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editorial

The shepherd of Gorbea has spoken: “there won’t be even three 
consecutive days of sun this summer”. When I saw this headline, 
I decided to take a look into this character, and it turns out the 
shepherds on this Basque mountain are gurus when it comes to 
popular meteorology in Spain (correct me if I am wrong). This 
got me down rather and made me all nostalgic about 2017, not 
only because it was the second hottest year since 1880 but also 
because it was idyllic in investment terms: everything went up and 
there was only good (or excellent) news, such as across-the-board 
economic growth and tax cuts in the US. 

We are half way into 2018 and we have yet to see the summer, 
like Chris Rea in his song Looking for the Summer, both outside 
and in the markets. It is true that the climate is not as suitable for 
extended rallies as last year, when trade war was no more than an 
urban legend; and now if it is not steel it is the G7, cars, NAFTA… At 
the political level, Europe seemed an oasis of tranquillity, while its 
economy grew faster than that of the US (chart 1). Today’s figures 
have fallen back from the levels that suggested GDP growth of 
3%, and the recent events in Italy have reminded us of just how 
fragmented Europe’s political system is. In 2017, emerging markets 
generated growth, but never uncertainty, and commodities rose 
just enough to help manufacturers but without hurting consumers. 
And because the dollar was in freefall, we stopped looking at 
deficit and external debt statistics; but a month ago they all of 
a sudden became relevant again (when the dollar turned). So, it 
is not surprising that the rally is struggling to continue and that 
investors have gone back to their old favourite: technology stocks. 

A few questions: is it that this year is an unusually weak one for 
financial markets, or was last year unusually strong? Is this summer 
unusually cold or was last summer unusually hot? Could it be that 
the excessive complacence of investors last year is coming back 
to haunt us this year? This would explain why markets continued 
to rise in the second half of last year without us finding any real 
justification. I personally think it’s great the expectations are being 
revised downwards. And as for the summer, I still believe we’ll see 
it coming, once investors recognise that the anomaly was what we 
witnessed last year and that what we are experiencing now is a 
return to normality.

Chart 1. In 2016-2017, the Eurozone grew faster than the US

Looking for the summer

Could it be that the excessive complacence of investors 
last year is coming back to haunt us this year?
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Strategy: closing our dollar exposure
Macro backdrop. In Europe, figures continue to disappoint 
(particularly the PMI), even though they do come from extremely 
high levels (the December high was 60.6). The latest reading 
of 55.5 is consistent with GDP growth of around 2.0% which is 
actually a great number. What was higher than expected was the 
May consumer inflation figure (1.9% vs. forecast 1.6%). In the US, 
the latest macro data appears to indicate another acceleration, 
with the ISM at 58.7 and the unemployment rate now at 3.8%. 
The ECB has said that QE will end in December, while the Fed 
continues to raise interest rates. 

Equity. The money continues to focus on the US technology 
sector, which creates opportunities elsewhere; Europe, Emerging 
Markets, banks, commodities are where we should see the rota-
tion once investors’ confidence in global growth increases. 

Fixed income. We believe the latest rebound in the bund is 
simply a pause in the trend towards normalisation; we expect 
to see the yield on the US 10Y even higher later this year; the 
sell-off in credit and peripheral debt seems to have thrown up an 
opportunity; and the risk of a trade war is an additional argument 
for buying inflation-linked bonds. 

EURUSD. The EURUSD slid back from 1.2550 to 1.1510 in just 6 
weeks, we believe driven mainly by the following: 1) the relative 
deterioration in Eurozone data; and 2) the Italian crisis. We belie-
ve both are transitory, however what is not transitory is the trend 
towards protectionism and the Fed tolerating inflation above the 
mythical 2% target level. We are raising our target range for 
the EURUSD from 1.10-1.15 to 1.15-1.20, and we are reducing 
our stance to neutral.

Commodities. We believe crude is fairly priced, and despite the 
higher geopolitical risk (Iran) we find it difficult to justify being 
buyers at these levels. This said, we have a very firm stance on 
gold, which in our opinion ought to benefit from the increase in 
volatility and geopolitical tension. 

Chart 3. Total returns in May*

Chart 4. Asset allocation

*Dollar denominated returns on the MSCI EM index

Risk analysis
The historic meeting between Donald Trump and Kim Jong-un 
and the latter’s promise of denuclearisation are reason enough 
to reduce geopolitical risk. But at the same time, tensions are 
rising on the international trade scene: first, the US started by 
introducing tariffs on Canadian and European steel; and then 
they announced tariffs of USD 50Bn in Chinese imports. The fear 
of a trade war is once again weighing on the market, and we are 
increasing geopolitical risk to reflect this. 

Even though the Italian crisis is starting to dissipate, the dama-
ge to sentiment on European markets is done. To this, we then 
have to add the pressure on European banks following the last 
(dovish) ECB meeting and also the conflict between the CDU and 
CSU in Germany, which could pose a threat to Angela Merkel’s 
government. 

Chart 2. Main risks

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

MARKETS AND STRATEGIES, june 2018



4

United States: an oasis of peace?

Finally an announcement from the ECB on the end of QE

macroeconomy

fixed income

News Events

Donald Trump and Kim Jong-un shake 
hands in a historic summit in Singapore

22/JUNE/18. 6-monthly OPEC meeting

Pedro Sánchez takes over as Spain’s 
new prime minister

24/JUNE/18. General elections in Turkey

The Fed raises interest rates to 2% and 
expects to make two more hikes in 
2018

28-29/JUN/18. EU Summit

Trump refuses to sign G7 declaration 1/JUL/18. General elections in Mexico

Following 2017, year characterised by the acceleration of virtually every 
economy, this year the US appears to be recouping its protagonism: 
consumer and labour market figures could not be better, and the latest 
readings on the ISM indices were better than the previous ones, which 
suggests a possible return to the highs. This no doubt means a tail wind 
for Trump’s protectionist policies, as they will strengthen his negotiating 
position. In this sense, the better the macro data the more likely it is 
that the US presses its trade partners; or, put another way, the bigger 
the risk of a trade war. In fact, it is a risk that has remained high ever 
since the US president introduced tariffs on the US’s allies (Canada and 
the EU) and withdrew his signature from the G7 declaration. Europe 
meanwhile finds itself having to deal with political uncertainty once 
again, this time in Italy, where the possible fiscal expansion of the new 
populist government has generated genuine market panic. In Spain, on 
the other hand, the change in government has been virtually friction-
less and the make-up of the new administration has been well received 
by investors. But in Germany, Angela Merkel’s government looks as 
though it could lose its majority, due to the dispute between the CDU 
and the CSU on migration policy. So, it looks like no respite for Europe. 
Central banks as a whole appear to be in conciliatory mood: the Fed 
has accepted the possibility of inflation exceeding its target level, and 
the ECB is in no hurry to raise rates. Emerging economies have all of 
a sudden become fragile again: the transport workers’ strike in Brazil 
is causing concern in LatAm, and some weaker Chinese data (together 
with the risk of a trade war) have cast a shadow over Asia. Against this 
global backdrop, the US looks an oasis of peace, despite the geopoli-
tical tensions it generates.

A. Tomala

June 14 saw the keenly awaited meeting of the ECB’s Governing 
Council. The main doubt was whether the central bank would wait 
for the July meeting to talk about movements over the coming 
months with respect to the end of QE or whether it would do this in 
June. But the doubts were finally dispelled, and the ECB announ-
ced that it would continue buying debt at the rate of €30Bn/mon-
th through to September, when the amount would fall to €15Bn/
month before then coming to an end in December. Expectations 
about ECB movements remain the key driver for the government 
debt and credit curves in Europe. But at the same time, the risk-off 
seen in May and June and caused by the uncertainty created by 
the political crisis in Italy, drove up peripheral risk premiums and 
credit indices. 

In the US, as was discounted by the market, the Fed tightened by 
25bp to 1.75-2.0% at its meeting on June 13. Implicit rates are now 
discounting a high probability of a 25bp rise at the next meeting 
in September, suggesting we are not going to have to wait until 
December for the third rise of the year.  

As for Emerging Markets, the strength of the US dollar, together 
with the more hawkish tone from the Fed, may continue to cause 
havoc. The EMBI GLOBAL index has picked up to close to 380bp, 
its level at the end of 2016.

M. Soca

Chart 6. Risk premiums

Chart 5. US macro data stands out in global context

Chart 7. Inflationary risks in Europe

Aleksandra Tomala
Research & Strategy  ·  aleksandra.tomala@morabanc.ad
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Italy and Spain join the party

A bullish setup for the summer

equity

equity / technical analysis

Chart 10. Eurostoxx 50-day future with 200-day moving average

Chart 8. S&P 500 versus EPS (NTM)As if we had not had enough last month with Trump and his tariff 
impositions (highly focused on protectionism) and breaking of 
nuclear agreements (Iran), this month both Italy and Spain are 
joining the party with new political problems (the former with 
its new eurosceptic government and the latter following a no-
confidence vote that led to a change of government.) As would be 
expected, faced with these new events European markets initially 
suffered sharp losses, above all the periphery, against a backdrop 
of widening peripheral debt spreads. A glance at the indices shows 
the EuroStoxx 50 correcting by -2.4% but with peripheral markets 
falling by more (Ibex 35 -3.7% and the FTSE Mib -7.6%). Meanwhile, 
we saw the opposite effect in the US: stock markets rising, the S&P 
500 up 2.2% and clearly outperforming Europe again. It is also 
important to draw attention to the massive drop in Brazil’s Bovespa 
(-15%). As for the sector breakdown: Consumer Cyclicals +2.9% and 
Technology +2.9%; and Financials -3.2%.

These news events are creating greater market volatility, but 
we believe this will gradually fall back, due to the fact that the 
fundamentals (both macro and micro) remain robust. We must not 
forget that Europe trades on a P/E of 14x; and, providing earnings 
are not about to deteriorate, this is a highly positive environment 
for equities. 

Unfortunately, the ideal environment for equities never exists; 
but when the fundamentals are solid and valuations extremely 
attractive, expected rallies do normally materialise. 

X. Torres

In the last editorial, we talked of potential corrections in European 
indices, which in the end coincided with the political instability 
in Italy and Spain. This has dragged the Eurostoxx 50 down to 
close to 3,400. For the time being, we see no change in the bull 
structure, and it is our view that this latest movement is no more 
than a correction and a buying opportunity. This said, for the the 
bull trend to be confirmed we would like to see the index break 
convincingly through 3,700. If this is the case, we could see a strong 
rally across the whole of Europe. 

As for the US indices, we have updated the S&P 500 futures chart 
that we showed last month, in which we still see 2,900 as the 
first target level. Technically speaking, US markets look far stronger 
than European markets (see the Nasdaq, which continues to hit 
new highs month after month). We expect these rises to continue 
medium term, and there should be a knock-on effect around the 
rest of the world. 

A brief mention for the EURUSD, where we see a consolidation at 
the current level of 1.16. Looking a little further out, our central 
scenario is for further gains by the euro, providing it doesn’t lose 
the lows registered last month. 

G. Apodaca

Chart 11. S&P 500 futures daily chart with 200-day moving average

Chart 9. Ibex 35 versus EPS (NTM)

Xavier Torres, CEFA
Equity Strategy  ·  xavier.torres@morabanc.ad

Gorka Apodaca, CEFA
Technical Analysis  ·  gorka.apodaca@morabanc.ad
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commodities

A rest for the dollar

Black gold fever

currencies

Chart 14. Crude Oil: Speculative positions on crude (WTI)

Chart 12. Economic surprises (CITI)With the USD bouncing pretty much across the board (more than 
6% versus the EUR), we would expect it to now take a breather. So, 
at the upper end of our EURUSD range (1.10/1.15) we have decided to 
hedge the dollar, and hence, close our exposure.

Based on PPP, the USD is back to fair price, the political premium has 
virtually disappeared, and any increased fears about the twin deficits 
in the US could ease the growing concern about the Eurozone 
economy. All in all, and even though we are raising our target range 
to 1.15/1.20 (due to the above), we would still be looking to sell the 
EUR around 1.20 and down to 1.15, and it may go even lower.

We maintain our stance on the JPY. No move by the BoJ has been 
priced in, but a JPY that is still undervalued based on PPP would 
give some room for manoeuvre to Japan’s central bank at a time 
when wages are starting to rise for the first time in decades, and time 
is running out for a normalisation period on interest rates (taxes will 
go up next year and at some stage current monetary policy will start 
to threaten financial stability). 

All the above against a backdrop of imminent elections and with 
Abe’s popularity waning. A change in government could be seen as 
an end to Abenomics, and this would weigh on the currency.

T. García-Purriños

The OPEC+ agreement has proved to be a success. Compliance is 
above 150%, and outside the agreement (with the exception of the 
US) there have been no significant production increases. The price rises 
and the reduction in inventories are consistent with a balanced market.

Demand has increased substantially and is likely to continue to 
surprise to the upside (factors such as IMO 2020 and the quality of 
shale will have a positive impact).  

And in this context, OPEC+ will need to decide whether to maintain 
its agreement. Venezuela, Angola, and Algeria are already 
producing at full capacity, which, added to certain short-term 
drivers (Libya and Iran, albeit the latter to a lesser extent), should 
allow for an orderly normalisation. 

The US and Russia (the latter has seen an increase in protests 
against rising fuel prices) may exert pressure, at least to make the 
agreement more flexible. A few weeks ago, some producers met in 
Kuwait, and the conclusion was that they were comfortable with 
current prices with regards to encouraging investment.

Even if OPEC+ were to increase production by 1.0 mmbpd, we 
would still keep to our target, which we raised in January to USD 
75/bl (brent). Unfortunately, we also took the decision in January 
to remain neutral in the expectation of a correction to the USD58 
level, an error that we don’t want to repeat. For this reason, even 
though we are maintaining our neutral stance, we are lowering our 
trading ranges: we would be aggressive buyers below USD 68 and 
sellers round USD 82, USD 75 being our pivot point.

T. García-Purriños

Chart 15. Performance of main commodities in 2018

Chart 13. Performance of the main currencies 2018 (YTD)

Tomás García-Purriños, CFA, CAIA
FX and Commodities  ·  tomas.garcia@morabanc.ad

Tomás García-Purriños, CFA, CAIA
FX and Commodities  ·  tomas.garcia@morabanc.ad
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Small is beautiful

In November 2016, Donald Trump was sworn in as President of the 
US, against all the opinion poll predictions, which had suggested 
victory for Hillary Clinton. Most market watchers and analysts 
believed this would be good for value stocks and SMEs in the US. In 
the case of the latter, the idea was that the protectionist measures 
promised in the election campaign ought to benefit them given 
their closer ties to the domestic market. However, in 2017 these 
forecasts were by no means met; on the contrary, there was a risk 
that this would turn into the “eternal promise”.

But Trump’s reactivation of the trade war with the introduction of 
import tariffs has put the spotlight back on these assets. So, will 
this finally be their moment? There are indications that this may 
well be the case. For the moment, we can see that the Russell 
2000 has clearly outperformed the S&P 500 over the last three 
months. Future developments on trade talks are going to be the 
key to the continued performance of US small caps. 

To invest in this kind of company, it could make sense to do it via 
funds, given that the proportion of funds outperforming the index 
is significant (42% over 5 years, or 45% over 3 years), something 
that is not as easy when it comes to the S&P 500, which is far more 
efficient and difficult to beat over the long term.

If we compare the Russell 2000 (small cap index) with the S&P 
500, we see how the volatility of small companies is higher in most 
periods and how in falling markets the drops are on average greater. 
Yet, it in the current context it may make sense to complement a 
portfolio with US small caps.  

J. Hernando

Chart 16. Russell 2000 vs. S&P 500 2018 returns (in USD)

Chart 17. Russell 2000 vs. S&P 500 2017 returns (in USD)

fundsJuan Hernando García-Cervigón, CAIA
Funds  ·  juan.hernando@morabanc.ad
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Government 2.0  
and the end of the Shadow Economy

Fernando de Frutos, PhD, CFA

Chief Investment Officer

Mora Wealth Management

fernando.defrutos@morawealth.com

One of the most hotly debated economic issues at present is the 
seemingly low growth of productivity, despite the accelerated 
technological progress that is taking place before our eyes.

Some attribute it to a measurement error, as productivity statistics fail 
to fully capture the impact of new technologies. This happens both 
because production is underestimated by not accounting for products 
and services provided at zero cost (free apps, Wikipedia, etc), and by the 
complexity of measuring improvements in the increasingly important 
service sector (See Deflation: an inconvenient truth?).

An alternative explanation, championed by the economist R.J. Gordon, 
proposes that the gains from current innovations pale in comparison 
with the ones achieved over the last century thanks to the introduction 
amongst others, of the electricity, the internal combustion engine, 
sanitation, and petrochemicals.

However, one can venture a complementary thesis bridging both 
postulates, reckoning the growing size of the public sector and the 
public nature of last century’s innovations. It is pertinent to note 
that the national grid, the water and sewer systems or the first 
telecommunication companies were provided directly by state-owned 
enterprises or regulated as a public utility. The difference is that the 
public services that have proliferated since the creation of the welfare 
state at the beginning of the last century, have burdened productivity. 
The reasons for this are multiple; First, growth in the public sector is 
partly a consequence of regulating and controlling a growing societal 
complexity; something necessary to mitigate risks but with little impact 
on economic growth.

However, it is also unquestionable that a large part of the productivity 
gap between the public and private sector can be attributed to the 
fact that many of the major trends in labor (such as off-shoring or 
incentive-based compensation) have barely touched public servants, 
and also for the reason that the public sector has lagged behind in the 
adoption of new technologies.

Looking at the government as if it were a private company reveals 
many areas for improvement. The most obvious is the potential for 
reducing costs. Digitalization has been progressively introduced, but 
by many accounts its full potential has not been tapped. Taking into 
consideration that public employment in OECD countries represents 
about 20% of the total, converging in productivity with the private 
sector would be a boost for the economy.

The margin for improvement is also huge in the area of revenue 
management. The adoption of artificial intelligence techniques, 
taking advantage of the digital trail of taxpayers, has the potential 
to put an end to the underground economy. For a country like 
Spain, with an estimated shadow economy equivalent to 25% of 
total output and with tax revenues representing 37% of GDP, this 
would mean an increase in revenue in excess of 9% of GDP!

But technology also offers the potential to transform the way we 
look at taxes. If we could know the consumption per taxpayer of 
the different public services, we could design custom taxes based on 
their utilization, instead of using indicators such as income or profits. 
For example, satellite tracking devices could easily indicate the use 
made of roads, allowing the differentiation of road taxes.

This is the concept behind the “Benefit Theory of Taxation”, an old 
idea in economics, famously rebutted at the time by Paul Samuelson 
under the assumption that it is impossible to know the preferences 
of taxpayers, due to the incentive to “free-ride”. That impediment 
would disappear if, thanks to technology, individual preferences 
could be inferred by tracking their consumption. Productivity would 
also receive another boost because of the time we would save filling 
tax returns and, more importantly, in complaining about taxes.

Mora Wealth connection

MARKETS AND STRATEGIES, june 2018
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