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OUR ROUNDUP: 

 The markets catch a break 
 Are lending standards really tightening in the USA?  

 
MARKETS  

CATCHING A BREAK   

 

Anxiety was high as the Chinese stock market reopened following the annual week-long shutdown for the 

Lunar New Year, yet the markets remained calm.  

 

The speech by China’s central bank governor was long, just like the gaps between his public appearances. 

He reaffirmed Beijing’s intention to internationalise the renminbi, essentially excluding a competitive 

devaluation. The renminbi gained ground in response (see chart). He also offered reassuring comments 

on the prospect of tightened capital controls in the country, a step he considers irrelevant at this point.  
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The markets were further stabilised by Chinese credit creation, which rose sharply in January and 

fuelled optimism. Restated for seasonal effects, this figure is seen as a strong effort by the government to 

boost growth.    

 

These two factors should provide short-term support, but we need to scratch below the surface to see what 

is really going on. Such high debt levels in China effectively limit the government's margin for error, 

ensuring that new loans go towards the most viable and promising projects. The real challenge facing 

China thus lies in not sliding backwards and simply financing state-run companies – which are not highly 

profitable and are largely in the manufacturing sector – rather than financing the services sector. We will 

return to the complex issue of Chinese debt in a future edition of Macro Highlights & Strategy.   

 

In a change from recent weeks, some encouraging news – including developments in China and a 

potential freeze in oil output – placated investors and boosted the markets. And expectations that the 

European Central Bank would continue to ease monetary policy in March were further raised by Mario 

Draghi’s comments.  

 

Are these developments enough to buoy the markets in the coming weeks?  

 

 

 

UNITED STATES 

ARE LENDING STANDARDS REALLY TIGHTENING? 
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Since the Federal Reserve released its survey on bank lending practices (see left-hand chart below), fears 

of a recession have spread. Tighter lending conditions are indeed a key factor to consider when assessing 

the state of the US economy, and this indicator is often an important variable in models used to predict the 

onset of a recession. It is important, however, to understand why banks are more reluctant to lend to 

businesses than to households and what the impact on the domestic economy will be. 

     

 

- For starters, companies resumed taking on debt in 2012. Their debt levels were paralleled by 

a rise in major capital investments and approached the highs seen in 2009 (see the navy blue 

line in the right-hand chart above). Companies now find themselves with a major debt burden (see 

the leverage ratio in the left-hand chart below), and this helped convince banks to tighten their 

lending standards. That said, the companies’ borrowing costs remained low relative to operating 

income, as they benefited from the low-interest rate environment (see the coverage ratio in the 

right-hand chart below). 
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- In addition, some sectors (including oil) are being hit by a growing number of bankruptcies. 

A look at credit default swap spreads tells us that, in addition to the oil sector, the manufacturing 

sector is also worrying investors, who are further shielding themselves from the risk of default (see 

left-hand chart below). One of the fears surrounding these events is the risk of contagion to the US 

banking sector and the rest of the economy.  

 

     

 

 

But the risk to banks and the markets should not be overblown:  
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1. Corporate debt is straightforward: high-risk debt has not been securitised and camouflaged, and 

so the systemic risk is low (see the 15 February 2016 issue of Macro Highlights & Strategy).  

 

2. Defaults and delinquent payments are at historically low levels (see right-hand chart above).  

 

3. The real worry is high-risk companies. Returns on high-yield bonds (especially high-yield energy-

sector bonds) have risen sharply, while those on investment-grade bonds have remained relatively 

stable (see charts below).  

 

This leads us to conclude that, at this point, the wave of bankruptcies will largely be limited to the 

oil sector (already in recession) and manufacturing (almost in recession). 

 

     

 

How will tighter lending standards affect the US economy? In the next few quarters, capital investment 

by companies will bear the brunt. But this is not surprising, as a decline in capital spending was already 

expected. Companies overinvested and find themselves with too much production capacity to invest any 

further in capital goods at this point. The spending outlook for oil and manufacturing companies is even 

worse given the turmoil these sectors are currently experiencing.  

 

 

http://phenix/asp/_documents/?uid=94f3d85f-f0ed-4d8e-b31b-8fe98328457d
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We now see households propping up spending and the economy in general. While keeping companies at 

arm’s length, banks are easing lending conditions for individual consumers (see left-hand chart 

above). Consumers have erased much of their debt since 2009 and are again ready to borrow, and they 

can take advantage of extremely low interest rates. Long-term rates will remain low as long as the Fed 

keeps reinvesting in long-term sovereign debt (see right-hand chart above). And real short-term interest 

rates, although inching upward, are still negative (see left-hand chart below).  

 

Lending terms are very attractive for consumers, who are well aware of this fact: domestic demand for 

consumer goods and housing is very high, loan defaults are very low, and demand for mortgage loans is 

picking up. As long as the labour market continues to firm up and wages keep rising, US consumer 

confidence will shoulder the load.  
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In the end, stricter corporate lending conditions need to be seen in context. Not only do they affect (high-

yield) oil and manufacturing companies most, but a slowdown in corporate borrowing was to be expected 

anyway in view of the foreseeable drop in capital spending. Consumers are now leading the way! 
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ECONOMIC FORECASTS 
 

Contributions to global GDP growth 

 

Comments 
 The GDP growth rates shown above are actual for 2014 and projections for 2015 and 2016. 
 Each country’s weighting is based on its GDP in US dollars as calculated by the World Bank.  

 Contributions to global expansion are calculated by multiplying the GDP growth of each country by its weight. The sum of the 
contributions works out to 3.4% for 2016, a good estimate of this year’s global GDP growth.  

 Economic Activity GDP 2014
GDP 2015
Economist 

Estimates

GDP 2016
Economist 

Estimates

Country 

Weights

Contribution 

2016

 United States 2.4% 2.4% 2.2% 23.2% 14.7%

 Canada 2.4% 1.2% 1.5% 2.0% 0.9%

 Euro Area 0.9% 1.5% 1.6% 14.5% 6.8%

Germany 1.6% 1.5% 1.8% 4.2% 2.2%

France 0.4% 1.1% 1.4% 3.1% 1.3%

 United Kingdom 2.6% 2.2% 2.2% 4.0% 2.6%

 Switzerland 1.9% 0.8% 1.2% 0.8% 0.3%

 Russia 0.5% -3.7% -0.9% 1.9% -0.5%

 Japan 0.2% 0.6% 1.0% 4.9% 1.5%

 China 7.4% 6.9% 6.5% 17.8% 34.0%

 India 4.7% 7.4% 7.4% 3.6% 7.8%

 Brazil 0.1% -3.7% -3.0% 2.1% -1.9%

 Mexico 2.1% 2.5% 2.6% 1.6% 1.2%

 Others 5.8% 4.4% 6.1% 16.4% 29.2%

 WORLD 3.4% 3.1% 3.4% 100% 100%

Source : Bloomberg                            M omentum (vs Last Est imates) Performance (Over \  Under)
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RETURNS ON FINANCIAL ASSETS 
 

Major benchmarks and currencies 

 

  

Markets Performances

(local currencies)

Last 

Price
1-Week (%) 1-Month (%) Year-to-Date (%) Last Year (%)

Equities

World (MSCI) 370       3.6% 1.6% -7.1% -1.8%

United States (S&P 500) 1'918    2.9% 2.2% -5.9% 1.4%

Euro Area (DJ EuroStoxx) 311       4.7% -2.8% -11.2% 11.2%

United Kingdom (FTSE 100) 6'018    4.6% 1.9% -4.1% -1.0%

Switzerland (SMI) 7'986    2.7% -4.4% -10.8% 1.1%

Japan (NIKKEI) 16'111  6.8% -6.3% -16.1% 11.0%

Emerging (MSCI) 741       4.2% 3.8% -6.6% -14.7%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.78% 0.0% 2.6% 4.6% 2.1%

Euro Area (7-10 Yr) ####### 0.7% 2.2% 3.0% 1.0%

Germany (7-10 Yr) 0.20% 0.5% 2.9% 4.3% 0.9%

United Kingdom (7-10 Yr) 1.44% 0.0% 2.2% 4.4% 0.7%

Switzerland (7-10 Yr) -0.31% 0.7% 1.5% 2.6% 3.7%

Japan (7-10 Yr) -0.01% 0.7% 1.8% 2.2% 1.4%

Emerging (5-10 Yr) 5.13% 1.0% 2.0% 1.2% 1.6%

United States (IG Corp.) 3.61% 0.2% 0.1% 0.5% -0.8%

Euro Area (IG Corp.) 1.13% 0.4% 1.0% 0.8% -0.5%

Emerging (IG Corp.) 4.60% 0.7% 1.4% 0.6% -2.3%

United States (HY Corp.) 9.67% 1.6% -0.1% -2.6% -3.5%

Euro Area (HY Corp.) 5.89% 1.3% 0.2% -1.9% 0.3%

Emerging (HY Corp.) 11.00% 1.4% 1.5% -0.7% 3.6%

United States (Convert. Barclays) 40         2.5% -0.4% -6.8% -0.8%

Euro Area (Convert. Exane) 7'034    1.9% -2.1% -6.2% 7.6%

Real Estate

World (MSCI) 179       5.0% 0.7% -5.7% 1.0%

United States (MSCI) 186       4.0% -2.1% -7.1% 4.6%

Euro Area (MSCI) 204       6.3% 4.2% -2.7% 16.1%

United Kingdom (FTSE) 6'558    0.1% 0.0% -0.5% 9.4%

Switzerland (DBRB) 3'627    0.5% -0.1% 1.1% 4.6%

Japan (MSCI) 252       11.3% 2.2% -6.5% 0.9%

Emerging (MSCI) 90         5.7% 4.3% -10.0% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 542       n.a. -1.4% -1.4% -0.7%

Distressed 717       n.a. -1.4% -1.4% -5.3%

Event Driven 575       n.a. -3.0% -3.0% -6.3%

Fixed Income 301       n.a. -0.8% -0.8% 0.6%

Global Macro 880       n.a. -0.6% -0.6% 0.2%

Long/Short 659       n.a. -2.8% -2.8% 3.6%

Managed Futures (CTA's) 329       n.a. 4.0% 4.0% -0.9%

Market Neutral 266       n.a. -1.2% -1.2% 1.7%

Multi-Strategy 519       n.a. -0.5% -0.5% 3.8%

Short Bias 34         n.a. 9.5% 9.5% 2.4%

Commodities

Commodities (CRB) 366       -0.4% 1.8% -3.5% -15.2%

Gold (Troy Ounce) 1'205    -0.4% 9.7% 13.4% -10.6%

Oil (Brent, Barrel) 33         0.8% 18.8% -9.0% -35.9%

Currencies

USD 97.2      1.3% -2.4% -1.4% 9.3%

EUR 1.11      -0.9% 2.4% 1.8% -10.2%

GBP 1.41      -2.0% -0.8% -4.0% -5.4%

CHF 1.00      -0.8% 2.1% 0.7% -0.8%

JPY 113.2    1.2% 4.9% 6.2% -0.4%

Source : Bloomberg Momentum (1-week / 1-month / 3-month) Performance (Negative \ Positive)
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Disclaimer 

This brochure was prepared by Edmond de Rothschild (Suisse) S.A., 18 rue de Hesse, 1204 Geneva, Switzerland. Edmond de 

Rothschild (Europe), located at 20 boulevard Emmanuel Servais, 2535 Luxembourg, Grand Duchy of Luxembourg, and subject 

to the supervision of the Luxembourg Commission de Surveillance du Secteur Financier (CSSF), and Edmond de Rothschild 

(France), a société anonyme (public limited company) governed by an executive board and a supervisory board with capital of 

EUR 83,075,820 and with its registered office at 47 rue du Faubourg Saint Honoré, 75008 Paris, subject to the supervision of 

the French Autorité de Contrôle Prudentielle et de Résolution (ACPR), limit themselves to making this brochure available to 

clients at their offices and branch offices. 

The figures, comments, analyses and investment research contained in this brochure reflect the opinion of Edmond de 

Rothschild (Suisse) S.A. on market trends, formed on the basis of its own expertise and the economic analyses and the 

information in its possession at this time. The figures, comments, analyses and investment research contained in this brochure 

may no longer be current or relevant when the investor reads this brochure owing to its date of publication or changes in the 

markets. 

Each analyst mentioned in this document certifies that the views expressed about the evaluated companies and securities 

reflect the analyst's personal opinion. Their remuneration is not tied directly or indirectly to the specific recommendations and 

opinions expressed in this document. Details on the rating methodology used by Edmond de Rothschild (Suisse) S.A. are 

available free of charge on request. 

Neither Edmond de Rothschild (Suisse) S.A., Edmond de Rothschild (Europe) nor Edmond de Rothschild (France) may be held 

liable for a decision to buy, sell or hold based on the aforementioned commentaries and analyses under any circumstances. 

Furthermore, neither Edmond de Rothschild (Suisse) S.A., Edmond de Rothschild (Europe) nor Edmond de Rothschild 

(France) may be held liable for harm incurred by an investor as a result of the contents or availability of this brochure. 

This brochure is intended solely to provide general, preliminary information for the investors consulting it and should not be 

used as a basis for any decision to buy, sell or hold. 

Edmond de Rothschild (Suisse) S.A. recommends that each investor obtain the different regulatory descriptions of each 

financial product before any investment in order to analyse the risk and form his or her own independent opinion, with the 

assistance of advisers specialising in these matters if necessary, so as to ensure that the investment is appropriate to his or her 

financial and tax situation. 

Past performance and volatility are not a reliable guide to future performance and volatility, and may vary over time. 

This information may not be used or reproduced in whole or in part. 
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