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editorial

The main character in the series feels as though his family doesn’t 
fit into the community and decides to break away in order to 
make a go of it on their own. However, the wife disagrees, and 
she threatens her husband with divorce. The family are making 
preparations, and have even given their neighbours (who are pretty 
cross) the potential departure date. No, not a South American 
soap opera; its Brexit: Scotland’s Prime Minister, Nicola Sturgeon, 
has just announced that she will call another referendum on 
independence. This comes two weeks after the British Prime 
Minister, Theresa May, stated that Article 50 of the Lisbon Treaty 
(the mechanism that officially unlocks the process for departure 
from the EU) would be activated before the end of March 2017. 
Ladies and gentlemen, get ready for the second episode of the 
new Brexit series: From collapse to normalisation?.

Hold on a second...this date sounds familiar! «[…] Regarding 
non-standard monetary policy measures, the Governing Council 
confirms that the monthly asset purchases of €80 billion 
are intended to run until the end of March 2017, or beyond, if 
necessary […]» (press release: Monetary policy decisions, the ECB, 
8 September 2016). Well I can tell you now that QE will certainly 
need to be extended if it coincides with the start of Brexit. Against 
such a backdrop, the new talk of European tapering (a slowing of 
QE in March or before) looks like pie in the sky. And I’m not even 
talking about the fact that unemployment in Europe is still at its 
2009 highs, while in the US it had fallen back considerably by the 
time the Fed decided to draw a line under its purchases.

Let’s get back to Brexit: the second episode looks likely to be 
interesting and action-packed. We have already had sterling’s 
flash crash (-6% versus the dollar in just 2 minutes on October 7) 
and Marmitegate (Tesco withdrawing Unilever products that had 
become too expensive following the collapse of sterling, among 
them British tea-time favourite, Marmite).

On a trade-weighted basis, sterling has fallen 15% since June 23. 
This constitutes a full-on collapse, almost devaluation. And this 
leads me to believe that the UK could, at the end of the day, come 
out of all this relatively unscathed, in the same way that Spain 
pulled out of the recession following the peseta’s devaluation in 
1992-1993. Just think about it, European exports all of a sudden 
15% cheaper! Or what the Chinese would give for a ripple-free 15% 
devaluation of the renminbi (when they devalued it 3% in August 
2015, global stock markets slipped 10%; yet right now the FTSE is 
at its all-time high). And then there is inflation: all central banks 
(with the possible exceptions of those in Brazil and Russia) dream 
of inflation; and the UK has pretty much achieved it from one day 
to the next (chart 1)! What remains to be seen is whether the UK 
service sector (the motor of the country’s exports) will be able 
to make full use of sterling’s collapse, given that departure from 
the single market is going to be particularly nasty for this sector. 
Internal consumption and investment will undoubtedly suffer, 
which means we will probably see further significant deterioration 
in the macro data and possibly in sterling too. But the property 
market may well normalise instead of collapsing. And this may 
set a trend for the rest of the UK economy, which would of course 
make for a happy ending to the series. But does anyone have a 
clue as to how many episodes and seasons (!) there will be?

Chart 1. Outlook for UK inflation versus USDGBP

Brexit: from collapse to normalisation?

2

Aleksandra Tomala, CFA
Research & Strategy
aleksandra.tomala@morabanc.ad

Sterling’s collapse leads me to believe that 
the UK may in the end “come out of Brexit” 
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Risk map
Inflation forecasts for the UK are soaring as a result of sterling’s 
demise. At the same time, a potential OPEC agreement on production 
cuts is putting upward pressure on the oil price. And in China, we are 
finally seeing the first pick-up in production prices in almost five years.  
We are raising the risk of inflationary pressure.

In the US and following two debates, Hillary Clinton appears to 
be moving ahead in the presidential race; we believe a victory for 
the Democrat candidate would be good for the market, and we are 
reducing election risk in the US. 

Strategy: waiting for the Fed 
Macro environment. Even though we won’t know until the last 
moment if the FOMC is going to raise rates in December (it only takes 
a soft non-farm payrolls number to delay the decision again), we 
believe we should bet on it, for the following reasons: 1) the Fed 
normally makes changes in December (tapering in 2013, the first hike 
in 2015), and 2) it would be good for its credibility (after announcing 
four rises for 2016). So far, the figures are good enough: The ISM 
have picked up (the manufacturing figure is back above 50 and the 
services figure is at 57.1). Non-farm payrolls, at around 150,000, are 
also acceptable. In Europe, we highlight the extremely strong PMI, 
at 52.6, and in the UK the latest print at 55.4 is the highest level 
for a year; for the time being, the Brexit effect is most clearly seen 
in inflation expectations, which, following the slide in sterling, have 
gone through the roof. In China, there are also signs of inflationary 
pressure, albeit with no signs of progress on the macro front. In Japan, 
the BoJ has gone from announcing the size of repurchases to fixing a 
target for the 10-year rate, which enables it to control the curve.

Equity. As we expected, the Fed decided against raising rates in 
September, meaning that the favourable backdrop for equities ought 
to continue.  Not even the Fed should ruin the party, given that the 
market is discounting a 66% probability of a rate hike in December 
(a year ago, it was only giving a 32% chance to the first rate rise). The 
results season gets under way, with EPS on the S&P expected to drop 
3% y/y (which sets the bar low, in our view).

Fixed income. We are overweight credit and the periphery, which 
are both benefiting from ECB purchases. Our inflation protection is 
starting to work (the oil + OPEC effect, inflation in the UK), and we 
expect it to continue, which is also why we are continuing to hold 
short durations. 

EURUSD. We maintain our forecast range for the EURUSD of 1.05-
1.10, ahead of an inevitable US rate rise over the coming months

Commodities. We maintain our exposure to oil, ahead of a likely 
OPEC agreement on production cuts. Gold has broken its important 
support level at USD1,300/oz; we stick to our bearish stance.

strategy

Chart 3. Total returns September 2016*

Chart 4. Positioning on the main asset classes

Chart 2. Risk Map
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*USD returns on MSCI EM index and EM bonds
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macroeconomy

The geopolitical marathon gets underway

Corporate debt purchase programme and market volatility

fixed income

News Events

OPEC announces the intention to cut 
output

28/OCTOBER/16. First estimate for 3Q16 
GDP in the US

MERCOSUR says it is open to a 
free-trade agreement with the UK 

2/NOVEMBER/16. FOMC decision on US 
interest rates

Eurozone ministers unblock EUR1.1Bn 
aid package for Greece

8/NOVEMBER/16. 58th presidential 
elections in the US

Increased tension in US-Russia relations 
due to Syrian conflict

13-14/NOVEMBER/16. Annual meeting 
of the WEF (World Economic Forum) 

We are now into the final straight in the US presidential race. As 
we mentioned last month, it is a far-from-usual contest, in terms of 
both content, coverage, and repercussions. In any case, as of now 
the geopolitical calendar starts to gather pace: multiple presidential 
elections (the US in a few weeks), the Italian referendum, OPEC, Middle 
East tensions, and others.

At the macroeconomic level, the data remains positive, albeit improving 
only slowly and with the odd black spot, at least for the time being. 
The economic surprise indicators suggest an overall improvement in 
Europe but provide contradictory signs in the US; yet in both cases the 
starting point is the same: low growth rates, low inflation, low nominal 
rates. Despite all this, labour market figures remain positive as a whole, 
and for the time being company results are also positive. And as we 
mention above, central bank monetary policies continue to “evolve” 
(see the recent attempts to steepen curves), consolidating the state of 
uncertainty that we are now getting used to. Either way, even though 
the data provides cause for optimism, in the current uncertain climate 
erring on the side of caution is probably the right thing to do. Let’s leave 
the data to consolidate (or not)!

R. Giménez

During September and the first half of October, we have seen 
an increase in volatility in fixed income markets. On the one 
hand, there have been reversals of almost 25bp in both core 
and peripheral 10-year rates; and on the other, a 30bp and 10bp 
widening of the Itraxx Xover and Itraxx Europe indices respectively. 
Despite the pick-up in volatility, euro-denominated fixed income 
returns have not been that bad. Inflation linkers have been one 
of the best performing fixed income assets in September and so 
far in October, with price increases of more than 0.3% in long-
term German and French inflation-linked bonds.  In the particular 
case of Spanish linkers, returns have been even better, with price 
increases of more than 0.6% in medium-term bonds and of more 
than 1.2% in the long-dated version. The Spanish risk premium has 
held up well as well, particularly against Italy and Portugal. As for 
emerging markets, the EMBI Global Spread index remains around 
the 360bp level.

In terms of central bank movements, it has been far less eventful 
than previous months. The BoE kept its benchmark rate at 0.25% 
at the last meeting on September 15, and the Fed also sat tight at 
its meeting on September 21. The US market is not discounting any 
move at the November 2 meeting either; but there is more than a 
65% chance of a 25bp increase at the December 14 meeting.

M. Soca

Rubén Giménez
Macroeconomic Research ·  ruben.gimenez@morabanc.ad

Miquel Soca, CEFA
FI Strategy  ·  miquel.soca@morabanc.ad

Chart 6. Ideas for 2016

Chart 5. Perceivable central bank coordination?

Chart 7. Deflationary risks in Europe
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equity

The key lies with earnings and banks

Sideways movement continues

equity / technical analysis
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Chart 10. Eurostoxx future (daily chart)

Chart 8. P/BV: Stoxx 600 vs. SP 500
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We are now immersed in the 3Q results season, which we believe 
will be key for the direction of markets through to the end of the 
year. If the net result is good with few changes to full-year estimates, 
it will be a boost to investors’ confidence. In the particular case of 
the Ibex 35, the consensus forecast is for EUR35Bn of earnings for 
the full year, approximately half of which is expected to come from 
the financial sector, meaning that the key to earnings revisions lies 
with the banks. And they are facing a regulatory backdrop that is 
heavily conditioning their profit-making capacity, whether due to 
provisions or capital requirements. At the same time, the macro 
environment is not helping (negative interest rates); but we believe 
that a return to a more normalised scenario is not far off. As for the 
rest of Europe, the situation is pretty similar, due to the fact that 
financials carry a heavy weighting (see Italy for example).

So, if banks stabilise, peripheral markets should perform well, 
corroborating our current strategy.

X. Torres

European markets have now spent four months in a sideways 
movement that is preventing them from making any significant 
movement one way or the other. Four months that is taking its 
toll on implied volatility levels, which are normally the trigger for 
major movements and the key to stock market performance. There 
is still no confirmation of an upward trend; and while indicators 
are pointing towards rising equity markets, we still need to wait for 
confirmation about short-term movements. This confirmation would 
take the form of a break above the 3,200 level on the Eurostoxx 
50 or 9,200 on the Ibex 35. On the downside, we need to keep an 
eye on 2,900 on the Eurostoxx 50, as the loss of this level would 
open the way for a broad-based slide across all markets. We must 
also watch the SP 500, to see if it confirms a new bullish phase that 
makes an attempt on the all-time highs set in August. So, we need 
to wait for this long sideways movement to end, to see which way 
we are heading.

G. Apodaca

Chart 11. Ibex future (daily chart)

Chart 9. SP500 vs. earnings
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fx

Sterling flash crash

OPEC continues to weigh

commodities
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Chart 14. Excess supply and the Brent price (USD/barrel)

Chart 15. Performance of the main commodities in 2016 (YTD)

Chart 12. DB Currency Volatility Index.

Chart 13. Performances of main currencies in 2016 (YTD)
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The spotlight last month was on GBP and its flash crash.  Sterling lost 
ground against all other major currencies, and the GBP/USD is now back 
at levels not seen since the mid-80s, and some are already pointing 
to GBP/USD/EUR parity. While we certainly cannot rule out markets 
bringing together what man has tried to separate, it is worth pointing 
out that GBP is oversold whatever the timescale one looks at; and in 
these situations, the most likely course of events is a consolidation 
movement, perhaps with a continuation of the downward trend later. 
Whatever the outcome, the sensible risk-reward strategy appears to be 
to remain on the by-line.

The other star currency last month was the USD. It strengthened in 
effective exchange rate terms (trade-weighted), against the same rising-
global-interest rate backdrop that has enabled to JPY to depreciate. 
The EUR/USD is now at the top end of our forecast range (1.05-1.10). 
Even though our interest rate spread model points towards a level 
at the lower end of the range, it is important to point out that the 
EUR continues to distance itself from its PPP (target 1.18). Technically, 
the Dollar Index (DXY) has returned to its bullish trend, consolidating 
above 97.5 and heading for 100.

Among the emerging currencies, it is worth highlighting the renminbi, 
even though the last phase of the movement is probably due to the 
appreciation in the USD. As for the Mexican peso (MXN), the only 
LatAm major to be left behind, it is taking its cue from the latest 
political news in the US.  

T. García-Purriños

With a stronger dollar and the likelihood of a rate rise by the Fed in 
December, commodities in general continue their sideways movement. 
This is not being helped by the loss of momentum on the macro front. 
Overall, the movement still seems to be part of a consolidation, and 
from a technical standpoint the level to watch on the BCI is still the 
May lows. 

As for the oil price, on the back of the OPEC agreement Brent has 
recovered more than 10% since we wrote last month about the risks 
associated with a price rise driven by a potential surprise on production. 
If pen is finally put to paper in Vienna in November, there may be 
further rises. Even so, our fundamental model shows the oil price to 
be more sensitive to excess supply than to excess demand, the reason 
being that a rebound in oil price spurs an output increase relatively 
quickly. Which makes us stick with our price target of USD55/bbl. 
Technically, the USD48.2 level becomes the new support, with our stop 
loss positioned at USD43.

Meanwhile, the higher interest rates that have accompanied the increase 
in inflation expectations, and a more dynamic macro backdrop, have 
taken their toll on the gold price. As a result, we continue to expect to 
see other precious metals and industrial metals to outperform, and we 
remain bearish on gold. 

T. García-Purriños
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As central banks around the world deplete their monetary arsenal 
without succeeding in reviving growth, strong consensus is building 
for large fiscal stimulus in the form of infrastructure investments.

Contrary to QE, widely criticized for contributing to the increase 
in social inequality, infrastructure investments are palatable to 
all parts of the political spectrum as they usually produce tangi-
ble outcomes and positive economic spillovers. Moreover, timing 
would now be optimal for fiscal policy taking the baton from 
monetary policy as QE has undoubtedly succeeded in drastically 
reducing governments’ financing costs, and hence improving the 
economic profitability of any public infrastructure project.

However, caution is needed before opening the cement floodgates 
as we should not forget how much politicians adore infrastructure 
works (punctually inaugurated before elections). I would argue 
that any infrastructure undertaking should pass a sort of “acid 
test” consisting of looking at why the project has not been deve-
loped before. It may be the case that infrastructure needs have 
been postponed due to negligence or misguided fiscal austerity, 
but I am afraid that in many cases you will find that the supply 
of funding creates infrastructure demand and not the other way 
around – think of the EU Structural Funds – with the associated 
risk of either developing uneconomical projects or unnecessarily 
subsidizing them by “crowding-out” the private sector.

Similarly to what happens with stock valuations, the profitability of 
any project depends on a number of critical variables (usage rate, 
operating costs, depreciation, obsolescence, etc.) and relatively 
small changes to any of them may render very different results. 
Moreover, public works are usually fertile soil for budgeting slo-
ppiness, ancillary spending, and plain corruption, which translate 
into cost overruns.

These risks are worth taking when potential gains are large, as in 
the sort of “catch-up infrastructure” built in developing countries; 
but in developed ones, where the bulk of infrastructure is already 
in place, the gains of constructing one more road or bridge may 
be just marginal. An alternative could be to aim for “frontier in-
frastructure” programs, like E. Musk’s Hyperloop. However, infras-
tructure ventures are path-dependent, and there is a high risk of 
ending with “legacy infrastructure”, as for every Internet there is a 
Minitel, and for every Panama Canal a Great Wall.

Moreover, the fruits of “moonshot” projects are to be enjoyed by 
future generations, and this brings us to the core of the matter. 
This infrastructure frenzy looks more like another attempt to keep 
living standards high at the expense of future generations. If we 
wanted to be fair to them, we should keep pharaonic ambitions 
at bay, reduce the huge debt overload we are leaving them, and 
invest in their education instead; with the latter having the poten-
tial to bring larger productivity gains in a world where intellectual 
capital has largely displaced physical capital.

To conclude, infrastructure planning should be a very lengthy, 
thorough and – forgive me those of you with an engineering pas-
sion – boring process not apt for economists. I would even argue 
that the task should be conducted by a politically independent 
body of technocrats, like is the case with central banks today. Key-
nes once famously said that economists should manage to get 
themselves thought of as humble, competent people on a level 
with that of dentists. Well, it seems that having failed at this, they 
are now having a go at the engineers!

Mora Wealth connection

Infrastructure planning and moral hazard

Fernando de Frutos, PhD, CFA
Chief Investment Officer - 
Mora Wealth Management
fernando.defrutos@morawealth.com
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Equity Fixed Income

19/10/2016
LAST      

PRICE
CHANGE     

1M
CHANGE     

YTD 19/10/2016
LAST 

PRICE
CHANGE     

1M
CHANGE     

YTD
INDEXES GOVERNMENT BONDS YTM bp bp
MSCI World 1.719 -0,1% 2,3% Treasury 2y USD 0,80% 3,2 -23,7
MSCI Emerging Markets 908,6 1,2% 14,4% Treasury 5y USD 1,23% 2,5 -51,6
S&P 500 2.155 0,0% 4,7% Treasury 10y USD 1,75% 4,9 -50,9
Nikkei 225 16.999 2,9% -10,7% Bund 2y EUR -0,67% -1,2 -31,9
EuroStoxx 50 3.052 2,8% -6,6% Bund 5y EUR -0,50% -0,1 -45,3
FTSE 100 6.999 2,7% 12,1% Bund 10y EUR 0,04% 2,1 -59,2
DAX 10.640 2,6% -1,0% CDS Spread bp bp
Ibex 35 8.908 2,2% -6,7% ITRAX EUROPE 5Y 71,4 2,6 -5,7
CAC 40 4.514 2,7% -2,7% ITRAX EUROPE 10Y 108,4 1,0 -5,2
FTSE MIB 16.979 3,5% -20,7% ITRAX EUROPE SR FIN 5Y 95,7 3,1 19,2
PSI 20 4.706 3,4% -11,4% ITRAX EUROPE SUB FIN 5Y 222,3 20,2 70,0
Athex 594 6,5% -5,9% CDX USA 5Y 74,6 0,0 -13,7
Hang Seng 23.305,0 -1,0% 6,3% SOVEREIGN SPREADS Spread bp bp
Bovespa 63.871 11,4% 47,3% Spain / Germany 10y 106,5 5,0 -7,3
Micex 1.966 -1,0% 11,6% France / Germany 10y 27,8 -2,5 -8,0
SECTORS Italy / Germany 10y 134,6 5,0 38,1
Consumer Discretionary 192,9 0,2% -1,4% Ireland / Germany 10y 33,6 0,1 -18,1
Consumer Staples 216,2 -1,6% 3,0% Portugal / Germany 10y 315,6 -17,0 129,6
Energy 209,8 4,5% 15,1% BREAKEVENS Rate bp bp
Financials 94,6 1,0% -3,3% Germany Breakeven 10Y 1,06% 14,0 4,0
Industry 206,2 0,0% 6,8% US Breakeven 10Y 1,69% 16,9 10,7
Materials 214,2 1,7% 15,2% UK Breakeven 10Y 2,96% 32,0 60,3
Health Care 203,7 -3,1% -5,8% HY & EM SPREADS Spread bp bp
Technology 161,9 0,9% 9,3% BarCap US Corp HY 465,0 -37,0 -195,0
Telecommunication 68,8 -1,7% 1,6% JPM EM Sovereign spread 365,7 -5,2 -79,9
Utilities 114,8 -2,8% 4,4% CS EM Corp Spread vs. BMK 300,9 -9,5 -110,5
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LAST      

PRICE
CHANGE     

1M
CHANGE     

YTD 19/10/2016
LAST      

PRICE
CHANGE     

1M
CHANGE     

YTD
IBEX-5 IBEX-5 CDS 5Y bp bp
BBVA 6,0 -1,4% -11,2% BBVA 125,0 7,8 -3,4
Inditex 32,3 1,1% 2,0% Iberdrola 73,2 6,7 -9,4
Repsol 12,8 0,9% 26,5% Repsol 142,6 -2,3 -117,8
Santander 4,2 -4,6% -8,8% Santander 127,1 1,3 -8,9
Telefónica 8,8 -9,1% -12,9% Telefónica 112,2 13,5 -7,4
BLUE CHIPS EUROPE BLUE CHIPS EUROPE bp bp
BASF 78,9 9,3% 11,6% BASF 46,3 1,3 6,3
Daimler 64,9 2,3% -15,7% Daimler 50,8 7,0 -11,4
E.ON 6,7 -7,4% -14,4% E.ON 74,7 6,7 -23,0
HSBC 622,5 7,5% 16,1% HSBC 77,5 6,5 6,6
Nestle 74,6 -3,3% 0,0% Nestle 25,7 0,2 -5,5
Roche 241,7 0,7% -15,1% Roche 33,0 -0,5 2,0
Royal Dutch Shell 23,1 7,6% 9,3% Royal Dutch Shell n.a. n.a. -11,0
Siemens 105,3 1,0% 17,2% Siemens 43,7 2,7 3,8
Vodafone 222,9 2,5% 0,8% Vodafone 89,9 5,4 -4,6
BLUE CHIPS US BLUE CHIPS US bp bp
Apple 118,6 15,0% 11,6% General Electric 38,5 1,3 0,4
Bank Of America 16,2 3,1% -3,4% Bank Of America 78,8 2,0 7,1
Coca-Cola 42,0 -1,6% -2,3% Coca-Cola 27,6 2,1 2,1
Exxon Mobil 86,8 0,9% 11,3% Chevron 85,0 -15,0 16,7
Mc Donald's 111,3 0,4% -5,8% Mc Donald's 40,4 1,1 4,0
Microsoft 57,7 2,8% 3,9% Microsoft 34,4 0,1 2,2
Procter & Gamble 87,5 2,9% 10,1% Pfizer 32,5 7,3 15,3
Walt Disney 91,2 -0,3% -13,2% Walt Disney 26,9 5,8 11,5

FX Commodities

19/10/2016
LAST      

PRICE
CHANGE     

1M
CHANGE     

YTD 19/10/2016
LAST      

PRICE
CHANGE     

1M
CHANGE     

YTD
EURUSD 1,1020 -1,9% 2,0% Gold (USD/oz) 1.269,5 -3,4% 19,5%
EURCHF 1,0853 -0,9% -0,1% Copper (USD/t) 4.681,0 -2,2% -0,5%
USDJPY 103,4000 1,6% -14,0% Crude Brent (USD/bbl) 52,3 12,6% 17,7%
GBPEUR 1,1217 -3,9% -17,3% Corn (USD/bushel) 351,3 4,2% -2,1%
AUDJPY 79,3720 -3,2% -9,4% GSCI Commodity Index 375,6 7,6% 20,5%

market data
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