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Global economic momentum has lost traction
JP Morgan Global PMIs

• Global growth forecasts have been revised 
down but recession fears are overdone as 
services activity is still expanding while 
manufacturing activity is bottoming out.

• The global economy will expand further in 
2016, lifted by consumer demand. Although 
momentum has eased worldwide, we 
believe that fears of an imminent recession 
are overdone.

• The United States should remain the 
strongest developed economy and the 
countries most exposed to the USA will 
benefit. Japan should expand more than 
last year – but still below 1% – while the 
euro area is likely to grow at a slower pace 
than in 2015.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 14/04/2016)
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• World trade growth has been expanding 
below its historical average since the Great 
Recession, again pointing to a tepid global 
recovery.

• Such a slowdown results from tamer 
demand mainly from emerging markets. 

• The slower growth in world trade stems 
from sluggishness in the manufacturing 
sector – that accounts for the biggest 
fraction of international trade – and a 
subpar investment recovery. 

World trade is no longer underpinning global growth
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US wage growth should finally begin to catch up

US wages (y/y change, %) 
• Despite an ageing economic cycle in the 

United States, private consumption and 
residential investment should keep growth 
around 2% this year.

• Compensation growth has remained low so 
far. However, continued labour market 
improvement should fuel wage inflation.

• In addition, the effect of a strong dollar and 
low oil prices (both negative for inflation) will 
diminish this year.

• Capex plans are a good omen, pointing to a 
potential and long-awaited pick-up in 
investment. But the improvement will be 
slow materialising.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 23/03/2016)
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Regional outlook
Eurozone: recovery is sputtering but ECB stepped up its easing

Eurozone manufacturing Purchasing Managers’ Indices

• The eurozone is still recovering, although 
the economy has lost momentum. 
Consumer and business confidence indices 
have pulled back but remain rather strong. 

• The ECB’s extensive monetary easing 
should help relax credit conditions, boosting 
loan demand and corporate lending growth. 

• A few countries have gone through 
moderate fiscal slippage but fiscal stimulus 
remains a taboo.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 14/04/2016)
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Regional outlook
Bottoming-out commodity prices have relieved emerging markets

Commodity prices are bottoming out

• China’s slowdown is unlikely to derail global 
growth as the country has embarked on 
fiscal and monetary fine-tuning, which 
should benefit the rest of emerging Asia. 

• Commodity-related countries have been 
relieved by the recent pick-up in raw 
material prices. However, their recovery 
could be slow due to insufficient economic 
diversification, fiscal imbalances and 
political instability.  

• More generally, undertaking reforms 
remains the best way to boost potential 
growth and investor confidence.
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Sources: Societe Generale Private Banking, Bloomberg, FMI (data as of 14/04/2016)
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Crude oil outlook
Supply to continue to outstrip demand

Oversupply will continue to weigh on prices
US crude stocks (DOE)

• The oil glut – around 1.4Mb/d – may not 
disappear before late 2016 as the 
expansion in global demand remains 
gradual. 

• The talks between Russia and the 
Organization of the Petroleum Exporting 
Countries (OPEC) to freeze production at its 
January levels have not yet impacted 
volumes and Iran has recently resumed 
exports to Europe. In the US, efficiency 
gains have helped non-conventional oil 
producers slash production costs.

• In our view, oil prices should remain stuck at 
low levels – $30-40 in H1, $40-50 in H2 –
and any upside breakout from these ranges 
would probably be short-lived.
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Sources: Societe Generale Private Banking, Datastream (data as of 23/03/2016) 
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Global inflation in a nutshell
Muted inflationary pressure worldwide

Resilient core inflation in the eurozone

• Stronger wage pressure in the United 
States and bottoming-out oil prices should 
help US consumer price inflation pick up.

• However, the global economy could 
undergo disinflationary pressure. 

• Deflationary risks in Japan and the 
eurozone are being addressed by the 
central banks.

• Finally, certain commodity-dependent 
emerging economies (Brazil, Russia) face 
high inflation.
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Central bank policies
Dovishness all around

Central bank total assets (% of GDP)

• The European Central Bank (ECB) 
surprised markets with extensive easing, 
including cutting interest rates, extending 
the asset purchase programme to corporate 
bonds (whilst increasing its size), launching 
of four new targeted long-term refinancing 
operations (TLTROs). 

• The US Federal Reserve (Fed) cut its rate 
hike expectations. However, markets 
remain too cautious, as early signs of 
inflation could lead to monetary 
normalization. We expect two hikes in 2016.

• The Bank of Japan has also introduced 
negative rates but should do nothing more 
until they get a clearer view of whether their 
recent measures are efficient.

10
Sources: Societe Generale Private Banking, Bloomberg (data as of 23/03/2016)
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Foreign exchange
Brexit and GBP/USD

GBP/USD and Purchasing Power Parity (PPP)

• The UK referendum on whether or not to 
remain a European Union member will take 
place on June 23.

• Our economists have modelled the potential 
long-term impact of Brexit: an annual loss of 
GDP growth of 0.5-1.0% over a decade for 
the UK, and of 0.1-0.25% for the remaining 
27 members. In short, both parties would 
lose out.

• Worries of Brexit will be visible in sterling: 
further falls are likely whenever polls will 
show a greater likelihood of Brexit, 
especially as the currency is weakened by 
macro imbalances such as the yawning 
deficit in the current account (around 5%).

• Our base case remains a narrow vote in 
favour of remaining within the EU. 
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Sources: Societe Generale Private Banking, Datastream (data as of 11/04/2016)
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Fixed income: rates
Eurozone rates: still unattractive

A third of EA government bonds offers a negative yield

• Despite some improvement since 10 March, 
when the ECB rejected the idea of cutting 
interest rates further for now, one third of 
eurozone government bonds still offer 
negative yields.

• Core country bonds are definitely not 
attractive in this respect. We would avoid 
them.

• Peripheral bonds should benefit from the 
ECB’s quantitative easing and provide 
better yields. However, we do not expect 
significant spread compression, mainly 
because of political uncertainty and fiscal 
slippage. We prefer Italy to Spain and 
Portugal.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 23/03/2016)
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Fixed income: investment theme
Useful TIPS

US 5-year real rate and breakeven

• We believe that US Treasury Inflation-
Protected Securities (TIPS) will outperform 
fixed-income Treasuries, as actual inflation 
will exceed the breakeven rate.

• First, as oil prices stabilise, the base effect 
will start kicking in, reducing downward 
pressure on inflation.

• We also think that domestic forces will be 
strong enough to support price increases.

• If it does not raise rates fast enough, the US 
Federal Reserve may end up “behind the 
curve” later in the cycle (that means they 
would be too accommodative for too long), 
thus increasing the risk of higher inflation.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 14/04/2016)
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Fixed income: credit market
Euro area: a new buyer

The ECB will start purchasing corporate bonds in Q2 2016

• The ECB will start buying “investment-grade 
euro-denominated bonds issued by non-
bank corporations established in the euro 
area” in late Q2.

• Clearly, we still lack details and many 
questions remain open – What will be 
monthly purchase target? Will the ECB 
intervene on the primary or secondary 
markets? Which allocation key will be used?

• The announcements should support credit 
spreads. The Investment Grade and High 
Yield sectors will benefit from this 
environment. We favour short-dated bonds 
with decent ratings.
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Sources: Societe Generale Private Banking, Bloomberg (data as of 21/03/2016)
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• Both sluggish US manufacturing activity and 
the lingering effects of a strong USD and 
low oil prices will weigh on corporate profit 
growth in the coming quarters. 
Nevertheless, US profits should recover by 
end 2016 and grow faster in early 2017.

• In the eurozone, profits will grow slower 
than in 2015, as energy prices have begun 
to recover and the EUR has stabilised 
against the USD.

• Furthermore, eurozone manufacturers will 
struggle because of sluggish global trade.
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Sources: Societe Generale Private Banking, Datastream (data as of 23/03/2016)
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Equity markets
United States

US profit margins will remain under pressure

• The US market is the most expensive in the 
developed world both in absolute and 
relative terms. Based on the price-to-book 
value (P/BV) ratio, the MSCI USA trades at 
a nearly 30% premium to the MSCI World.

• Moreover, US equities are faced with 
deteriorating fundamentals. Earnings 
forecasts for 2016 continue to be cut, while 
profit margins have started to decline and 
are likely to remain under pressure as 
wages rise.

• We prefer defensive sectors offering a 
valuation cushion (Telecoms and, to a 
lesser extent, Utilities), Financials (low 
P/BV) and Information Technology (robust 
EPS growth and high RoE).
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Sources: Societe Generale Private Banking, Datastream (data as of 29/02/2016)
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Equity markets
Eurozone

Eurozone valuations unappealing compared 
to the MSCI World

• Risk appetite may be fuelled by the 
European Central Bank’s (ECB’s) ultra-
aggressive monetary policy.

• However, eurozone stock markets will also 
be faced with sharp earnings downgrades, 
a trend that should continue given the 
recent softening in leading indicators and 
the stronger euro. 

• Furthermore, eurozone stock valuations 
remain unappealing.

• Sector-wise, we favour Consumer 
Discretionary (good earnings prospects and 
reasonable valuations), Utilities (defensive 
qualities and attractive valuations) and 
Financials.
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Sources: Societe Generale Private Banking, Datastream (data as of 23/03/2016)
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• Our preferred market remains Japan. 
Earnings forecasts have been cut but 
revenues growth still seems buoyant. More 
importantly, the BoJ will provide further 
monetary stimulus and continue to buy 
Japanese equities. Finally, corporate 
governance reforms should favour 
shareholder value creation.

• We remain positive on Switzerland in 
relative terms, as the market is structurally 
defensive and includes a number of large-
cap high-quality stocks.

• We would avoid the UK equity market in the 
short term as earnings forecasts have been 
slashed and Brexit remains a source of 
concern. We prefer large over small caps in 
a context of sterling depreciation.

18
Sources: Societe Generale Private Banking, Datastream (data as of 14/04/2016)
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Equity investment theme
Favour low-volatility emerging stocks in uncertain times 

Low-volatility portfolios outperform market-cap-weighted 
benchmarks in the longer term

• We believe that market volatility will persist 
in coming months, and thus favour investing 
in less risky stocks. 

• Since the early 1970s, abundant academic 
research has shown that low-volatility 
stocks deliver higher risk-adjusted returns in 
the long run, contradicting traditional 
financial theory.

• And indeed, over the past 20 years, the 
MSCI Emerging Minimum Volatility index 
has outperformed the MSCI Emerging 
Markets, with lower volatility.

• Low-volatility portfolios – titled toward more 
defensive and domestically-oriented sectors 
– tend to outperform market-cap-weighted 
benchmarks in the longer term, except at 
times of sharp equity rallies.
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Sources: Societe Generale Private Banking, Datastream (data as of 21/03/2016)
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Fixed income investment theme
Insurance-linked securities (ILS): true diversifiers

Catastrophe bonds returns versus traditional asset classes

• ILS allow the transfer of reinsurance risk to 
capital markets. 

• There is no significant statistical correlation 
between catastrophe bonds and traditional 
asset classes since 2002 (18% for equities, 
25% for US high yield credit, 8% for 
government bonds and 12% for 
commodities).

• Good diversification of reinsured events is 
essential to limit the impact on principal 
repayment. 

• In today’s context of extremely 
accommodative monetary policies and ultra-
low (or negative) interest rates, ILS help 
investors enhance returns and benefit from 
true diversification.
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Commodities
Gold as a diversification tool

Gold and risky assets

• Gold has recovered its safe-haven status in 
2016. Although the initial bounce was due to 
risk aversion, it did not end when tensions 
eased. 

• With low (or negative) real interest rates 
and expensive sovereign bonds, gold will 
remain an attractive store of value.

• Further, emerging central banks are still 
building reserves – another support for gold.

• Improved purchasing power in India and 
China should also boost overall demand for 
jewellery, the biggest consumer of gold.

• Finally, it is gold’s low correlation to risky 
assets that makes it particularly attractive. 
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Sources: Societe Generale Private Banking, Datastream (data as of 14/04/2016)
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Investing in fine art
Still too early to consider fine art as an asset class?

Performance of passion investments (%)

• The emergence of fine art as a fully-fledged 
asset class is still as its early stage. Indeed, 
there are few examples of successful funds.

• The art market remains rather  lightly 
regulated, which makes it difficult – and 
sometimes risky – to invest in.

• Unlike financial instruments, art works do 
not generate cash flows, making it 
impossible to assign an intrinsic value. 

• Hence, the value of art works can only be 
known when there is a transaction. And as 
sales are infrequent and hard to track, 
making it necessary to partner with an 
experienced advisor. 
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Sources: Societe Generale Private Banking, Knight Frank (data as of 31/12/2015)
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Investing in fine art
The art market continues to grow

Global art sales (USD bn)

• More and more buyers are acquiring fine art 
works, not only as collectors but also as 
long-term investors (minimum 5-8 year 
horizon). 

• New technologies – in particular, the 
Internet – also support the expansion of the 
art market. The increasing number of online 
dealers and auctions have made trade in 
fine art more global, but not necessarily 
cheaper or more transparent. 

• Further, the growth of the ultra-high net 
worth segment in Asia, Latin America and 
Middle East means much wider geographic 
participation in the art market than in 
previous decades. 
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Sources: Societe Generale Private Banking, TEFAF (data as of 31/12/2015)
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Past performance should not be seen as an indication of future performance.  Investments may be subject to market fluctuations and the price and value of investments and the 
income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 

Investing in fine art
Some attractive features that should not be ignored

Art and equities
Comparative performance over the past 50 years

• Correlation between equity indices and art 
prices is almost zero, meaning that adding 
art investments to multi-asset portfolios 
provides clear diversification benefits. 

• Art may also be seen as a way of protecting 
wealth against inflation. Average real 
returns from 1900 to 2010 are estimated at 
2.4%. Such safe havens are particularly 
sought after in times of uncertainty.

• UHNWI often consider fine art as a “passion 
investment”, like classic cars, luxury 
watches or wine. In addition to the financial 
return they provide, art works offer 
something that financial assets cannot: the 
pleasure to behold them. 
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Sources: Societe Generale Private Banking, Deloitte, Mei Moses, Dimson and Spaenjers (data as of 31/12/2015)

All Art Index S&P500 
total return

Compound 
annual return 7.9% 9.7%

Volatility 15.9% 17.0%

Correlation 0.001



Swings and roundabouts
Key takeaways
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Despite a less supportive macro backdrop, we still see no recession looming. Slow global trade flows are impacting heavily 
industrialised economies. Conversely, consumer spending remains solid, thanks to job growth and falling energy bills.

Deflationary risks in Japan and the eurozone are being addressed by their central banks and, with the recent pick-up in oil prices, we 
expect inflation to remain positive. In the US, underlying measures have recovered, as have average hourly wages.

The ECB and BoJ should remain on hold until they get a clearer view of how the banking system and real economy reacted to 
additional easing in the first quarter. The Fed on the other hand is likely to resume its gradual pattern of rate hikes.

In this environment, we see little value in government bonds. US inflation-linked bonds are an attractive diversification tool though. 
Within credit markets, we prefer Eurozone Investment Grade and short-maturity High Yield (ex Energy).

The US dollar’s longstanding bull-run seems almost complete and the euro should trade modestly higher against the dollar. Sterling 
will remain under pressure, and we now see less risk for emerging currencies against the dollar.

With slowing global growth and falling profit forecasts, equity markets will struggle. We prefer Japan and Switzerland to other 
developed markets. After a long period of underperformance, emerging equities look more attractive, in particular in Asia.

Oil prices should remain low in the first half before strengthening by end 2016, as the imbalance in supply and demand begins to 
correct. In addition to its safe haven qualities, gold will be supported by strong demand from emerging markets.

Our thematic approach is focused on non-directional or relative value opportunities (e.g. insurance-linked securities, large-cap over 
small caps, low-volatility emerging stocks). Furthermore, hedge funds should continue to see an improved opportunity.



Alan Mudie
Head of Investment Strategy
Société Générale Private Banking
Switzerland
Alan was appointed Head of Investment 
Strategy for Société Générale Private 
Banking and Chief Investment Officer of 
SGPB Switzerland in 2014. Alan Mudie 
has over 20 years of investment strategy 
experience. He held various posts during 
his 14 years with BNP Paribas, notably as 
CIO of BNP Paribas International Private 
Bank. Alan has also held high-level roles 
at Crédit Agricole in London and Barclays 
Bank in Paris. 

Team resumes
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