserve of foreign direct investors who 
understand investing through long cycles and development “blocks”.   
 
Euro Zone  
 
Euro Zone export strategy effectiveness reduced  
 
With regard to Europe, with the great and mighty still enjoying their vacations, scarce a word is being heard!  
Still, trading speaks louder than words and the collapse in the stock markets reflects dashed hopes of the Old 
World being able to export its way out of economic stagnation.  
 
We expect: 
Downward revisions to GDP  
A growing struggle to stop deflation as cheaper Asian goods +  
lower energy costs combine to lower the price level  
 
Europe still in crisis management mode  
 
As concerns the EU and in particular the Euro Zone, the area is still largely in crisis management mode. The 
objective in the single currency area is to avoid deflation – growth remains a secondary target.  
 
ECB QE forever!  
 
We are not surprised to see that the ECB has recognized the looming deflationary threat due to the Chinese 
and other devaluations which it ignited. A further contributing factor are falling commodity prices. We may 
well see: 
ECB QE continued “for the duration” 
A medium term sharp weakening of the Euro   
 
Euro Zone industrial production takes it on the nose- China sneezes Euro Zone staggers!  
 
A fall in Euro Zone industrial production has once again highlighted the brittle nature of the much heralded 
recovery. The measure fell 0.4 per cent, with a 1.4 per cent drop in Germany, this is being attributed to the 
EM slowdown and in particular China.  



 
We cannot live by a weak Euro alone!  
 
The importance of the EM is highlighted by the fact that the sharp currency devaluation has not been able to 
offset the drop in demand in the emerging economies. While a weak Euro is a necessary element to inching 
forwards, it is by no means sufficient to contrast falling capital investment.  
 
We see the Chinese currency falling at least 10 per cent more to allow the major export manufacturers to claw back 
competitiveness. 

 
 

 
 

 



 


