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OUR ROUNDUP: 

 Is a recession or a banking crisis in the works? 
 Why the UK should not call it quits  

 
 

MARKETS 

IS A RECESSION OR A BANKING CRISIS IN THE WORKS? 

 

Investors are wondering if the pitiful performance by stock markets at the start of the year will stall 

economic growth. In addition to worries about the slowdown in China and slumping oil prices, they are 

now contemplating the risk of a recession in the USA and of a banking crisis sparked by failing oil 

companies. Are these two risks worth losing sleep over? 
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An economic recession is, by its very nature, always possible. And the risk must never be 

downplayed, in part because it could be caused by an exogenous event. A recession can also be the 

result of an overheating economy. A number of signs do indeed point to the latter:  
 

1. The manufacturing sector is already contracting (see the 25 January 2016 issue of Macro Highlights 

& Strategy) 

2. Corporate lending conditions are tightening 

3. The bond markets are starting to price in a recession 

a. Nominal interest rates are very low 

b. Inflation expectations are extremely low 

c. The yield curve is flattening (see left-hand chart) 

d. Credit spreads are high (see right-hand chart) 
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Yet there are more – and weightier – indications that the economy is not overheating: 
 

1. The construction and property sectors are in full swing 

2. Fiscal policy is increasingly accommodative 

3. Consumer spending (65% of GDP) is rock solid 

a. Job creation is firmly positive 

b. Wage growth is picking up speed (see left-hand chart below) 

c. Inflation is very low 

d. Consumer debt has declined in recent years 

e. Both mortgage and consumer lending are dynamic (see right-hand chart below) 

http://phenix/asp/_documents/?uid=467c731e-da50-4925-bd9b-5c525bb56448
http://phenix/asp/_documents/?uid=467c731e-da50-4925-bd9b-5c525bb56448
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The likelihood of a recession in the USA cannot be completely ruled out but is extremely low (see chart on 

the first page). In a recent hearing before the US House Committee on Financial Services, Janet Yellen 

made this same point. The economic situation in the USA is not perfect, but the core scenario remains 

intact: "if [current financial conditions] prove persistent, [they] could weigh on the outlook for economic 

activity…[but] ongoing employment gains and faster wage growth should support the growth of real 

incomes and therefore consumer spending". The Fed chair would like to continue raising key interest rates, 

but the timing will depend on how the economy is faring. Her stance remains data dependent.  

 

The second concern is the systemic risk of a domino effect of bank failures, which nearly happened in 

2008 during the subprime crisis. Are oil companies in such financial straits as to imperil the system? 

 

We do not think so, for a few reasons:  
 

1. Debt levels are low 

 Total debt in the oil and gas sector is around 600 billion dollars, a far cry from the 3.5 trillion 

dollars in mortgage debt at the start of the subprime crisis in 2008.  

2. The debts are not highly complex  

 The sector’s debt is straightforward, consisting mainly of bank loans and standard bonds. 

And the risk associated with the sector’s bonds was not camouflaged by the packaging and 

repackaging of securities or multiplied by a leverage effect, both of which happened in 2008. 

These were high-yield bonds from the start, with a high default premium, whereas in 2008 

the troubled bonds bore a AAA rating.  
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3. Energy is a small part of the equation  

 The mining, oil and gas sector accounts for 2.3% of GDP, versus around 3.9% for 

construction and 13.3% for the property sector (see chart above). 

 The energy sector is also much less labour intensive and employs a tiny fraction of the 

workforce.  

4. Contagion channels are insignificant 

 The oil boom was felt in only a handful of US states, whereas the property boom affected the 

entire country.  

 

 

 

UNITED KINGDOM 

WHY THE UK SHOULD NOT CALL IT QUITS 

 

As we navigate the shoals in 2016, we must not overlook the risk of Brexit and its many political 

ramifications. Brexit (British exit) is a take on Grexit, a term coined in the summer of 2015 during the 

Greek crisis. It refers to the country’s potential exit from the European Union (EU). The Conservative and 

Labour Parties are currently neck and neck in the polls on this issue (see chart below). 

 

Part of the reason this topic is in the news is because Prime Minister David Cameron, in his re-election 

campaign, promised to hold a referendum by 2017 on whether or not the UK would remain in the 

EU. This promise was driven by the rising influence of eurosceptics both in his own Conservative Party and 

among the opposition, including the anti-EU United Kingdom Independence Party (UKIP). Cameron’s 

political tactic has two objectives:  
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 To determine whether or not the British people wish to remain a part of the European experiment 

 To reform certain aspects of the European Union 

 

UK "European Membership Referendum" opinion polling 

 

 

Cameron has begun negotiations with the EU in a bid to stave off Brexit. He hopes for a 

breakthrough at the summit set for 18-19 February, so that the referendum could be held as early as 

June. He feels the sooner the referendum takes place the better, in view of growing immigration-wary 

sentiment (see charts below). 

 

 Survey: 6 most important issues facing the UK Profile of immigrants to the UK 

       

0%

10%

20%

30%

40%

50%

60%

70%

80%

Immigration Health Economy Welfare Europe Housing

Survey in June 2013

Survey in January 2016

0%

10%

20%

30%

40%

50%

60%

70%

80%

% with a Job % with a Degree

UK Nationals

Migrants

0

5

10

15

20

25

30

35

40

45

Average Age



MACRO HIGHLIGHTS & STRATEGY | FEB. 15TH 2016 
 

 

 

 

6/13       EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK 

Cameron also submitted four major demands to Donald Tusk, the President of the European 

Council. Tusk responded by laying out proposals that could serve as a starting point for the 

upcoming talks: 

 

1. Sovereignty 

Cameron’s objective: In order to steer away from a political union, member states could opt out of 

the 'ever closer union' clause. Also, national parliaments should have more influence over EU 

legislation. 

Tusk’s proposal: Given the UK’s unique situation, it would not be required to take part in further 

political integration. 

 

2. Competitiveness 

Cameron’s objective: In order to complete the single market, the free movement of capital is 

required and the burden of EU regulations on businesses must be eased. 

Tusk’s proposal: No problem. One of the EU’s priorities is to further develop the internal market and 

expand it to include services and digital. 

 

3. Currency 

Cameron’s objective: The euro should no longer be considered the EU’s only currency. This means 

that any policy agreed by eurozone Member States would not be binding upon other states. 

Tusk’s proposal: Any measures implemented in response to an emergency or a crisis and intended 

to preserve the financial stability of the eurozone will not entail budgetary responsibility for Member 

States that do not use the euro.  

 

4. Migration from the EU  

Cameron’s objective: EU nationals who move to the UK would have to live there for four years 

before qualifying for certain work benefits. 

Tusk’s proposal: An ‘emergency brake’ could be applied to 
migrant benefits. In addition, measures limiting a high influx of 
workers could be applied in exceptional circumstances. 

 

Key points: 

 Technically, it is much easier for a country to leave the 

European Union than the eurozone, since the domestic 

currency still exists. And technically, Article 50 of the Treaty on 

European Union allows a Member State to leave the EU; the 

Member State must inform the European Council of its 

intention to withdraw. 

 Politically, among the major countries, Germany is ready to 

give London some flexibility so that the European Union 

remains intact. Germany does not want to be reduced to a 



 
MACRO HIGHLIGHTS & STRATEGY | FEB. 15TH 2016 

 

 

 

EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK  7/13 

one-on-one partnership with France and prefers to maintain the rigorous structure currently in place 

(see chart).  

 

What are the consequences? 

 Researchers have been attempting to identify the consequences of the UK leaving the EU for the 

past 20 years. No one has come up with a reliable estimate of the economic cost of such a move for 

the UK or for the rest of the EU.  

 While the studies differ in their conclusions, they all agree on the areas that would be affected. The 

first is trade, since 42% of the UK’s exports and 52% of its imports are with the EU (see charts 

below). The consequences thus depend on what sort of trade deal the UK is able to negotiate 

with the EU. The UK could find itself in the same situation as Norway, which is not part of the EU 

but still contributes to the European budget and complies with its regulations in exchange for access 

to the single market. Alternatively, it could end up like Switzerland, where access to the single 

market is negotiated sector by sector. 

 

    

 

 Europe would lose one of its three great powers, one of the largest financial centres in the world, 

the USA’s main diplomatic partner in Europe and one of the only European countries that maintains 

a large standing army. The Member States that would be most affected by Brexit are the 

Netherlands and Ireland. They each have very close trade and financial links with the UK. Their 

economic policy is also quite close to London’s. Belgium, Portugal, Luxembourg and Cyprus also 

stand to lose out significantly. 

 

 Within the UK, England’s relationship with separatist, europhile Scotland could deteriorate. A 

second referendum on Scottish independence could take place. The City, which is the largest 

European financial centre (see charts below), would lose a large volume of business as 

eurozone transactions shift to European financial institutions. 
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On 12 June 2015, Standard & Poor's, the only rating agency that still has a much-valued AAA rating on the 

UK, downgraded its outlook from ‘stable’ to ‘negative’, noting that the referendum on leaving the EU was "a 

risk to [the country’s] growth prospects". Moody's, for its part, warned that Brexit could lead it to cut its 

credit rating on the country. Voters’ rejection of the EU would lead to capital flight and undermine the 

pound. 

 

The UK will have to get past the referendum for the pound to return to strength. Our core scenario is 

built around several strong assumptions: key interest rates in the USA will be raised, the message from the 

Bank of England will become less accommodative, money creation in the eurozone will expand and the UK 

will remain in the EU. If all these assumptions hold – an admittedly tall order – the GBP/USD exchange rate 

could reach around 1.57 by the end the year and the EUR/GBP pair could slip to 0.65. 

 

 GBP/USD vs yield spread EUR/GBP vs yield spread 
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International Market Share by Country

Unite d-

Kingdom
Ge rma ny Fra nc e

Cross- borde r ba nk le nding 17% 9% 9%

Fore ign e xc ha nge  turnove r 41% 2% 3%

Exc ha nge - tra de  de riva tive s 7% 8% n.a.

Inte re st ra te  OTC de riva t. 49% 4% 7%

He dge  funds a sse ts 18% n.a. 1%

PE inve stme nt va lue 10% 2% 5%

Fund ma na ge me nt 8% 2% 3%

Ma rine  insura nc e 22% 5% 4%
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The political risk premium associated with Brexit can be estimated by the growing gap between the 

exchange rate and the real yield spread, which is around 10-15% for the GBP/USD and EUR/GBP pairs 

(see charts above). We clearly underestimated the impact of this political event on sentiment among forex 

traders. It is probably better to steer clear of the pound until the political fog in London has lifted. 

 

 

 

 

 

 

 

  



MACRO HIGHLIGHTS & STRATEGY | FEB. 15TH 2016 
 

 

 

 

10/13       EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK 

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% 15.0%

 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% -2.8% 2.1% -1.8%

 Mexico 2.1% 2.5% 2.8% 1.6% 1.3%

 Others 5.8% 4.4% 6.0% 16.4% 28.7%

 WORLD 3.4% 3.1% 3.4% 100% 100%

Source : Bloomberg                            Momentum (vs Last Estimates) Performance (Over \ Under)



 
MACRO HIGHLIGHTS & STRATEGY | FEB. 15TH 2016 

 

 

 

EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK  11/13 

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) 357       -2.5% -4.4% -10.4% -1.8%

United States (S&P 500) 1'865    -0.7% -3.6% -8.5% 1.4%

Euro Area (DJ EuroStoxx) 301       -4.8% -10.0% -15.2% 11.2%

United Kingdom (FTSE 100) 5'824    -2.3% -3.5% -8.4% -1.0%

Switzerland (SMI) 7'848    -3.8% -8.1% -13.2% 1.1%

Japan (NIKKEI) 16'023  -11.1% -13.2% -21.4% 11.0%

Emerging (MSCI) 711       -3.8% -1.6% -10.4% -14.7%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.75% 0.6% 3.0% 4.6% 2.1%

Euro Area (7-10 Yr) 1.48% -0.1% 1.9% 2.3% 1.0%

Germany (7-10 Yr) 0.24% 0.3% 3.0% 3.8% 0.9%

United Kingdom (7-10 Yr) 1.43% 1.0% 2.6% 4.3% 0.7%

Switzerland (7-10 Yr) -0.28% -0.2% 1.3% 1.9% 3.7%

Japan (7-10 Yr) 0.09% -0.6% 1.2% 1.5% 1.4%

Emerging (5-10 Yr) 5.26% -0.3% 0.4% 0.2% 1.6%

United States (IG Corp.) 3.63% -0.1% -0.5% 0.2% -0.8%

Euro Area (IG Corp.) 1.19% -0.3% 0.4% 0.4% -0.5%

Emerging (IG Corp.) 4.67% -0.3% 0.0% 0.0% -2.3%

United States (HY Corp.) 10.08% -2.1% -3.6% -4.1% -3.5%

Euro Area (HY Corp.) 6.23% -1.8% -2.3% -3.2% 0.3%

Emerging (HY Corp.) 11.33% -1.4% -1.3% -2.1% 3.6%

United States (Convert. Barclays) 39         -2.1% -5.8% -9.1% -0.8%

Euro Area (Convert. Exane) 6'902    -2.2% -5.6% -8.0% 7.6%

Real Estate

World (MSCI) 170       -4.1% -5.9% -10.2% 1.0%

United States (MSCI) 178       -4.1% -7.8% -10.7% 4.6%

Euro Area (MSCI) 192       -3.4% -4.4% -8.4% 16.1%

United Kingdom (FTSE) 6'552    -0.4% -0.4% -0.6% 9.4%

Switzerland (DBRB) 3'616    -0.9% 0.0% 0.5% 4.6%

Japan (MSCI) 226       -11.4% -9.3% -16.0% 0.9%

Emerging (MSCI) 85         -3.2% -2.7% -14.8% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 550       n.a. -0.8% n.a. -0.7%

Distressed 727       n.a. -0.7% n.a. -5.3%

Event Driven 593       n.a. -1.3% n.a. -6.3%

Fixed Income 303       n.a. 0.2% n.a. 0.6%

Global Macro 885       n.a. -2.1% n.a. 0.2%

Long/Short 677       n.a. 0.0% n.a. 3.6%

Managed Futures (CTA's) 317       n.a. -2.2% n.a. -0.9%

Market Neutral 269       n.a. 1.6% n.a. 1.7%

Multi-Strategy 521       n.a. 0.2% n.a. 3.8%

Short Bias 31         n.a. 4.8% n.a. 2.4%

Commodities

Commodities (CRB) 368       -0.5% 1.4% -3.1% -15.2%

Gold (Troy Ounce) 1'208    1.1% 10.8% 13.8% -10.6%

Oil (Brent, Barrel) 33         -4.2% 12.6% -9.7% -35.9%

Currencies

USD 96.8      0.2% -2.2% -1.9% 9.3%

EUR 1.11      -0.4% 2.1% 2.6% -10.2%

GBP 1.44      0.0% 1.2% -2.0% -5.4%

CHF 0.99      -0.1% 1.3% 1.4% -0.8%

JPY 114.7    1.0% 2.0% 4.8% -0.4%

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