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The global economy will revert to being
dependent on developed market economies to
contribute to growth. The good news in this
regards has been the recent upgrades to
expectations towards European economic
growth prospects. In turn this background is
increasing expectations of faster revenue
growth in 2015-16 for Euro area equities.

The cause of the pause
The Federal Reserve have delayed raising rates,
for the time being. Financial market volatility
and concerns over Chinese economic growth
were implicitly stated as the cause of the pause
in the interest rate cycle.
The Chinese economy is responding to the
drive by the government to become less
dependent on export and investment spending.
This shift towards the consumer is a ‘normal’
process in the development of an economy as it
becomes wealthier. This may mean that the
metrics to measure the growth of the economy
changes from the industrial to become more
balanced. Of note residential property sales are
rising and continued robust retail sales activity.

Better than expected economic growth in the
Euro area has been combined with very low
inflation. This has led some ECB board
members to suggest that they are considering
extending the QE program, to prevent
deflation. If more QE, and bond buying does
arise, we anticipate further weakening of the
Euro and support for bond markets.

Oil price deflation
The volatile path of oil prices over recent years
has not dampened investment into oil
production. Non-OPEC supply has surged
over the past decade. OPEC have maintained a
relatively stable level of production reflecting
perhaps their budgetary need for oil related tax
revenues to meet domestic spending
requirements.

Since April 2015 the Chinese government has
recognized that the economy is weakening and
has stepped up the pace of fiscal expenditure.
There is continued room to reduce interest
rates. Chinese short term interest rates of 2.25%
and 10 year bond yields of 3.5% are higher than
those prevailing in the likes of the UK and US,
indicating that monetary policy has room to be
eased further. This should in turn influence the
exchange rate.

Chinese exchange rate has
steadily over the past 5 years

As production has surged, especially from the
US, oil prices have fallen. Although the
financial strains of low oil prices are showing
up in both shale and traditional producers,
production is still yet to register a decline.

risen

Oil supply has surged especially from
Non-OPEC sources in the past decade

Source: Artorius Wealth, Thomson Reuters

The steady increase in the Chinese effective
exchange rate of the past 5 years will have had
an impact on the competitiveness of Chinese
exports. This would have been a factor
contributing to the slowing of the Chinese
economy.

Source: Artorius Wealth, Thomson Reuters
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This is likely to depress Euro bond yields, and
with the spread of US treasuries relative to
German bunds already wide, it is unlikely that
the US bond market will experience higher
yields in the near-term.

The excess supply has resulted in falling oil
prices, and until the demand supply imbalance
is corrected then oil prices should remain
depressed and run the risk of further falls.

The US yield is likely to be kept low by
the anchor of German bonds

Oil supply has outstripped demand
and led to conditions for oil price
declines

Source: Artorius Wealth, Thomson Reuters

At the end of this year, the voting members of
the Federal Reserve policy making committee
will shift slightly more hawkish, as Chicago
Federal Reserve President Evans will no longer
vote and Presidents Mester, Bullard, and
George will regain their votes. All three have
consistently advocated for rate hikes. Our view
is that a rate rise is likely in 2015, and almost
certain in 2016, but runs the risk of being a
policy error as global economic conditions
remain fragile.

Source: Artorius Wealth, Thomson Reuters

Low bond yields
The fall in oil prices has been a contributory, if
not the main factor, behind the low level of
inflation. This in turn is keeping bond yields
low despite sound labour market data and
resilient consumer activity in the US.

Are oil prices key to understanding
bond yields?

Together with low inflation, anchored by
German bond, US bonds (and other bond
markets such as gilts) are likely to remain
bastions of stability for investors despite being
unloved by the investment community at large.

Source: Artorius Wealth, Thomson Reuters

An additional factor to consider in bond
markets is the international context. There are
well grounded worries over China which is
likely to depress global growth trends. This
may well unleash a wave of deflationary
pressure that the likes of the ECB will respond
to by additional buying of Euro bonds.
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Important information
Artorius Wealth provides this document in good faith and for information purposes only. All
expressions of opinion reflect the judgment of Artorius Wealth at this date and are subject to change.
Information has been obtained from sources considered reliable, but we do not guarantee that the
foregoing report is accurate or complete and do not accept any liability for any errors or omissions, nor
for any actions taken based on its content. Nothing in this document is intended to be, or should be
construed as, regulated advice. Reliance should not be placed on the information contained within this
document when taking individual investment or strategic decisions.
Any advisory services we provide will be subject to a formal Engagement Letter signed by both parties.
Any Investment Management services we provide will be subject to a formal Investment Management
Agreement, which will include an agreed mandate.
Past performance is not a guarantee of future performance and investors may not get back the amount
originally invested. Investing involves risk, including possible loss of principal.
Artorius Wealth is a trading name of Alfred Simmons Investment Management Ltd. Artorius Wealth
London and Artorius Wealth Manchester are appointed representatives of Alfred Simmons Investment
Management Ltd which is authorised and regulated by the Financial Conduct Authority.
Artorius Wealth Switzerland AG is a provider of wealth management services to the benefit of private
individuals. We are an active member of the Swiss Association of Asset Managers (“SAAM”) – a Swiss
self-regulating organization in matters of anti-money laundering and asset management recognized by
the Swiss Financial Market Supervisory Authority (“FINMA”). For clients of Artorius Wealth
Switzerland this document is intended for ‘Qualified Investors’ only and is not intended as an offer or
solicitation for the purchase or sale of any financial instrument.
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