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TAPPING   
THE BRAKES
 BY STEEN JAKOBSEN

Is close to 10 years of monetary policy experimentation 
finally coming to an end? The financial media sure 
seem to think so, while the Federal Reserve is striding 
determinedly along its hiking path and continues to 
signal more rather than less tightening to come.

The Bank of Japan, meanwhile, is exploring potential 
exits from its quantitative easing programme, and the 
European Central Bank is talking tapering.

At the same time, fixed income rates (and volatility) 
continue to go down – this is hardly the textbook 
correlation, so something else must be going on.

Indeed, the basic premise in economic and monetary 
policy since the low of 2008 has been credit expansion, 
i.e. increasing the amount of credit to help the economy 
recover. What was once help, however, has now become 
an addiction – so much so, in fact, that stopping the flow 
of credit will lead to a serious hangover. 

This is what our report for 2017’s third quarter is all 
about: tapping the brakes!

Despite all of the hawkish talk circulating, tapping the 
brakes in terms of credit expansion risks incurring 
recession-like growth rates by the end of this year, and 
here’s why:

We economists know next to nothing about the actual 
black box called “the economy”; instead, we tend to 
monitor what comes out of the box – profit, productivity, 
inflation, and jobs, among other things. 

The problem with this, however, is that we try to predict 
the course of the economy by using data points that 
actually follow those that we predict. To mitigate this, 
then, we try to look at what really drives an economy: 
the price of money as well as the amount of credit and 
energy.

The price of money – the interest rate – is the primary 
discounting factor that we use. The amount of credit is 
then used to calculate velocity and business activity, and 
energy lies in everything you have done today, so it’s 
a key component and (more importantly) a cost of the 
economy .

What’s interesting is that despite the currently bullish 
headlines and high equity valuations, we are at risk of 
a serious slowdown. When monitoring credit we talk 
about the “credit impulse,” or the net change in credit 
divided into the GDP.

The credit impulse leads the real economy by 
approximately nine months.

After a protracted period of monetary policy experimentation, credit is being withdrawn from 
global markets. While this process is necessary, a look at the credit impulse shows that global 
growth will likely respond by tilting towards recession.

RIGHT NOW, THE PRICE OF 
POLICY MONEY IS RISING, THE 
CREDIT IMPULSE IS NEGATIVE, 
AND ENERGY IS FLIRTING WITH 
ITS LOW OF THE YEAR
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Global credit dynamics are therefore important:

A SURGE IN GLOBAL CREDIT,  
DRIVEN BY CHINA
Private sector creedit creation*, rolling 12m, $tn

BUT THE IMPULSE IS NOW FADING
12m ch in private non-financial credit growth rate,  
% global GDP

WE´VE JUST HAD THE BIGGEST SURGE IN THE POST-CRISES ERA

SOURCE: ‘WHY BUYING ON IMPULSE IS SOON REGRETTED,’ MATT KING, CITIGROUP (JUNE 2017).
*US series contains bank credit only. See European Credit Weekly - Seven signs the exuberance won’t last, M. King, March 17

This chart illustrates two key things about credit; the left 
chart shows the massive build-up in credit led by China 
(and emerging markets) while the right-hand one shows 
how the net change of credit flow has moved from 3% 
of GDP to close to minus 1%!

Another way to illustrate this is by looking backwards. 
In 2016, Q1 saw the worst start to a trading year in 
decades. Central banks panicked, the Fed stopped 
hiking, the ECB went full throttle on QE, and the Bank of 
Japan adopted a new 10-year fixed rate – this amounted 
to a massive positive credit impulse as illustrated above. 

Then, in Q3 and Q4, China became focused on 
tightening and reducing final leverage. So let’s apply the 
nine month rule to 2016… if we trace a path through  
May, June, July, September, October, November, 

December, January, and February, we should see  the 
peak in “activity” following the expansion of credit 
impulse fall in January/February – and so it did! 

No, the surges seen in PMI and inflation were not driven 
by the electoral victory of Donald Trump (expectations 
were, though) but instead by a large-scale credit 
expansion .

Every time that there has been a “bump in the road”, the 
solution has been the same: more credit. Now, however, 
central banks are openly challenging this and in the case 
of both the Fed and the People’s Bank of China they 
are forcefully reducing the “impulse” – this means that, 
without new reforms or tax breaks, the US and global 
economy will slow down significantly by the end of this 
year . 
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TAPPING 
THE BRAKES

We have put the odds of this at 60% (not 100% , mind) 
but the real relevance of this call is the fact that a 
recession is the only true risk to the present Goldilocks 
environment of money flowing to stocks based on TINA 
(“there is no alternative”, as per Societe Generale’s Albert 
Edwards).

Since the 1920s, the average recession has cost investors 
33%, with the range being 25-55% . And recession, of 
course, is precisely the ultimate risk being courted by the 
model of credit expansion via a weak US dollar.

This, of course, is also the precise thing that policymakers 
are trying to avoid by attempting to suspend the 
business cycle.

This is a not a call for doom and gloom, but a note that 
if credit is the sole ingredient which has been used 
to tweak the economy over the last 10 years, then 
maybe the moment at which the three elements that 
go into our “black box” – the price of money, credit, and 
energy – start throwing up sparks is one we should pay 
attention to .

Right now, the price of policy money is rising (medium- 
and long-term yields are falling), the credit impulse 
is negative, and energy is flirting with low of the year 
(disinflationary).

Central banks are making the classic mistake of looking 
at trailing economic data, insisting that the slowdown 
seen in inflation and economic activity is “transitory”. 

We, however, will stick with the facts and counter that 
economic “gravity” will prevail – the credit impulse can 
be ignored, but one does so at one’s own risk… and 
one’s peril .

We see lower inflation and think the hike cycle is about 
to end, including the hawkish talk. This we see leading 
to excess return for fixed income and gold, and some 
incoming risk to equities. 

We do also acknowledge that both consensus and 
investors think there is ample time to change, but time 
has a habit of fooling even its best observers, let alone 
those inflamed by desire… 

“AFORE ME! IT IS SO VERY LATE,
THAT WE MAY CALL IT EARLY BY AND BY.” 

      ― WILLIAM SHAKESPEARE, ROMEO AND JULIET

DESPITE ALL OF THE HAWKISH  
TALK CIRCULATING, TAPPING THE 
BRAKES IN TERMS OF CREDIT 
EXPANSION RISKS INCURRING 
RECESSION-LIKE GROWTH RATES  
BY THE END OF THIS YEAR
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For the first time since the 2012 debt crisis, optimism 
prevails regarding the fate of the euro area. There are 
strong arguments indicating that economic activity will 
continue to strengthen.

THE EURO AREA IS (FINALLY) 
ACHIEVING BROAD-BASED GROWTH

Contrary to the US CESI, which is at a two-year low, the 
euro area economy has remained in positive territory 
since the fourth quarter of 2016 and economic data 
have been generally above consensus since the 
beginning of the year.

After years of high unemployment and slow growth, 
the euro area is getting back on track. The Eurocoin 
growth indicator is following an upward trend (plus 
0.70%) and many early indicators confirm the positive 
growth momentum such as the 10-year high in new 
car registrations and recent consumer surveys. The 
slowdown in consumer spending in the first quarter of 
2017 was a glitch resulting from weak utility spending 
due to unusually high temperatures. 

The run-rate in euro area consumption remains clearly 
positive in the short and medium terms, probably 
close to 1.4%-1.5% (year-over-year), helped by growing 
employment and credit expansion.

EUROPE:  
SO FAR, SO GOOD…
  BY CHRISTOPHER DEMBIK

Investors are optimistic on Europe for the first time in years, and with good reason.  
After years of high unemployment and slow growth, the euro area is getting back on track,  
and political and economic trends augur well for further recovery.

OPTIMISM PREVAILS REGARDING  
THE FATE OF THE EURO AREA

SOURCE: MACROBOND, SAXO BANK RESEARCH & STRATEGY

CESI USA VS EURO AREA

EUROCOIN GROWTH INDICATOR
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EUROPE: 
SO FAR, SO GOOD . . .

POPULISM HAS PEAKED

Political risk was mispriced by the market in the first 
part of the year. The outcome of the elections in the 
Netherlands and France, as well as polls in Germany 
indicating a solid victory for the CDU/CSU (with 41% 
of voter intentions versus 25% for the SPD and the 
collapsed AfD holding under 10%) confirm that investors 
exaggerated political risk. 

Populism appears to be in crisis mode all over 
Europe, as shown by the breakup of the True Finns 
parliamentary group in Finland and the electoral 
difficulties faced by the Five Star movement in Italy. 
Political risk has abated in Europe and has switched to 
the United States due to the increasing risk of president 
Trump’s impeachment. 

CAPITAL INFLOWS ARE BACK

Lower political risk and good economic performance 
have created a shock of confidence, leading to 
increasing capital inflows in the euro area. Thus, for the 
first time in three years, EUR positioning is now back in 
absolute long territory. Europe’s stock market is also 
catching up (returns at 15.4% ytd versus 7.1% for the 
United States). 

Investors’ return to European assets is also explained by 
the fear of a correction in the US market. Currently, the 
PE versus VIX indicator is at the highest level, sending 
warning signals to investors and encouraging them to 
favour markets where shares are cheaper like Europe 
(and to a lesser extent emerging markets).

INVESTMENT IS THIS YEAR’S BIGGEST STORY

At the global level, investment is recovering from the 
low point reached in August 2016 when growth stood 
at less than 1% over one year. The last quarter of 2016 
marked a clear reversal of trend and the business 
surveys now show that the positive momentum should 
be strengthened. 

In the euro area, capital expenditures were strong in 
Q1’17 and should keep improving in the next six months 
based on economic expectations. However, a capex 
renaissance is not yet a done deal since companies are 
still waiting for further clues about the direction of the 
global economy. This is in my view the real trigger for 
higher lasting GDP growth in the euro area. 

But the euro area is also facing major headwinds which 
could derail the economic recovery…

MARKETS DON’T BELIEVE CENTRAL BANKS 
CAN DELIVER ON INFLATION AND WAGES

The 10-year inflation breakeven for Germany stands 
at 0.98%; for France it’s 1.05% and for Italy it’s 0.94%. 
As a matter of fact, inflation and wages are among the 
most lagging economic indicators in the euro area. The 
base effect from oil is not helping either due to recent 
downward pressure on crude prices. In both Q4’16 and 
Q1’17, wage growth looked much better until the series’ 
were revised and fell again. 

Eurostat wage growth is down to 1.4% y/y in Q1 and 
the European Central Bank’s gauge is down to 1.25% 
(the trend lies between 1.4% and 1.5%). Wage growth 
is expected to remain subdued in the medium term 
considering that 18% of the euro area’s workforce is 
underemployed (according to the ECB). The lack of 
upward pressure on wages considerably complicates 
the ECB’s mandate, as the bank has over the past few 
months focused on broad unemployment, job quality 
and wage growth. 

As a consequence, the ECB is quite likely to struggle 
to make its taper announcement in September. It may 
be postponed to the end of year, depending on data 
collection. A postponed tapering could be a welcome 
sign for market evolution but is also the proof that the 
euro area economic recovery remains fragile.
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EUROPE: 
SO FAR, SO GOOD . . .

GLOBAL CREDIT IMPULSE FALLING

So far in Europe, credit growth remains broadly 
supportive of economic activity. In terms of stocks, 
growth in M3 and loans to the private sector have 
turned positive since 2015, reaching 5.4% and 1.9% 
respectively (y/y) in Q1’17. 

Taking a more detailed view, EU private sector growth 
has been increasing substantially in core countries, 
particularly Germany and France (with a strong rebound 
since mid-2016) but remains negative in many Club Med 
countries, especially Italy which well deserves its “sick 
man of the euro area” title.

GROWTH IN M3 AND LOANS TO THE PRIVATE SECTOR

SOURCE: MACROBOND, SAXO BANK RESEARCH & STRATEGY

POPULISM APPEARS TO BE IN 
CRISIS MODE ALL OVER EUROPE
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In terms of flows, the picture is slightly less positive 
and confirms a slow recovery. In Q1’17, the credit 
impulse weakened as a result of weaker credit flows 
and unfavourable base effects. However, this modest 
setback should be offset in the medium term by very 
encouraging aggregate demand indicators (especially 
PMI indicators).

The real question is to how long the euro area will be 
able to resist to the global credit impulse deceleration. 
At the core of the slowdown stands China with its 
increasingly unproductive investments and policy of 
tightening credit standards to fight against shadow 
banking. To a lesser extent, Europe is also affected by 
the economic slowdown in the US (which is ultimately 
a pretty ordinary step in the economic cycle after eight 
years of upturn). 

If the traditional six-month lag between credit evolution 
and GDP growth is maintained, it would mean that the 
global economy, including the euro area, is set for a 
downturn at some time in the second part of the year. 

Of course, this is not an exact science and one can 
easily imagine a central bank intervention or Chinese 
fiscal stimulus infusion made in order to avoid this 
precise scenario. For the euro area, the challenge is to 
convert the current optimism, linked to lower political 
risk and the “Macron effect”, into growth gains in order 
to prevent the end of the US business cycle from 
shortening the European recovery. 

Call me naive but I do believe that “Merkcron” could 
push for a successful political initiative to relaunch the 
European project after the German election and by 
doing so ensure that optimism remains in effect. 

German chancellor Merkel will probably not run again in 
2022 and, like all politicians, she doubtlessly wants to be 
remembered for her great achievements… and for now, 
the list is very short. For his part, Macron is well aware 
that if he fails to improve the economic situation by the 
end of his five-year term, the possibility of the National 
Front coming to power is very high. 

There is a genuine convergence of interest between 
France and Germany’s leaders which could lead to 
European projects as ambitious as those seen under 
Giscard and Schmidt. 

One such possibility could be the creation of a real 
budget for the euro area that could serve as stimulus 
tool when the economy hits bottom. 

EUROPE: 
SO FAR, SO GOOD . . .

INCREASING EU PRIVATE SECTOR CREDIT GROWTH
(BUT NOT EVERYWHERE)

SOURCE: MACROBOND, SAXO BANK RESEARCH & STRATEGY
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CREDIT IMPULSE TURNED NEGATIVE
 
It was another good quarter for global equities, with 
Chinese and emerging-market stocks gaining the most, 
followed by European shares driven by capital inflows. 
Investors regained confidence in Europe as the centrist, 
market-friendly Emmanuel Macron won solidly in the 
French presidential election in May, and his party swept 

to a second victory in the legislative election in June, 
giving him the strongest mandate to reform French 
society of any president since the Second World War. 

Some cracks finally emerged in the bull market, with 
Australian and Brazilian equities losing, though not by 
much. But it could be a warning of a pending China 
slowdown driven by a weaker credit impulse.

ARE EQUITIES IMMUNE   
TO A SLOWDOWN?
  BY PETER GARNRY

After another good performance for global equities in the second quarter, some signs of 
a third-quarter slowdown have emerged, linked especially to a drop-off in the global credit 
impulse, starting in China but also affecting the US. 

SOURCE: SAXO BANK
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ARE EQUITIES IMMUNE   
TO A SLOWDOWN?

Across sectors, the biggest surprises have been utilities 
and real estate driven by lower long-term interest 
rates as the market is not buying into the US Federal 
Reserve’s projections. 

A slower trajectory for interest rates is obviously positive 
for the sectors utilising the most debt. The energy sector 
was yet again the only sector with a negative return. We 
have been negative on energy for three quarters now 
and remain negative going into the third quarter.

Valuations of energy stocks still reflect excessively high 
expectations for a recovery in oil prices.

With the technology sector up 18% year-to-date, 
everyone is talking about a bubble, and June brought 
a reminder of volatility when the Nasdaq 100 index 
suddenly dropped 4% over two sessions. However, 
the sector quickly attracted new bids as it remains 
one of the few pockets of growth in the current 
macroeconomic environment. But valuations on 
tech stocks are getting stretched, and we believe the 
multiples expansion will not continue.

If our third-quarter slowdown expectation is right, then 
healthcare, consumer staples, and utilities will likely be 
the best-performing sectors in Q3.

SOURCE: SAXO BANK

VALUATIONS ON TECH STOCKS ARE GETTING 
STRETCHED, AND WE BELIEVE THE MULTIPLES 
EXPANSION WILL NOT CONTINUE
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ARE EQUITIES IMMUNE   
TO A SLOWDOWN?

CREDIT IMPULSE POINTS  
TO LOWER GROWTH

Our slowdown theme revolves around credit, which is 
crucial to the modern economy. Increasing evidence 
shows that the credit impulse, or the 12-month change in 
net new credit to the economy, leads one to two quarters 
ahead on growth. To get a sense of why credit is important, 
take a look at China. Before the financial crisis, net new credit 
as a percentage of GDP was 19%, whereas the average after 
the financial crisis has been 29%.

The global credit impulse turned negative in the second 
quarter, starting with China in March. As a consequence, 
Q2 presented a more mixed macro-economic picture, 
and recent inflation has disa-ppointed. Again, to 
understand China’s role in the global economy consider 
that the country is expected to contribute around 35% 
of global GDP growth over the next three years. With 
a slowing China, we expect emerging-market equities 
to finally underperform and the materials sector to be 
under pressure.

The credit impulse is also negative in the US, and so a 
slowdown in Q3 would not be a big surprise. With the 
US economy expected to contribute 18% of global GDP 
growth over the next three years, the credit slowdown is 
obviously important for the global economy.

India, which is expected to be the third-largest 
contributor to global GDP growth by 2020, is also 
experiencing negative credit growth. The only big region 
with a positive credit impulse is Europe, and we remain 
positive on European equities as we expect capital 
inflows to continue.

IF OUR THIRD-QUARTER SLOWDOWN 
EXPECTATION IS RIGHT, THEN 
HEALTHCARE, CONSUMER STAPLES, 
AND UTILITIES WILL LIKELY BE THE 
BEST-PERFORMING SECTORS IN Q3

SOURCE: BLOMBERG AND SAXO BANK
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ARE EQUITIES IMMUNE   
TO A SLOWDOWN?

IS ABENOMICS WORKING?

The sun seems finally to be rising over Japan again, 
as we alluded to in a research note in May. Japan’s 
nominal GDP is now above the previous peak from 
1997, and its annualised growth since Q4 2012 is 2.1%, 
significantly above the country’s funding cost which is a 
key indicator for long-term sustainability. 

Growth in Japan has not been this high since 1993-98. 
Unemployment was 2.8% in April, the lowest rate since 
1994, getting close to levels where historically inflation 
has picked up. If that happens, it will be one of the 
biggest stories of 2018. Meanwhile, Japanese equities 
are valued at a 20% discount to US stocks. As a result of 
improving macroeconomic data and equity valuations, 
we are overweight Japanese equities. 

THE EV TRANSFORMATION

The year 1990 was an inflection point for personal 
computers and software as Microsoft crossed the $1 
billion threshold in revenue. For this fiscal year, the 
company is expected to have revenues of $96 billion. 
That is a 19% compounded growth rate over 26 years. 

The year 2013 was likely the inflection point for 
electrical vehicles as Tesla crossed the $2 billion 
revenue mark. Four years later there are still many 
sceptics, but the evidence is clear: we are already living 
a “Microsoft moment” in EV and autonomous driving. 
According to industry estimates, long-range EV will 
cost around $22,000 in current USD, making them 
affordable even in EM countries. 

Estimates from Bloomberg New Energy Finance show 
that 35% of all global new vehicle sales are EV. That 

estimate could easily prove too low. If anyone is in 
doubt about the commitment of car manufacturers, 
just talk to Volkswagen. The company is planning its 
strategy around EV and promises 20 new models by 
2020 .

The big question is how much future oil demand will 
be affected by EV and autonomous driving. The trends 
will likely reduce car ownership to the select few (like 
private horses for the rich), and gasoline consumption 
will plunge. If the current growth rate in EV continues, 
then by 2023 EV will displace oil demand by 2 million 
barrels a day, almost equivalent to the 2014 oil glut. 

In other words, the EV revolution will likely cause a 
major crisis in the oil industry. Maybe the oil deep in the 
oceans will never be extracted?

But the biggest joker in the deck is autonomous driving, 
which could cut the number of cars significantly but 
also optimise gasoline consumption and thereby cause 
an even faster decay in oil demand. In a super long-
term view, we are negative on the oil industry, and we 
estimate that capital in this industry will provide low 
returns for shareholders.

SOURCE: BLOMBERG AND SAXO BANK
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Tin Hat? Check. Safety belt? Check. Parachutes/life vests? 
Double-check. Well-stocked New Zealand farm? Check. 
Tank? Check. Basket of long-dated puts on the Kospi, 
Nikkei, and low-vol ETFs to hedge the portfolio? Check. 
Now we can finally we can get some rest as the third 
quarter begins.  

I DON’T KNOW WHAT IT IS… 

The current macroeconomic environment presents so 
many perplexing features that it’s hard to say which is 
the most puzzling of all. 

For instance, there is the fact that US volatility has only 
been lower 3% of the time since the 1930s. Or the 
fact that – against my expectations and continued 
view – inflation in the US and the Eurozone seems 
to have flatlined at best, and could be retrenching, 
potentially taking us back into a yield compression 
world. Or there is the fact that every time the US 
Federal Reserve raises interest rates, the bond market 
acts like everything’s done and dusted, and future hike 
expectations get lowered. 

We also have the fact that oil looks dangerously close 
to breaking below $40/barrel as we approach the end 
of the second quarter, and a contracted close below 
$40/b would unleash one of the key risks I mentioned 
in my Q2 outlook: the deflationary genie. Finally, we 
have the fact that the most heavily discounted potential 
geopolitical crisis – a conflict between the US and North 
Korea with potential collateral damage and nuclear 
weaponry at stake – seems to be escalating, and no one 
seems to care . 

In any case, the third quarter could shape up to be an 
inflection point for the year. I am thinking protection – 
as in keeping an umbrella close by when you’re inside 
the house. Because remember: to win you have to stay 
in the game.

CONSENSUS VIEW AND POSITIONING?

The consensus is bearish on yields and US rates moving 
further up, as the markets don’t believe the Fed’s 
projections. Speculative longs in US Treasuries are now 
close to record levels. Some say that inflation is dead 

THE SUM  
OF ALL FEARS
  BY KAY VAN PETERSEN

The third quarter could prove to be an inflection point for the year. I’m thinking protection 
because remember: to win you have to stay in the game. So here are some ideas for trading 
in an environment where the consensus is bearish on yields and US rates moving higher, and 
everyone seems to think the US stock market is overvalued.

INFLATION DOES NEED TO PICK UP,  
OR WE COULD BE BACK IN THE YIELD  
COMPRESSION TRADE
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and it just does not know it, and bond bears are now 
extinct. At the same time, investors are so long FANG 
(Facebook, Amazon, Netflix, and Alphabet) stock that it’s 
falling out of their pockets. 

Everyone seems to agree the US equity market is 
overvalued. The recovery is long in the tooth, they say, 
weakest at hand, yadda yadda yadda. They say the 
US dollar’s back has been broken, the bull will never 
buck again. They say the dead money that Europe 
represented for a decade has risen like a phoenix from 
the ashes, and that French president Emmanuel Macron 
is the best thing since sliced bread and Jack Daniels. 

They say Brexit will be disastrous for the UK, so you 
should be short sterling and UK assets. They say a 
US-North Korea conflict could never happen; China 
would not allow it, and/or the cost to Seoul would be 
too high. They say the Trump reflation trade is dead, 
and absolutely nothing is going to come from this 
administration – no deregulation, no tax reform, no 
infrastructure or healthcare bill. 

They say that credit loan growth is dead  so we can 
forget about any economic growth from that side of  
the balance sheet…

With all due respect, I am more likely to take the 
opposite side of these trades. I will be the first to admit 
that inflation needs to pick up, or we could be back in 
the yield compression trade, though I think we are six to 
18 months early on that view. Talk to anyone you know 
in the US  – friend, family, peer – and ask whether it’s 
getting cheaper or more expensive to live in America. 
That’s what I thought: inflation is not dead, folks. 

The risk is to the upside for CPI surprises, and yields 
to climb. 

Perhaps I am in a room of one, but until I see another 
three months of CPI data, my thesis of structural short 
duration and yields higher still stands – and again, I think 
it is better played out in the Eurozone than in the US. 

 

GLOBAL MACRO HEDGE FUNDS 
PERFORMANCE

In my view, and for those who follow our weekly Macro 
Monday Cross Asset product, there have really only 
been two opportunities to make some serious money 
in global macro, year-to-date. That was the run-up to 
the March Fed hike, when gold and US bonds offered 
very compelling risk/reward shorting opportunities as 
the market was late in adjusting to a Fed determined to 
move. 

The second opportunity was one week before the first 
round of the French elections when bonds yields got 
way too tight. Everything else this year has been very 
tactical .

Some of the biggest global macro funds are struggling 
this year and are down by as much as 10%, while a few 
outliers are up 10-15%… this just goes to show that 
there are always opportunities, no matter what. Overall 
I get the feeling if you are flat to slightly up year-to-date, 
then you are performing relatively well in the global 
macro/multi-strat space. 

Judging by the track record of our two Macro Monday 
books (Tactical and Strategic), it’s interesting to see 
the outperformance (ytd) at least of the Tactical 
Book (shorter-term, bigger positioning, much more 
active) versus the Strategic Book (longer-term, smaller 
positioning, wider targets, less active). 

This basically illustrates the low volatility and challenging 
environment we are in, where apart from equities many 
assets have been rangebound.

THE SUM  
OF ALL FEARS

THREE THINGS COME INTO MIND  
FOR THE THIRD QUARTER 
AND BEYOND: TWO EQUITY 
PUT BASKETS AND A FUTURES 
POSITION
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THE SUM  
OF ALL FEARS

MACRO MONDAY’S 
GLOBAL STRATEGIC BOOK: 
+2.49% AS OF JUNE 16, 2017,  
TO $10,248,644

MACRO MONDAY’S  
GLOBAL TACTICAL BOOK:  
+6.29% AS OF JUNE 16, 2017,  
TO $10,628,907
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THE SUM  
OF ALL FEARS

POSITIONING
Three things come into mind for the third quarter 
and beyond: two equity option baskets and a futures 
position . 

January 2019 Fed funds futures [Saxo ticker ZQF9] at 
around 98.50 are pricing in only one more rate hike 
by the end of December 2018. That’s seems to be the 
epitome of wrong, given that Fed chief Janet Yellen said 
after the June 14 hike  that things are still on track for 
one more rate rise in 2017 and three increases in 2018. 

Even if the Fed delivers only half of that, shorting those 
futures should still prove to be an asymmetrical trade. 
So: short from around these 98.50 levels, with a stop at 
98.65 and targeting 98.25 and 98.10. Note that these 
are small moves in percentage terms, so your position 
sizing must be pristine as these are Epic Earl positions 
(not Tiny Tim) given the volatility. 

Given the inflection point of inflation in Q3 and the 
determining factor in deciding whether this is a Fed 
that’s following through or reversing, US banks are most 
likely destined for a binary move this quarter. I love the 
low volatility, as it means option premium is cheap. I 
want to buy a lot of premium; I want to build a basket of 
at-the-money straddles (long calls and long puts at the 
same strike and maturity) on US banks that will have a 
maturity of 20 Oct, getting us over the Fed’s September 
20 meeting as well as: five US CPI Prints, four US 
nonfarm payroll numbers, two quarterly earnings dates, 
the Fed’s July 26 meeting, and Q2 US GDP.  

I’d keep it vanilla and just line up the usual suspects: Citi 
($63.91), JPM ($87.52), BoA ($23.49), WFC ($53.46), GS 
($225.10), and MS ($45.50). If inflation surprises to the 
upside, financials should fly as the Fed should be on 

track. If inflation continues to fall apart, then we could 
get a back-tracking Fed, which would crush financials. 
The risk to this view is if inflation is neither here nor 
there, leading to the Fed being neither here nor there 
and us staying rangebound in Q3. From my side of 
things, I think something has to give… one way  
or another. 

For the second basket we are talking about the FANGs 
and the hot semiconductor space, collectively known  
as the engine of this US equity bull market. So this is  
a basket of long-dated six-12 month (potentially even 
 two-year) at-the-money long puts, consisting of 
Facebook ($152.25), Amazon ($992.59), Netflix 
($152.05), Google/Alphabet ($950.63), and I would  
throw in SNAP ($17.31) as well as the semiconductor 
plays SMH ($84.57) and SOX ($1,074). 

Note that prices are as of the close of June 20, 2017.  
We are close to dot-com era highs, but back then 
revenues were growing 20-30% year-on-year, while 
this time around revenue has flatlined, and it’s a 
bootstrapping game. 

Call me paranoid, but going back to the risk of a conflict 
between the US and North Korea and the challenges 
that president Trump faces domestically, one must 
wonder whether it would be advantageous at some 
point for him to start a ruckus abroad. After all, it’s really 
only the airstrikes in Syria that have brought  him any 
concerted praise. 

Let’s just throw in one more idea so that I can sleep 
even more soundly over the second half of the year: 
long-dated six-18-month ATM puts on South Korea’s 
Kospi index (2,369 points) – EWY ($66.88) is the ETF – 
and Japan’s Nikkei (20,230 points).

KAY VAN-PETERSEN, GLOBAL MARCO STRATEGIST

Kay Van-Petersen joined Saxo Bank in 2014 as a Global Macro Strategist, based in Singapore. 
He focuses on delivering strategies and analyses across asset classes based on monetary & 
fiscal policies, global geopolitical landscapes as well as other macroeconomic fundamentals.  
He also takes into account market sentiment, technical and momentum factors.
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The second quarter of 2017 was one of declining 
volatility across global markets, especially once Europe 
got beyond the French presidential election. Risky assets 
rose as complacency reigned. 

Indeed, global markets celebrated the “Goldilocks 
combination”:  weakening inflation keeping central bank 
hawks at bay while the fading Trump trade kept the USD 
weak.  The USD’s slow tailspin in Q2 and still hyper-
accommodative European Central Bank and Bank of 
Japan policy kept the global liquidity dial set to 11. 

Although the US Federal Reserve managed to pull off 
its second rate hike of the year, financial conditions 
remained near their easiest for the cycle, whether 
measured in corporate credit spreads or emerging-
market bond spreads. 

Beyond the derailed “Trump trade” and low US inflation 
readings, a general weak patch in the US economic data 
also helped to weaken the dollar, tempering market 
expectations for further Fed rate hikes as the market is 
once again at odds with the Fed’s more hawkish policy 
forecasts . 

From here we suspect the Goldilocks narrative will 
likely prove increasingly difficult to maintain, though 
there is an appreciable chance that it will drag on for 
a substantial portion of the summer before yielding to 
more volatility in the autumn. 

As noted, the most significant risk to global growth and 
near-record levels of global complacency is the policy 
tightening in China. But the Fed is also tightening policy 
and may have reasons to continue tightening even if 
the US economy fails to gather more momentum, as 
we discuss below. And if the Fed tightens less than 
expected, it would be likely due to the US economy 
tilting into a recession – hardly cause for complacency.

Either way, the predominant risk lies toward increasing 
volatility, a development that would likely support the 
struggling US dollar at the margin as a safe haven and 
dampen enthusiasm for emerging-market and the 
smaller developed market currencies, as we discuss in 
this article.

THE G3: EUR SLOWLY BOGS DOWN,  
USD RESILIENT, JPY THE WILD CARD

FX: PEAK GOLDILOCKS 
AND THEN MORE VOLATILITY
  BY JOHN J HARDY

The predominant Q3 risk in forex markets is rising volatility. At present, the “Goldilocks 
combination” of weakening inflation and a softer USD reigns, but this will weaken as central 
banks retreat from their hyper-accommodative stance.

THE MOST SIGNIFICANT RISK TO GLOBAL 
GROWTH AND NEAR-RECORD LEVELS OF  
GLOBAL COMPLACENCY IS THE POLICY  
TIGHTENING OUT OF CHINA
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FX: PEAK GOLDILOCKS  
AND THEN MORE VOLATILITY

USD: TRUMP TRADE LOST IN THE SWAMP

The US dollar had come full circle near the end of Q2, in 
dollar index terms fully erasing the entire rally sequence 
from the election of president Trump in November. 

Trump’s inability to move the policy needle and his 
unsuccessful confrontation with the Washington 
establishment have seen the market nearly entirely write 
off the potential of the “Trump trade” (the anticipated 
combination of tax reforms and fiscal stimulus that was 
meant to drive US economic outperformance and a 
strong currency). 

The US dollar might have stumbled less on this 
development were it not for a steady stream of weak 
economic data in Q2 at a time when Europe and Japan 
were firing on all cylinders.  

The USD is still expensive and will likely face further 
headwinds as long as the Goldilocks trade is ascendant 
in Q3, but a bumpier road ahead and more volatile  
asset markets would likely see the USD’s traditional  
safe-haven role providing solid support. 

There is some risk that a showdown over the US budget 
ceiling in late Q3 could keep the pressure on the 
greenback, but there is also the question (addressed 
in our sidebar) about the Fed’s intentions and whether 
a less-accommodative-than-expected Fed in Q3 and 
beyond is a distinct risk.

DOES THE FED WANT OUT OF THE ‘MASTER 
OF THE UNIVERSE’ BUSINESS?

In Q2, some questioned the Fed’s insistence in 
shrugging off a weak patch in inflation and US data and 
continuing to look for further rate hikes, while even 
outlining plans to launch quantitative tightening of the 
Fed’s balance sheet already this year. The market has 
played a high confidence game in second-guessing the 
Fed’s intentions, and continues to believe that the Fed 
will not come close to hiking as much as Fed forecasts 
suggest beyond this year.

One explanation for a slightly more hawkish tilt from 
the Fed this year could be that chair Janet Yellen is in 
“legacy mode” as she finds herself at the end of her long 
career at the Fed, inevitably to be replaced by a new 
Trump nominee early next year. She may want to be 
seen as the chief that finally extracted the Fed from the 
era of quantitative easing and zero interest-rate policy, 
however cautiously. 

That may be true to an extent, but it’s more compelling 
to believe an alternative explanation:  the Fed simply 
wants out of the “Master of the Universe” role. Deeply 
concerned about the inefficacy of the ZIRP and QE tools 
it has employed since the global financial crisis and the 
aggravation of inequality these tools have wrought, the 
Fed is finished and wants to pass the policy baton back 
to the government. 

On some level, does the Fed also fear that its policies 
helped put Donald Trump in the White House?  Well, 
the Fed did help on some level if the metric of inequality 
has any responsibility for the Trump presidency. 
Regardless, by wanting to undo some degree of what 
it has done by playing master of markets for so long, 
the Yellen Fed may be far less fearful of going too far in 
tightening policy than the market thinks.

Consequently, when the next recession does roll 
around, the Fed’s role will be vastly reduced – most 
likely to a role as auxiliary to fiscal stimulus.
EUROPE – YOU SAY YOU WANT  

EM CURRENCIES FACE  
THE GREATEST RISK OF 
DOWNSIDE IN Q3
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A REVOLUTION?

Emmanuel Macron’s French political revolution was 
completed in Q2, and his new party has a theoretical 
mandate to shape significant reforms that could boost 
the French economy, long an underperformer. Europe 
likely has enough momentum from hyper-stimulative 
ECB policy to stay on a positive trajectory in Q3, 
although rising global growth concerns will eventually 
impact the Union at its core, especially Germany as 
global exporters are most exposed to changes in global 
growth.

All of the difficult existential EU questions, like debt 
relief for Greece, an Italian election, and the structural 
reform of EU institutions, meanwhile, will have to wait 
until after the German elections in late September. 
These questions will inevitably come back, as Greece 
has shown good faith and debt relief is a mathematical 
imperative. 

For the EU to maintain its current composition beyond 
the end of the ECB’s QE, it will need to slowly move 
toward mutualised debt. This is particularly true for the 
EU’s weakest link, Italy. Greek debt relief and mutualised 
euro-debt are non-starters for German chancellor 
Angela Merkel’s re-election, even if she may prove 
amenable to building a more integrated Europe after 
the election (when she will be in “EU legacy mode” for 
her likely final term).

We’ll revisit the existential questions for our Q4 outlook, 
as these remain critical for the longer term. As for Q3, 
euro upside may fizzle when market volatility picks up, 
partly because much of the enthusiasm for the single 
currency has been built on a positive story, and our more 
negative themes for the quarter don’t dovetail with that. 

Euro buying, euro sentiment and speculative positioning 
are getting stretched already rather far to the bullish side. 

Still, EURUSD may manage a serious test of the 1.1500-
plus resistance in EURUSD that defined the resistance in 
2015-16, but we don’t look for a major extension. 

THE JPY

The yen outlook hinges mostly on the outlook for yields 
in Q3. If inflation stays low and global growth becomes 
a concern as in our base-case scenario, persistently 
low bond yields are likely to drive the JPY stronger as 
the legendary Japanese savers repatriate assets and 
foreigners lift their Nikkei hedges as it drops. 

Even in a more positive scenario, though, the JPY 
is already very weak, and the tendency for slowly 
tightening central banks will inevitably spread even to 
Japan, where BoJ governor Haruhiko Kuroda might be 
forced to modify forward guidance given the improved 
outlook for the Japanese economy. 

So the risks point to limited JPY downside potential 
unless we see a combination of higher rates with little 
or no pick-up in asset market volatility. This is perhaps 
possible if the Goldilocks trade extends across the 
summer, but not likely beyond. 

UK STUMBLING – BUT TOWARDS WHAT?

UK prime minister Theresa May’s election miscalculation 
threw another log on the fire of Brexit uncertainty just 
before the start of official negotiations in late June. With 
May now in the less-than-proud possession of a weak 
domestic mandate on the home front, and given the 
time scale and complexity of the Brexit process, can we 
really expect much new in Q3 on the Brexit issue? 

The first phase of negotiations will focus on the divorce 
settlement and rights of EU citizens – so not the more 
GBP-important trade portion of post-Brexit UK.  

EURGBP has been coiling in a 4-5 % range all year, 
and this may continue or it could test higher into 
0.9000-plus if the UK economy continues to perform 
poorly. So downside risks for sterling predominate 
on the economy and on Brexit uncertainty. However, 
there remains one potential source of upside: what 
if, eventually, a second referendum is promised down 

FX: PEAK GOLDILOCKS  
AND THEN MORE VOLATILITY
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the road once the Brexit deal is crystallised? Could 
“Bremain” be the ultimate outcome? 

THE G10 SMALLS: 
NEARING THE END OF THE LINE?

The smaller G10 currencies could see volatility pick up in 
Q3, particularly the Australian and New Zealand dollars. 
In fact, all of five “G10 smalls” have similar structural 
headwinds. The most prominent of these is that every 
one of these countries has inflated an enormous private 
leverage bubble that seems finally at risk of bursting. 

Canada’s housing market was the first shoe to drop 
as its largest subprime lender, Home Capital Group, 
suddenly imploded in Q2. But we’re also picking up signs 
that market concern is rising elsewhere as Australia’s big 
four bank share prices fell in Q2, even before Moody’s 
downgraded their debt on housing worries. 

While New Zealand remains on a strong growth 
trajectory, home sales activity, which often leads actual 
prices, has dropped off sharply this year. We lump SEK 

and NOK in here on the housing risks side, though those 
currencies have already been quite heavily discounted 
in trade-weighted terms, so there may be less downside 
potential versus the major currencies relative to the 
AUD and NZD in particular. 

EM ROAD GETTING BUMPIER

Emerging-market currencies and equity markets 
(quite often the same thing) are at the centre of the 
Goldilocks trade and as a group turned in another 
strong performance in Q2. The easing of Fed tightening 
expectations, a weaker US dollar, and the easing of 
financial conditions globally were strong fundamental 
supports. 

Still, momentum was clearly flagging in places, 
including in a commodity-linked currency like the 
Russian rouble where flat-to-lower oil prices weighed. 
EM currencies face the greatest risk of downside in Q3 
in our scenario, whether from a growth slowdown and 
a backup in global risk spreads, from a more hawkish 
Fed, or both. 

FX: PEAK GOLDILOCKS  
AND THEN MORE VOLATILITY
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NOT ALL NEGATIVE FOR BOND MARKETS

Summer has arrived, and warmer and stable winds have 
reached the Nordic region. Stability is also the hallmark 
of developments in the second quarter when we look at 
financial markets. Despite a few blips on the VIX screen, 
a very stable environment has surrounded fixed income 
overall and also helped to extend the equity rally deep 
into the second quarter. 

Our major topics for the second quarter were election 
risk factors, which we believed were exaggerated, and 
the failure of global yields to move higher. The sideways 
yield environment was something we feared could 
persist due to lower oil prices and geopolitical tail risk.

Major components of this Q2 scenario did materialise 
and have brought nice returns to riskier asset classes 
due to low volatility and continued sideways global yields 
and inflation. Despite lower yields in the later part of Q2 
and global macroeconomic conditions going from hot 
to lukewarm, there are apparently no concerns to trace 
when looking at equities and credit spreads worldwide.  

Viewed from this positive backdrop entering the third 
quarter, one could be tempted to extrapolate a positive 
development in riskier assets – that is, global equities, 
high-yield and emerging-market bonds. Indeed there 
are still positive signs: Europe seems to be in better 
condition than it has been for the last five years and 
many political and geopolitical risk triggers — such as 
European elections, Trump’s impact on global trading, 

the East-West and Middle Eastern crises, just to mention 
a few — are at the moment playing very minor roles or 
have lost significance. 

From that perspective, we could see yet another quarter 
with stable income in the riskier bond classes. However, 
other risk triggers have emerged and are drawing 
uncomfortably close.

As mentioned by Peter Garnry and Steen Jakobsen, we 
are concerned about the slowdown in the global credit 
impulse and the possibility that it could trigger a global 
economic slowdown. Since the financial crisis, the global 
economy has largely been fuelled by credit. 

CHINA   
IN YOUR HAND
 BY SIMON FASDAL

The risk that a drop-off in the global credit impulse could trigger a global economic slowdown 
has important ramifications for fixed income markets. A global slowdown would be 
accompanied by a slump in energy and commodity prices, which would hurt raw-material and 
energy-exporting companies and countries as well as the bonds they issue. Caution is needed, 
especially towards emerging-markets bond exposure.

IF A GROWTH SLOWDOWN 
BECOMES REALITY, WE WOULD 
EXPECT SIGNIFICANT PRICE 
DROPS IN ENERGY AND METALS 
PRICES, WHICH WOULD LEAD 
TO SEVERE PROBLEMS FOR 
CORPORATES AND COUNTRIES 
DEPENDENT ON OIL AND IRON 
ORE.”
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CHINA
IN YOUR HAND

We are especially concerned about the lack of credit 
impulse in China and the fact that markets seem to 
ignore that 35% of global growth is derived from China. 
The lack of credit impulse is also visible in the US. The 
third quarter could see additional unpleasant surprises 
enter the macro picture, which would impact equity  
and bond markets.

The impact on equity markets if we see a global 
slowdown scenario unfold in Q3 is one thing; another 
would be the effect on global fixed income.

In such a scenario, there are three major factors to 
watch.

PRICE OF CREDIT

The most direct impact of a lower global credit impulse 
would be that the global price of credit would increase. 
One credit unit would simply be more expensive and 
investors in bonds would demand a higher spread, 
which would bring higher credit spreads. This would 
mean, all other things being equal: higher yields and 
lower prices on higher-yielding, riskier bond classes. 

COMMODITIES IMPACT

A potential lack of growth in China would, of course, be 
painful, but in fixed-income terms the major concern is 
related to the price slump in commodities potentially 
caused by such a slowdown. If a growth slowdown 
becomes reality, we would expect significant price drops 
in energy and metals prices that would lead to severe 
problems for corporates and countries dependent on oil 
and iron ore. 

Brazil, which recently has been challenged by political 
turmoil, could face a significant drag on its economy if 
prices and demand from China fall. As much as 55% of 
Brazilian iron ore exports go to China, and the Brazil-
China iron ore connection is a vital part of the Brazilian 

economy. Furthermore, the connection faces fierce 
competition from Australia. A potential slowdown in 
China would therefore trigger caution towards Latin 
American bonds, especially Brazilian bonds. It would 
also weigh on corporates linked to exports of iron ore as 
well as energy-related corporates, which Brazil is heavily 
dependent on as well.

Russia is now China’s top oil supplier, and the 
relationship has seen tremendous growth rates over the 
last couple of years, up 24% in 2016. Russia has done 
a nice job fighting the aftermath of the huge oil drop 
shock in early 2016, which resulted in a very weak rouble 
and a selloff in Russian assets. Since then we have seen 
a major rally in Russian assets, Eurobonds in particular.  

With a potential slowdown in Chinese growth and a 
drop in demand and prices for oil, Russia would once 
again face challenges due to its dependence on energy 
exports. This could force budget cuts and harm growth 
estimates. Furthermore, corporates involved in or closely 
related to the energy sector could lose vital revenue and 
face deteriorating credit quality. 

We think that the resilience shown by the Russian 
economy in the past two years provides evidence that 
the country is able to cope with such external shocks. 
However, the present very contracted credit spreads for 
energy and Russian Eurobonds should cause investors 
to be cautious in Q3. 

THE MOST DIRECT IMPACT 
OF A LOWER GLOBAL CREDIT 
IMPULSE WOULD BE THAT  
THE GLOBAL PRICE OF CREDIT 
WOULD INCREASE
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THE INFLATION THAT DISAPPEARED

The scenario of an economic slowdown and lack of 
credit impulse should draw attention to the present very 
positive development in corporate bonds and emerging-
market assets. As we speak, the European high-yield 
corporate bond CDS spread ITRAXX XOVER is hovering 
at a three-year low of 235. The same goes for the JP 
Morgan emerging-market EMBI spread, which is back to 
its 2014 levels. 

We have been very positive on EM bonds and the 
credit environment as a whole, and also believe the 
developments have been justified.

However, if a slowdown starts to occur, it would be an 
unfortunate combination to see very contracted credit 
spreads face the reality of lower global growth and 
lower commodity prices. 

Caution is needed especially towards EM bond 
exposure, as challenges related to credit quality, lack 
of credit impulse, and the overall uncertainty of EM 

countries’ ability to cope with external shocks could 
lead to a sudden credit crunch, sending currencies and 
assets into turbulence and potentially stoking fears of 
market illiquidity that could activate fund selling. 
 

LIGHT AT THE END OF THE TUNNEL

Having said all that, the picture is not entirely negative 
for bond markets in the third quarter. A global 
slowdown and an expected slump in commodity prices 
would send core yields south again. Remember that one 
of the biggest fears for the bond market was the fear of 
higher US yields, where a 3% 10-year yield was seen as 
the tipping point that could send global bond markets 
into cataclysmic selling. 

Instead, with lower growth, slumping commodity prices 
and falling inflation expectations, we could easily face a 
return to levels below 2% for the US 10-year, and see 
significant gains in longer-maturity investment-grade 
bonds outside the scope of commodity-dependent 
corporates and countries.
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COMMODITIES:  
‘MAKE OR BREAK’ 
FOR OPEC  

 BY OLE HANSEN

Hedge funds and oil traders in general have had a difficult quarter, particularly given 
the Opec/non-Opec production cut deal’s failure to boost prices. The outlook for gold, 
however, is more bullish given geopolitical uncertainties and policy risks.

WE MAINTAIN A BULLISH OUTLOOK  
FOR GOLD IN THE BELIEF THAT THE 
RISK TO THE US ECONOMY IS CURRENTLY 
SKEWED TO THE DOWNSIDE

The second quarter of 2017 proved to be very challenging 
for oil as technological developments in the US and 
reduced tensions in Nigeria and Libya helped trigger 
a strong rise in global production.  This helped offset 
production cuts from other Organization of the Petroleum 
Exporting Countries members and Russia, thereby further 
obstructing progress towards a balanced market.

Renewed weakness in June saw the prices of both WTI 
and Brent crude slump below $50/barrel, wiping out all of 
the gains seen following last year’s decision by a group of 
Opec and non-Opec producers to cut production. 

While compliance has been high, the impact has so far 
been limited with producers not slashing exports by the 
same quantity as they cut output. 

During the third quarter, Opec’s ability to maintain 
exports should be tempered by the need to keep more 
oil at home to meet increased domestic demand during 
the peak summer months. In the US, production growth 
during Q2 fell by more than half compared to Q1, a 
potential first sign that US producers are not prepared or 
able to keep up production at any price.

These developments have left Opec with a window of 
opportunity; if successful, the price of Brent crude oil 
is likely to rally back towards $55/b during the coming 
months before renewed weakness sets in as the focus 
turns to 2018 and the potential risk of additional barrels 
hitting the market if Opec and Russia fail to extend the 
production cut deal beyond Q1’18. 

On that assumption, we are lowering our end-of-year 
forecast on Brent crude oil from $58/b in Q2 down to 
$53/b.
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COMMODITIES: 
‘MAKE OR BREAK’ FOR OPEC

Hedge funds have so far experienced a very difficult year. 
The November agreement to cut production triggered 
a surge in speculative demand for oil. This culminated 
during February when funds ended up holding almost 
1 billion barrels of oil in the belief that a floor had been 
created and that the path of least resistance was higher.

Three consecutive selloffs, coming as the Opec expecta- 
tions premium deflated, have resulted in potential 
buyers stepping aside – thereby leaving short-sellers 
back in control. 

This situation will remain until inventory data begin to 
show solid signs of improving. The hunger for up-to-date 
information has resulted in the Weekly Petroleum Status 
Report from the US Energy Information Administration 
receiving a great deal of attention. 

Inadvertently, in fact, the EIA has almost taken on the 
role of proxy for the global market despite only providing 
data on the US. 

Global demand for oil will continue to rise well into the 
next decade and with that comes pressure on energy 
companies to find new oil to replace maturing wells and 
meet the increased demand. 

During the next two to three years, this process is 
unlikely to cause any problems with non-Opec growth 
next year alone being enough to meet rising demand. 

Further out, a stable-to-higher price will be required with 
the big unknown and potential drag on demand being 
the speed with which we move away from combustion 
engines towards electricity and gas.

CRUDE OIL

UPSIDE DOWNSIDE

Opec supports prices through verbal 
intervention and production cuts 

Opec and non-Opec producers fail to deliver 
promised production cuts 

Geopolitical instability increases in key  
exporting countries

Increased production from Nigeria, Libya, and 
particularly the US

Oil needs $50-$60/b to halt supply destruction Stubbornly high global inventories need lower 
prices to cap supply

A weak dollar scenario unfolding Demand growth halted by stalling global growth

We maintain a bullish outlook for gold in the belief 
that the risk to the US economy is currently skewed to 
the downside. This has the potential of leaving the US 
Federal Open Market Committee too optimistic on rate 
hikes, something the bond market is already signalling 
through a flatter yield curve as longer-dated bonds 
remain in demand. 

Inflation expectations as seen through 10-year 
breakevens have dropped to a seven-month low and 
while this may be seen as gold-negative, it also reduces 

the need for higher rates thereby ensuring that real 
yields – a key driver for gold – remain subdued. 

Investment demand for exchange-traded products has 
been rising steadily throughout the year. Investors both 
institutional and retail are looking for diversification and 
a potential hedge against the perceived mispricing of 
financial risks as can be seen in the divergence between 
elevated stocks and low volatility against rising economic 
policy uncertainty.
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COMMODITIES: 
‘MAKE OR BREAK’ FOR OPEC

WE ARE LOWERING OUR  
END-OF-YEAR FORECAST ON  
BRENT CRUDE OIL TO $53/B

OLE HANSEN, HEAD OF COMMODITY STRATEGY

Ole Hansen joined Saxo Bank in 2008 and has been Head of Commodity Strategy since 2010. 
He focuses on delivering strategies and analyses of the global commodity markets defined by 
fundamentals, market sentiment and technical developments.

Uncertainty about president Trump’s ability to get 
his growth-friendly policies back on track, together 
with several geopolitical risks, have also increased the 
demand for safe-haven assets such as gold.  

Hedge funds were strong buyers of gold in early June 
as the prospect of breaking the downtrend since 2011 
grew. The failure to break $1,300/oz and the hawkish 
comments at the June 14 FOMC meeting, however, left 
it exposed to another correction which we view as a 
buying opportunity given our medium-term outlook.

A long-overdue stock market correction could be the 
missing link that gold needs to break resistance at 
$1,300/oz. The sector will receive increased scrutiny,  
not least following comments about “rich” asset prices 
made by the Fed chair at the recent ECB Forum on 
central banking.

We stick to our end-of-year forecast of $1,325/oz  
on gold with the risk potentially skewed to the  
upside in the belief that a break above $1,300/oz is 
likely to attract renewed interest from momentum  
and macro funds. 

SOURCE: BLOMBERG AND SAXO BANK

GOLD (PRECIOUS METALS)

UPSIDE DOWNSIDE

Market pricing in too much US growth => too 
optimistic on rate hikes => lower yields => 
weaker dollar

FOMC turning more hawkish as focus switches 
from inflation to controlling “rich” asset prices

Mispricing financial risks with central bank and 
geopolitical uncertainty on the rise

Geopolitical event causing a sharp recovery of 
the dollar

Investors looking for diversification and hedge 
against elevated stock valuations

Trump’s infrastructure pledge and tax reforms 
drive renewed rotation out of bonds into stocks
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