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LA DIREZIONE PER INVESTIRE

What’s going on?
Alessandro Baldin

Milan, October 2016




e Us recession risk

e EM & China slowdown

e Falling commodities prices
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US election risk
European politics (Brexit — Italian referendum- French elections)

!

Markets fear that monetary policy in DM reached a limit

At the same time both Central Banks (CB) and markets start to recognize
that ZIRP (zero interest rate policy) or too low rates could be

countereffective for DM economies
IMF, G20 and DM CB ask for coordinated fiscal policies

From monetary to fiscal reflation (JP/Europe/US)
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Tailwinds from low rates to fade from here...(2/2)
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... Leaving fewer investment opportunities...
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...And relatively cheaper equities...
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... "A reflation scenario with an acceleration of global growth
would most likely drive a more various rotation from bonds
and credit to equities and could help unlock the high equity
risk premium”...
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e In September they decided to wait a bit more, but a split board made clear that
December could be the right time to hike (maybe...): what’s next?

The market is split between 2 scenarios:
 Dec 2016 hike is a MISTAKE ‘ 2017: recession

* EM get worse
DM inflation goes down again

* Dec 2016 hike is FINE ‘ 2017: more global recovery

e EM continue to recover
* DM inflation starts to recover
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Because of DM QEs, 10yr Us Treasury is trading well below fair value
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Global PMIs and sensitivity
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Chart 3: ‘Recovery’ should reverse relative losses in European stocks
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Chart 37: EU CMI & European Equities “Safe” risk premium
(safe premium = Dividend Yield minus Bond Yield)

Chart 41: EU CMI & European Equities Price to Book
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Compared to other episodes of high volatility in fx markets (that affected markets
across assets), this time it seems that we are going local...
Food for thoughts...
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In 2015 BRL suffered heavily because of poor domestic credibility

In 2016 BRL reversed course
The other side of the coin is that if TRY finds a domestic trigger it might recover as

well
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...World GDP
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