EDITORIAL
Money Never Sleeps (Oliver Stone, 2010), as the title of the movie announced.
Today’s markets are more difficult to predict than ever, considering the complex
array of bullish and bearish themes that are facing up to each other. Current data
suggest a possible improvement in the economic picture, but there are numerous
weighty, still unknown elements that counsel prudence. That is the reason why our
advice is to massively increase the weighting of marketneutral, ‘longshort’
strategies, giving priority to the US market as the benchmark, while dedicating
strong attention to risk limitation. In the meantime 2016 has arrived, so I take the
opportunity to wish all our counterparts – clients, Newsletter readers. coworkers
and dependents – a happy New Year.

Giorgio Saronne
Portfolio manager
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Premise
Up to a few months ago our view for
the medium to long term had been
unreservedly

bullish,

due

to

a

converging series of reasons that we
had been putting forward for some
years.

But

now

something

has

changed, or is in the process of
changing.

Scenario
Stock markets have always had a
for

to normalise interest rates, by taking

that many European countries suffer

springing surprises. In this phase,

the historic step of raising them, as

from a high level of public debt – a

however, it has become more than

expected,

16th

condition that darkens the general

usually

the

December. It raised the benchmark

picture. That will have a bearish

be

rate (Federal Funds Rate) by 0.25%.

impact on stock markets in the

determined by a wide array of

That had a bearish impact on stock

medium to long term. In an attempt

opposed forces, differing in direction

markets, but also on the EURUSD

to stave off the potentially disastrous

and

act

crossrate. In this historic phase the

effect of all these factors, for many

simultaneously in a way that is not

market is subject to the dynamics of

years now central banks have been

always logical, linear or in line with

risk

working together to activate an

the normal market rules. The most

above

pertinent market forces that emerge

currently perceived as rising steeply.

expansionary monetary policy and

from pure economic analysis work

In addition to the phenomenon of

quantitative

out in favour of forecasting a fall in

various

together,

stock markets. But there are other

worldwide, the strategic focus is on

Western

forces at work that actually favour a

the wars under way in Syria and

Eurozone),

persisting bullish trend.

Ukraine, and on the risks of terrorist

central banks, are now displaying a

The main forces that have a bearish

attacks.

on

situation of decoupling, involving

impact on stock markets are:

markets has been subdued, but for

radical differences in the economic

1)

the future we forecast a bearish

cycle and, above all. in monetary

declared by the Fed;

middleterm

stock

policy. The Fed is withdrawing ever

2)

markets and a bullish impact on EUR

more clearly from a monetary policy

geopolitical risks;

USD. The feeble economic growth

that had been progrowth for years,

3)

seen in the Eurozone has deep roots,

whereas the ECB, spurred on by a

growth in the Eurozone;

ranging from the fall in birth rates to

general picture that remained far

4)

the increasing weakness of value

short

many countries.

systems and the loss of respect for

implementing

On the other hand, the main forces

basic

non.conventional

favouring market rises are:

inefficiency of national civil services

policy continues to be expansionary,

1)

that

inefficient,

but now has a bias (future tendency)

uncompetitive context within which

towards tightening. The monetary

USA;

firms have to work. All this has paved

policy

3)

The strong inverse correlation

the way to the invasion of products

expansionary, while its bias is itself

seen between the two sides of the

from China, of acceptable quality

expansionary.

EURUSD crossrate.

and sold at low prices. This situation

recovery can be recognised but it is

The Fed has begun a cycle that aims

has been aggravated by the fact

still uncertain; above all. there is a

vocation

difficult

markets,

2)

and

a

tendency

to

because

interpret
trends

intensity.

These

will

The initial interest rate rise
The sudden increase in
The low level of economic
The high level of public debt in

The ECB’s version of QE;
Strong economic growth in the

on

Wednesday,

perception,
all

paying

to

geopolitical

wars

So

being

far

rules,
leads to

attention

the

impact

along
an

an

risks,

fought

impact

on

with

the

uninterrupted

pursuit
easing.

the

two

economies,

of

of

and

its

their

goals,

of

ultra

Considered
benchmark
(USA

respective

has

been

conventional

the

policies.

ECB
In

the

and

is

and
Fed

strongly
Eurozone,

high

degree

between

of

the

differentiation

the markets and national economies

damage

very

the

confrontation between bullish and

far

target.

application of a policy of monetary

bearish factors, forecasts for the

Employment is slowly improving, but

expansion. That led to the long

medium or long term are hard to

it too stays far below the ECB’s

drawn out rise in stock markets till

make. On balance, after six years of

objectives. The inverse correlation

mid2015 – actually confirming the

bullishness, we favour the option of

between the EURUSD ratio and the

factors that produced it. But, for a

expecting a persistent fall in stock

direction

of

the

stock

while now, the change in scenario

markets, in a context of strong

actually

has

an

indirect

has

volatility,

the

member

efficiency, on the other it limits the

nations. Inflation is still low, and is still
from

various

two main central banks that gave

ECB’s

markets
bullish

strong

become

impact on stockmarkets, as long as

bearish

the

increasingly

€uro

continues

to

fall.

In

support

through

evident,

elements

and

have

strong.

It

the

become

should

added, though, that even where

standoff between factors pointing in

economic logic provides reasons for

opposite directions. Up till a few

stocks to fall, there is still a tendency

months ago, what was most obvious

for stocks to recover. That derives

was the continuing improvement of

from

the economic and financial picture,

markets that tend to limit falls. One

and the combined push from the

one

hand

that

support
stifles

is

done.

both likely to last for (at

from

Stefano Bagnoli
Market Analysis Unit

economic

Medium Term Focus

Short Term Focus

The trend of mediumterm in the equity
markets remains bullish, and the flows
ranging from no risk to the risk, and then
from the bond, from the areas no risk and
defensive currencies (as JPY and CHF), to
the stock, areas and growth-sensitive
currencies (such as AUD and GBP).

The short term trend has returned bullish.
The flows ranging from no-risk to the
risk, and then from the bond risk free to
the stock, and from the defensive
currencies towards the growth sensitive.
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