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April 2016: It was a quiet month for equity markets 
across the globe with most indices ending on balance 
unchanged. The S&P 500 gained 0.27%, while the 
Eurostoxx was up 0.77%, and the Dax added 0.74%. 
The big gainers this month were Gold and Oil 
rising 4.9% and a staggering 20% respectively. We 
have benefited substantially from this rally in these 
two asset classes as they have been major alpha 
generators in our portfolios.

On the interest rates side, yields on the US 10 year 
stayed practically unchanged over the month at 
1.83%, but the German Bund counterpart ended 
the month at 0.27%, up by 78%. While in relative 
terms this may look very high, it is also true that we 
come from a very low base and such a change is not 
abnormal. It also signals that sentiment is moving 
towards improved optimism in Europe.

The US Dollar continued its descent this month; 
negative 1.59% for the DXY as a weak US GDP and 
subdued inflation numbers have further reduced 
expectations of rate increases in the near future.

Punished for not increasing stimulus 

We would like to start this month’s commentary 
by making a reference to some of the topics we 
discussed in March. In our previous edition we talked 
about the markets leading the central banks rather 
than the opposite, where expectations from market 
players are pushing the governors to act, or even 

refrain from acting. The first marked consequence of 
the Fed’s decision was felt in the January/February 
market correction, following the first rate hike by 
a central bank globally since QE was implemented 
in 2008. FED Chairwoman Yellen had to step in and 
save the market by sending out a dovish message, 
which in turn ignited a global rally. Last week the 
Japanese Central Bank Governor Kuroda opted to 
keep the BOJ’s policy unchanged from January’s 
announcement, which at that time was already very 
bold and unexpected; subsequently the market sold 
off dramatically in the last two days of the month. 
The reasons for this significant drop are two-fold: 
first, there were expectations that Kuroda was 
going to increase the stimulus program. This is very 
telling, it implies that investors seem to be ever more 
reliant on central bank stimulus. Without this excess 
stimulus that the market had been so used to, buyers 
no longer pursued the upside and the selling mood 
set in. Second, investors might fear that the Yen 
strengthening on the back of the BOJ’s meeting will 
hurt Japanese exporters, which have been relying 
on a weak currency to compete on an international 
level since Prime Minister Abe came to power (and 
probably since the 90’s).
The Yen and the Nikkei paid the highest price for 
Kuroda’s actions or lack of, which triggered a long 
overdue correction in the developed markets. The 
Japanese Central Bank is now among the top ten 
holders of around 90% of local ETFs and stocks; it 
appears to us that the definition of a central bank’s 
role and its scope has substantially changed to a point 
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Investment Conclusion

We have become risk averse in this investment 
environment; scepticism is the predominant 
sentiment since the economic and financial balances 
seem precarious. As we are probably approaching 

the end of the second longest bull market in history, 
we think the investments that will outperform will be 
real assets such as gold, commodities and real estate.
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where we would imagine textbooks need to be re-
written and a new theory of economics might emerge; 
coined ‘’Unconventional Economics’’. Yet the Japanese 
are not alone. Similarly the ECB has now included 
non-financial corporate investment grade bonds to 
their purchase program, thus expanding their balance 
sheet to government debt and beyond. At some point 
“Helicopter Money” was mentioned as an additional 
unconventional tool, a concept discussed by the 
economist Milton Friedman in the 60’s that intended to 
push up inflation, a much desired effect current central 
bankers are failing to achieve. To print and distribute 
free money to the population poses a challenge from 
both a social and legal point of view. Only time will tell 
whether it will be feasible, but so far Kuroda did not 
sound excessively optimistic, and neither did the ECB’s 
Draghi, as it falls out of the legal framework of the ECB. 
We observe that extreme ideas are being discussed 
between investors and speculators alike, a trend 
that has caused a dislocation in the markets through 
distorted expectations. Central banks are now stuck in 
the ‘’QE Trade’’ for the foreseeable future.

But is it really working?
On one hand, negative rates penalize savers, 
retirement plans and pension schemes; as return 
on money falls, more savings are needed for the 
future, therefore consumers hold back on spending. 
This is exactly the opposite effect intended by 
implementing a Negative Interest Rate Policy (NIRP), 
since it would slow down consumption and decrease 

inflation. The market might have caught wind of 
such a mechanism, and that is why we saw the sharp 
correction in Japan, whose population is one the 
oldest and has one of the highest saving ratios in the 
world. We think Europe could suffer from a similar 
fate albeit in a more subdued fashion.
On the other hand, quantitative easing benefits 
the longer end of the curve, pushing long maturity 
bond yields lower which decreases cost of funding 
for borrowers. Mortgages also become cheaper as 
a direct result of these unconventional policies, an 
effect welcomed by households. While this does help 
offset some of the negative effects of NIRP, flooding 
the financial system with cheap money is not a 
long-term solution; it resembles treating a patient 
affected by cancer with drugs over a long period of 
time, without much progress, instead of removing 
the tumour. Greece is a current example of the long-
term effects of cheap access to money: the country 
has benefited from its Eurozone country status and 
accumulated debt beyond control. All this thanks to 
the investor community perceiving Greece’s risk in 
line with that of the larger EU system. The country 
became complacent until the debt load reached 
unsustainable levels and began posing a problem of 
solvency.
Nonetheless, central banks continue to allow countries 
and companies to access funding they would not 
be eligible for under normal circumstances, which 
is effectively extending flaws in current monetary 
policies.


