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Past performance does not guarantee future results.

Steep declines in interest rates—to zero or below in several instances—in the face of actual or expected easing 
across 20 countries, even as the Fed prepares to hike, have sparked a debate about the causes and persistence 
of this unusual state of affairs. We think this is part of the new operating environment. Meanwhile, pessimism 
about global growth worsened last quarter, but our views are more upbeat as Europe and Asia benefit from low 
oil, low rates and weaker FX. We have ratcheted up our forecasts for Europe, where we expect a mild cyclical 
recovery to persist for a few quarters (thanks to monetary stimulus and a bit of good luck), and Asia too is 
experiencing a growth acceleration, in China’s Year of the Sheep. The U.S. has had a sluggish start to the year, 
but is still experiencing a tightening of labor-market conditions.  

• Monetary policy divergence. The Federal Reserve is preparing for its rate-hiking cycle, even as central banks 
in Europe and elsewhere cut their policy rates, sometimes into negative territory. 

• Europe’s cyclical rebound. We are seeing a growth improvement in Europe (closer to potential) on low 
rates and low oil prices, but fiscal support and structural reforms are needed to make the recovery more 
substantial, while a heavy political calendar could spoil the party.

• Asia’s “sheepish” recovery. The growth impact of the lower oil prices is not yet fully realized, even if the (dis)
inflationary impact was rapid. Asian central banks are easing in an effort to stimulate their economies and 
improve their terms of trade.

Much Ado About Zero…

Heatmap: Roubini’s end-2015 Nominal Policy Rate Forecasts (%)

Source: Roubini Global Economics
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Key Macro Theme 1: Monetary Policy Divergence

Rate Cuts Abound
The Federal Reserve and the Bank of England may be preparing 
to hike their policy rates, but, even with financial stability risks on 
the radar, 20 other central banks have now cut this year—most 
notably Switzerland, India (twice), Peru, Turkey (twice), Canada, 
the European Central Bank, Russia, Australia, Denmark (four 
times), Sweden, Indonesia, Israel and Poland. 

Active or Reactive Policy Making?
So, will central banks’ recent round of frenetic rate cutting, 
in some cases to sub-zero levels, spur reflation, spending and 
investment, resulting in growth? 

We think not; rather, policy makers have largely been reacting 
to an exogenous surprise (lower oil prices) that would normally 
be seen as a positive development, overestimating the risk that 
swings in volatile food and energy prices will spill over to core 
prices and impact wage-setting. 

PMI readings and other indicators show that the growth scare 
and market volatility of September-November 2014 were passing 
phenomena, with growth likely to stay positive. Central Europe, 
Sweden and Germany have rebounded; despite below-target 
inflation, these economies are hardly in need of aggressive 
stimulus. 

Among emerging markets, China, India and South Africa stand 
to benefit from lower energy prices, along with lower rates, while 
others (Mexico), benefit from U.S. import demand.

Unsurprisingly, Australia, Canada, Russia, Colombia have been 
hit hard by the commodity-price tumble; rate cuts and weak 
currencies will cushion the pain of rebalancing. Many emerging- 
and developed-market central banks are now comfortable with 
weaker dollar exchange rates. 

The U.S. and UK are slowing, but not to the extent yield curves 
suggest; these imply policy rates will stay below 3% forever. We 
expect the oil shock to fade from inflation rates in both countries 
by late 2015, coinciding with the convergence of unemployment 
rates toward long-term equilibria (the so-called non-accelerating 
inflation rate of unemployment or NAIRU). 

This combination of factors test central bankers’ forward 
guidance settings, forcing a choice between continued “patience” 
and the inherent risks of remaining “behind the curve,” as Federal 
Reserve Chair Janet Yellen’s optimal control path implies.
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Figure 2: U.S. No Longer the Growth Engine it Once Was
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Figure 3: Asia Eases—Rate Cuts in Past Five Months (%)

Source: Bloomberg, Roubini Global Economics

What to Watch
• U.S. growth: Activity might surprise to the downside (and 

rate hikes be delayed) if the dollar becomes too strong and 
global growth is even weaker than our outlook.

• Oil supply adjustment stabilizes prices. This should 
first be visible in the U.S., as shale producers are relatively 
flexible.

The Federal Reserve is preparing for its rate-hiking cycle, even as central banks in Europe and elsewhere cut 
their rates, sometimes into negative territory. 
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A Rebound, but Only Cyclical
Following the fall in oil prices, the European Central Bank’s 
announcement of quantitative easing (which implies a weaker 
euro and lower rates) and the European Commission’s decision to 
grant countries more leeway on their fiscal balances, the eurozone 
looks set for a moderate cyclical rebound, which will also support 
its neighboring economies (the rest of the EU). 

Taken together, low oil prices and low interest rates will loosen 
financial conditions in Europe, encourage consumption (the 
bloc’s main growth driver) and lead to a boost in net exports. 

More Growth Requires Reforms
However, the cyclical upswing will only turn into a more 
sustained expansion if stronger consumption and more 
accommodative financial conditions stimulate corporates to 
invest. That still looks to be only an upside risk, despite the 
improvement in sentiment indicators. 

Notwithstanding the European Commission’s green light for fiscal 
flexibility, fiscal consolidation and under-investment remain key 
stumbling blocks across Europe, with Germany, the eurozone’s 
engine, particularly deficient as policy makers worry about 
demographic changes that are decades away. 

And Watch Out for the Politics
2015 is also a year of European elections, as voters get a chance to 
kick out those politicians who signed off on austerity measures. 
Investment will be restrained by the complex geopolitical 
environment (Russia) and challenging political/electoral cycle—
and to a greater degree than market consensus or EU estimates 
would suggest (especially in Spain). 

Greek voters have put the anti-austerity Syriza party in power, 
and the government’s rocky negotiations with the Eurogroup 
could set the tone for Spain and other countries. The ongoing 
game of chicken raises the risk of an accidental policy mistake.

And the UK election in May will also hamper investment. A 
Conservative victory would set the stage for an EU referendum 
in 2017, while a Labor win would pose fiscal concerns, neither of 
which would be positive for investor sentiment.

These trends and the weaker euro put pressure on trading 
partners (Nordics, Central and Eastern Europe—CEE) to rely on 
their domestic demand, not exports to the eurozone. 
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Figure 4: Eurozone Lags Behind Europe's Recovery 
(Roubini growth forecasts, %, y/y)
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Figure 5: ...But Is Set to Benefit From Cyclical Rebound (GDP 
growth, %, y/y)

What to Watch 
• Elections in Western Europe. Spain and the UK vote, 

with a real danger of upsetting the traditional order. 

• Greek tragedy: Ongoing negotiations risk a “Grexident.” 

• The Russia-Ukraine crisis. The crisis could worsen, 
hampering investment plans in Europe and energy supplies.

• Continued low oil prices. Lower-for-longer prices could 
help regain some growth momentum, but a weak euro and 
higher taxes limit pass-through to consumers. 

We are seeing a cyclical improvement in Europe on low rates and low oil prices, but fiscal and structural 
reforms are needed to make the recovery more substantial. Fiscal policy is still unsupportive and structural 
reforms could weigh on growth initially. And the busy electoral cycle raises the risk of “accidents.”

Key Macro Theme 2: Europe Must Reform to Do Better Than a Cyclical Rebound
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Key Macro Theme 3: Asia’s ‘Sheepish’ Recovery
The growth impact of the lower oil prices is not yet fully realized, even if the inflationary impact was rapid. 
Asian central banks are easing in an effort to stimulate their economies and improve their terms of trade.

A Modest Recovery
The market’s implied views about GDP growth in Asia have 
worsened since the release of our last Quarterly Outlook. But our 
own views for 2015 have grown slightly more constructive on the 
back of modest monetary easing across the region (especially in 
China and East Asia), lower tail risks from Europe and greater 
confidence in our call on the U.S. Recent aggregate PMI data 
show little in the way of change in output, which is expanding 
moderately. 

Looking ahead, our modelling shows that, while the inflation 
effects of oil-price declines appear within a few months, the 
growth effects build over quarters, with the largest impact seen 
some three to four quarters after the price decline. 

Given the pattern of oil-price movements, this implies the growth 
effects will build through the second half of 2015. Although a net 
positive, the impact of oil prices across the region is not uniform, 
with greater boosts to growth likely in the energy-intensive, oil-
importing economies of China and India and significant gains 
(relative to potential GDP) for Japan and South Korea as well. 

The impact is negative in Malaysia and likely larger than the 
forecast changes embedded in the country’s revised budget deficit 
or assumptions about its external balance.

The East Is Easing (for Now)
Asia, like the rest of the world, has seen a slew of easing moves 
in the first few months of the year, with most of these shifts 
prioritizing trade and weaker exchange rates over financial-
stability concerns. Local central banks have generally taken 
advantage of disinflationary forces to cut rates rather than face 
significant appreciation.

With our growth and inflation forecasts above consensus, we 
generally foresee less easing ahead than market pricing currently 
points to. This also implies that some countries that have eased 
(Korea) will need to reverse course as the Fed begins hiking.
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Figure 6: China Has Adopted More Stimulus Since 
October, to Keep Growth High (%, y/y)
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Figure 7: Bank of Japan Delivers More Easing

What to Watch 
• China’s Q1 activity data: Due mid-April. Will shed light 

on the implementation of reforms and plans announced at the 
March National People’s Conference.

• U.S. investment: Stronger U.S. corporate and/or residential 
investment would boost demand for Asian exports, raising 
growth rates. 
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Surveying the Major Economies 
Monetary Wars
The U.S. economy will chalk up another sub-3% expansion in 
2015, much as has been the case since the “Great Recession,” 
although growth should accelerate above that marker in 2016.

Core PCE inflation will slow to 1% y/y in Q2, due to the temporary 
effects of the rising dollar and collapse in oil prices, but gradually 
rise in H2, albeit remaining well below the Federal Reserve’s 2% 
target until Q2 2016. Headline PCE will hit a nadir of 0.2% y/y 
in Q2 2015, but then move above 2% in 2016 as oil prices rise to 
$80.

Low core inflation, and little evidence that wage inflation is 
passing through to consumer prices, will keep the Federal Reserve 
on hold until at least September, after which it will raise rates as 
the incoming data warrant. We pencil in 50bps of hikes.

Eurozone
The eurozone will benefit from a cyclical rebound as a result of 
lower interest rates, the weaker euro, greater fiscal forbearance 
from the EU authorities and lower oil prices, which may prove 
temporary. Inflation will remain subdued due to the lagged effects 
of past euro appreciation and lower oil prices.

The ECB’s QE program implies a weaker euro, likely moving 
toward parity. 

Emerging Europe
The eurozone’s rebound and effects of quantitative easing will 
have positive spill-overs for emerging European economies, such 
as in CEE and Turkey, through the financing channel. Inflation 
will remain extremely low in Eastern Europe, if not in Turkey and 
Russia.

In Russia, GDP will decline by 3.5% this year followed by modest 
growth next year. Exports will be the only driver of growth, due 
to flat oil prices and the ruble. Headline inflation will remain in 
double digits until mid-2015 and decline to 7% at year-end. We 
think the central bank will continue its easing cycle, with another 
100-basis-point cut in April. 

We do not expect the conflict in Ukraine to be resolved in 2015. 
Europe is unlikely to extend further sanctions in the near term, 
but sanctions will not be removed either, as that would require 
unanimity.

Asia/Pacific
Asia is set for a modest recovery in the Chinese Year of the 
Sheep, slightly exceeding market expectations on the back of a 
burgeoning output effect from lower oil prices, Japan’s slow climb 
out of recession and policy easing in China, India and Indonesia. 

The divergence that characterized much of the region’s 2014 
performance will likely diminish this year, absent unforeseen 

shocks. The oil-price decline is a net positive for all Asia/Pacific 
countries save Malaysia.

Latin America
Lower oil prices, lower rates and a slower start to the year suggest 
more moderate growth for Latin America in 2015, with consumers 
leading the way and investment lagging. Regional growth should 
accelerate in 2016 as Brazil exits its recession and investment 
takes over from consumption as the region’s main growth driver. 

Tighter fiscal policy at the national and sub-national levels will 
drag on growth, softening labor markets and hitting state-owned 
energy companies and sub-sovereign bonds. Fiscal drag and spare 
capacity will temper the inflationary pressures engendered by 
weaker currencies. 

U.S. demand will support exports elsewhere in the region, while 
weaker currencies will help narrow external deficit gaps. The 
lagged impact of cheaper oil on global consumption will only feed 
through later in 2015. 
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By ETF Securities Economics

Asset-Class Implications: Commodities 
Policy stimulus in Europe and Asia in particular are likely to drive 
demand for commodities higher. China, a key consumer of most 
commodities, is likely to see its growth surprise to the upside. 
Despite targeting a lower level of economic growth, stimulus 
activity should lift commodity intensive infrastructure spending 
higher. Weak oil prices should spur activity in Asia driving the 
demand for most commodities higher. Energy will likely remain 
a weak-spot in the near-term although a modest rebound in oil 
prices will be felt in the latter half of the year as supply begins to 
tighten.

Industrial metals, platinum and palladium
We expect demand for industrial metals and platinum and 
palladium (which have high industrial usage) to benefit from the 
stimulus-driven cyclical rebound.

Supply of most industrial metals is tighter than commonly 
perceived. Copper for example has been in a supply deficit for 
the past 3 years, despite the International Copper Study Group’s 
forecast for surplus in each of those years. We believe that the 
surplus forecasts for this year are equally ill-founded. Elsewhere 
ore export bans (nickel from Indonesia) and risk of mine closures 
(zinc, aluminium, platinum and palladium) could tighten supply 
further this year.

Gold
Gold is likely to continue to feel the weight of rising interest rates 
in the US. However, currently the price of gold over-estimates the 
pace of that tightening, and gold can offer a relatively cheap hedge 
against some of the tail risks of policy mistakes that may occur as 
the rise of anti-establishment political parties in Europe threatens 
to challenge the status quo.

Silver
Despite seeing uplift in demand from its industrial applications, 
silver’s close correlation with gold will temper its price gains. 
Additionally excess mine supply will continue to weigh on price.

Oil
The oil price war continues to rage on.  While oil rigs in the 
US are being shut off at an unprecedented rate, oil inventories 
continue to increase. We expect US crude oil output to fall around 
June. The major oil benchmarks WTI and Brent could therefore 
fall further before recovering later in the year.

The June OPEC meeting remains a pivotal point in the political 
game that this price war has become. We think that the cartel will 
decide to cut production but with significant reluctance. The cuts 
will be modest as the group will be unwilling to lose market share 
and will wait for other producers to reduce output before making 
any deeper cuts.

Natural Gas
We remain bearish on natural gas as seasonal demand will drop 
off in the coming quarter. The beginning of the ‘injection’ season 
will see the accumulation of inventories which will keep the 
market well supplied.
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Agriculture

We expect wheat, corn and soy planting intentions to fall after 
a prolonged period of weak prices. After last year’s near-perfect 
weather conditions, we are unlikely to see production this year 
match the highs seen last year. As a result, lower supply is likely 
to be a supportive influence for grains prices.

The so-called “currency wars” have taken a toll on agricultural 
prices. The rapidly depreciating Brazilian Real has encouraged 
sales of coffee and sugar, depressing global prices of these 
commodities. A shift back to fundamentals should bode well 
for coffee prices given the likely poor coffee yield this year. As 
speculative shorts have become quite crowded, there is potential 
for a short-covering rally if the Brazilian Real firms. The same 
cannot be said for sugar, which will likely go into its fifth year of 
supply surplus.
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By ETF Securities Economics

Asset-Class Implications: Currencies 
The pervasiveness of negative interest rates as a policy tool across 
Europe has led to widespread G10 currency weakness against the 
US Dollar. The USD index reached the highest level in 12 years 
last week, and alongside record speculative long positioning, 
the rally appears stretched. The USD’s rally is being driven by 
the continuation of the US economic recovery and investor 
expectations for tighter policy from the Fed, in stark contrast with 
those for other major central banks. 

Despite removing the much publicised ‘patient’ approach toward 
policy normalisation, the Fed remains pragmatic. Indeed, little 
has changed on the economic front: outside of the latest solid 
jobs report, other economic indicators have been relatively soft. 
Meanwhile wage growth remains weak and household spending 
has moderated recently. Despite improving economic activity, 
inflation indicators have begun to trend lower.  As a result, we feel 
there is scope for a modest reversal in the USD rally.

While market expectations currently indicate that the Fed 
will hike rates around July/August, we feel this is priced into 
current USD cross rates. With the USD Index indicating that the 
current strength of the rally has moved out of line with interest 
rate differentials the risk is skewed towards a near-term USD 
correction. 
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The British Pound has been the main European beneficiary of 
the accommodative policy from European central banks. The 
pound has strengthened considerably as the ECB has been forced 
to pursue a full blown QE policy to offset deflationary forces. 
The rise in GBP has come at a time that expectations have been 
sharply unwound that the Bank of England would begin to tighten 
policy in 2015. Hawkish members of the MPC have become 
dovish as low oil prices and sluggish economic activity has pushed 
inflation to zero for the first time on record. The fading UK 
economic momentum is expected to continue to force the GBP 
lower against the USD, but against the Euro the outlook is more 
favourable and we expect further appreciation.

While the ECB and the BOJ are dominating the front lines of 
the currency wars, there have been some casualties. The Swiss 
National Bank lost its balance sheet battle with the market as the 
ECB’s QE programme threatened to overwhelm its resources. 
Despite the removal of the floor for EUR/CHF, the SNB expects 
its move further into negative territory for rates ‘is set to have a 
corrective effect on the Swiss franc’s’ overvaluation. We expect 
that CHF is unlikely to attain the floor 1.20 level again in 2015 
unless more concerted action is taken by the SNB.

Elsewhere in Europe, the combination of QE and low/negative 
rates has also been used to counter the appreciation of the 
Swedish Krona, by the Riksbank, in a bid to ward off the threat of 
deflation. We expect that this supportive stance from the Swedish 
central bank will continue to have a deflating effect on SEK. 

G10 rates are very accommodative

Swiss National Bank -0.7 5
Riksbank -0.10
European Central Bank 0.05
Bank of Japan 0.10
US Federal Reserve 0.11
Bank of England 0.50
Bank of Canada 0.7 5
Norges Bank 1 .25
Reserve Bank of Australia 2.25
Reserve Bank of New Zealand 3.50

Central Bank Official Rate

Meanwhile, its Nordic neighbour has seen the Norwegian Krone 
remaining under pressure as oil prices continue to struggle 
against the weight of abundant global supply. Nonetheless, the 
lacklustre performance of commodity prices has taken a backseat 
role for currencies that are highly leveraged to commodity trade, 
like the AUD, CAD, NOK and NZD. Thus far, central bank policy 
has been the main performance driver for G10 currencies and we 
expect this to continue over the coming quarter. Going into the 
second half of the year, we expect commodity prices to respond 
to rising demand we believe aggressive supply expectations will 
begin to unwind. With stronger commodity market fundamentals 
reasserting control, we expect some greater buoyancy for 
commodity currencies, particularly NOK and CAD, which are 
strongly tied to oil prices. 

Over the longer term we expect the USD rally to resume, with the 
Euro and Yen likely to be the underperformers after near-term 
strength. Both central banks (ECB and BOJ) have committed to 
aggressive QE programs and the flood of liquidity is likely to keep 
these currencies under pressure as any tightening of policy is not 
expected ahead of 2016 at the earliest.
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Asset-Class Implications: Fixed Income 
United States 
A number of factors are preventing long-dated U.S. Treasury 
yields from rising, most notably the persistently low German 
bund and Japanese government bond yields. With the Fed funds 
rate still near zero, higher yields can be costlessly hedged or be 
combined with the dollar’s steady appreciation. Geopolitical 
tensions have compounded this, with investors seeking safety. 

Although a number of upside risks (including higher oil prices 
and faster wage growth) suggest long-dated Treasury yields will 
eventually rise, we think they will remain low for longer than in a 
typical recovery, and expect the 10y yield to end 2015 at 2.5%. 

Europe
In line with this our view on the U.S., we expect UK gilt yields to 
rise, with the 10y yield reaching 2.1% by year-end and the curve 
flattening further, unless the Bank of England joins the tacit 
global currency war and postpones its own rate hikes to 2016. 

German bund yields will remain compressed due to a 
combination of flight to safety, the European Central Bank’s 
aggressive easing and the lack of a credible plan to reflate the 
eurozone. We expect the 10y yield to remain well below 1% this 
year. At the shorter end, bund yields will likely fall further into 
negative territory, thus widening the 5y U.S. Treasury-bund 
spread to over 200 basis points by year-end. 

In the Nordics, the 10y Swedish government bond-bund spread 
should narrow toward zero. And in Switzerland, short-term rates 
will become even more negative this year, dragging down the 
longer end. 

The convergence trend with Central and Eastern Europe (CEE) 
bond markets looks largely played out. Aside from Turkey, where 
political interference has recently pushed bonds lower, local rate 
easing looks well priced in and CEE bonds are expensive. The best 
return might well be found in Russian local debt, where we expect 
more cuts (400 basis points) than markets seem to be pricing in, 
meaning the moderate RUB depreciation should be offset by yield 
compression. 

The exclusion of Russian external debt from Barclay’s indexes, 
risks to weaker oil prices and significant spread compression 
since end-January (close to 200 basis points, from over 700) 
suggests a negative view, despite low issuance. 

A credit event is well priced into Ukrainian debt and we expect 
the first round of restructuring will be far from the 75% face-value 
reductions that are likely necessary for economic sustainability. 
A failure to finalize the IMF deal by summer would make a 
disorderly default likely. 

 
Asia/Pacific 
Long-dated Japanese government bonds, which recently sold-off 
when the Government Pension Investment Fund finally started 
to move from government bonds into riskier assets, will remain 
compressed on the back of the Bank of Japan’s redoubled easing, 
which we expect in the middle of this year. 

We believe the short end of the Aussie curve is too steep, as 
stronger growth will lead the Reserve Bank of Australia to cut 
rates by less than the market expects. 

We like paying 5y interest rate swaps (IRS) in South Korea and 
Hong Kong and receiving U.S. 5y IRS since there is no economic 
basis for Korean or Hong Kong rates to trade lower than U.S. 
rates five years from now.  

Latin America
We expect only moderate upward pressure on government bond 
yields as the Federal Reserve embarks on its gradual rate hikes. 
Although the short ends of some yield curves need to rise, as is 
the case with Mexico’s, most curves are already steep. 

Meanwhile, the market’s expectation of over 100 bps in additional 
hikes in Brazil looks excessive to us, while fiscal adjustment 
should support the longer-end of the yield curve, leading to 
further inversion. 
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Figure 10: Nominal Sovereign Yields in Eurozone Core 
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Figure 11: Federal Reserve Needs Inflation-Target Practice
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Past performance does not guarantee future results.

Asset-Class Implications: Equities 
Global Equity 
Our macro outlook—modest growth acceleration and very low 
inflation coupled with continued easy policy—remains supportive 
for equity. However, valuation no longer offers enough cushion 
against uncertainty. That said, near-term downside risk—and the 
market’s perception of it—appears to be falling.

As in our last Quarterly, we still see 2015 as a year of single-digit 
returns, and with higher volatility than in the past two years. 

We see higher upside potential in markets outside the U.S. and 
within more cyclical sectors, but differentiation based on the risks 
around our base-case macro outlook is the key to finding value. 

U.S.
We expect the S&P 500 to end the year at 2150, driven primarily 
by earnings-per-share growth. An already below-average earnings 
risk premium coupled with the coming rate hikes and associated 
uncertainty suggest multiple expansions are unlikely.

The rallying dollar represents a strong headwind against 
international revenue and oil-exposed large-cap firms relative 
to more domestically oriented small caps. Our expectation of 
domestic cyclical outperformance relative to global cyclicals (in 
addition to the oil-related boost to consumers) supports small-
cap outperformance. Moreover, rising rates have historically been 
supportive of small-cap outperformance. 

That said oil-related pressures on the credit market offset this to a 
degree. With relative valuation around the long-term average, we 
expect small caps to marginally outperform the S&P 500.

Europe 
We have upgraded our view on eurozone equities, which should 
benefit from the cyclical rebound. The tactical 15-20% rally 
(on quantitative easing) that we were expecting could last 
longer, although the geopolitical tensions and still sub-par 
earnings suggest being cautious about the durability. Swedish 
equity, already at all-time highs, will probably benefit from the 
Riksbank’s easing, as would Danish equities in the event of the 
central bank there making a similar move. Swiss equities will 
likely eventually recover from the abandonment of the FX floor, 
given they tend to trade in euro rather than Swiss franc. 

We have turned positive on Russian equity (versus emerging 
markets overall), on reduced macro tail risks and extremely 
depressed valuations. Meaningfully tighter sanctions (unlikely) 
and significant oil price weakness (Brent in the low $40s) are two 
key downside risks. We continue to find value in Polish equity, 
given resilient domestic growth, monetary easing and Poland’s 
exposure to German consumption. 

Asia/Pacific
The forthcoming oil-related boost to GDP growth in much of 
the region and the “sheepish” recovery in China should provide 

a better backdrop for North Asian equity markets, which have 
lagged their southern neighbors so far this year. We particularly 
favor South Korea, where valuations are unchallenging and 
domestic sentiment is miserable, but a tax on retained earnings 
should prompt higher dividend payouts and share buybacks. 

In Japan, more monetary easing and the Government Pension 
Investment Fund’s increased allocation to equities should 
continue to push up share prices. 

We remain cautious on the Thai stock market despite its rally and 
the Street’s upgraded view of the country’s growth prospects. King 
Bhumibol Adulyadej’s health is clearly failing, and his backers 
could not win a free and fair election after his passing. 

Latin America
Mexican equities are the stand out, as they boast an attractive 
CDS-adjusted valuation and are backed by a positive macro story 
(now the oil-related froth has come out of the market). 

The outlook for Brazilian equities is not yet attractive, as high 
real rates and sluggish domestic demand make bonds a more 
attractive bet. Catalysts for a possible reversal include fiscal 
adjustment, signs the Petrobras crisis is nearing resolution and 
indications the central bank could begin to ease rates.
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Figure 12: Total Returns by Region Year-to-Date (USD terms)
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Figure 13: Total Returns by Country Year-to-Date (USD terms)
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