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The Investment Year of 2016 

January - February 

Test of Bear Market 
Frontier 

Equity Make-or-Break 

Exhaustion of $-
Commodity Shock 

March - June 

Portfolio Rotation as 
Value bounces 

2nd Half 

Return to Growth 
- but domestic/regional 

growth 



Source: Datastream, Kepler Cheuvreux 

The Frontier on the S&P 500 Index 
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Source: The People's Bank of China, Oxford Economics, Datastream, Kepler Cheuvreux 

Population of Working Age = estimates from Q1-2015 

The China Transition (following the Asian 
precedent) 
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Source: Datastream, Kepler Cheuvreux 

The End of the China Bonanza 
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The end of the boom of Global Growth implies lower investment and lower corporate profitability world-
wide. 

• The incipient de-rating of global growth:  

 The legacy of over investment through the producer decade is over-capacity and declining profitability in global product 
markets (the new deflation).   

 The world economy is no longer opening. A lower trade multiplier with China rebalancing and a resentful Russia.  

 Political resistance to globalisation has increased in tandem with the perception of rising inequalities.   

 Global re-balancing and reshoring: Europe following the American example  

 Profitability return-to-mean in China is not yet complete. China has become the object of suspicion among investors. 
Despite a degree of cyclical recovery in 2016 investor confidence in China will not be restored. 
 

•  Increasing difficulties of the beneficiaries of global growth --- 

 --- drives the resurgence of the relative valuation of domestic-regional growth plays in developed equity markets. 

 However, the improvement of the profitability of domestic-regional growth is insufficient to offset the fall in the excess 
profits associated with the global growth theme. 

 The decline in the profit content of world growth through this cycle reflects the fall in the high investment ratios 
associated with the boom of “globalisation” since the end of the 1980s. 

 The environment is becoming more favourable for labour in the developed economies. The services/employment 
content of growth is increasing. The labour share of incomes in the leading economies is beginning to recover. 

 

The Growth and Profitability Regime 

Page 7 



S
o

u
rc

e
: W

o
rl

d
 B

a
n

k
 W

D
I,

 D
a

ta
st

re
a

m
, K

e
p

le
r 

C
h

e
u

v
re

u
x

 

Last data = Low & Middle income countries  2014; High income countries  2013; World – Gross fixed capital formation  
 2013 

The Global Investment Boom in Areas of Low-
Cost Production 
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Last data: 
• MSCI Emerging Markets – Return-on-Equity = January 2016 (monthly data) 
• Emerging & Developing Economies – Exports to World as a % of GDP = 2014 (annual data) 

Emerging Markets: Return-on-Equity and 
Exports to the World 
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Source:  Bureau of Economic Analysis, U.S. Department of Commerce, Bureau of Labor Statistics, Datastream, Kepler Cheuvreux 

US Labour and Profit Share 
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Source: Datastream, Kepler Cheuvreux 

Growth versus Value in the USA and the 
World ex. USA  

Page 11 

20

40

60

80

100

120

140

160

180

200

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Index: Jan. 1st 1975 = 100

US: Growth / Value

World ex. US: Growth / Value

Growth leads 
everywhere

Globalisation 
extension

"lowflation"



Source: Kepler Cheuvreux 
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Source: Datastream, Kepler Cheuvreux 

EZ Unemployment : Growth with a higher 
Employment Content 
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Source:  Bureau of Economic Analysis, U.S. Department of Commerce Datastream, Kepler Cheuvreux 

Globalisation, the Profit Share and American 
Out-Performance 
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Source: Datastream, Kepler Cheuvreux 

Cycles of $ Strength-Commodity Decline since 
the 1970s 
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Source: IMF - World Economic Outlook, Datastream, Kepler Cheuvreux 

IMF forecast for 2015 
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Source: Datastream, Kepler Cheuvreux 

Domestic Demand = Defined as the sum of final consumption and investment by the private and general government sectors.  

Domestic Demand, Household Consumption 
and Inflation in the EZ 

Page 18 

-4%

-3%

-2%

-1%

0%

1%

2%

3%

4%

5%

95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

Eurozone

Domestic Demand (% change y-o-y)

CPI (% change y-o-y)

Household Consumption (% change y-o-y)

% Y-o-Y



S
o

u
rc

e
: O

E
C

D
, D

a
ta

st
re

a
m

, K
e

p
le

r 
C

h
e

u
v

re
u

x
 

EZ Periphery = Greece, Ireland, Italy, Portugal, Spain (equal-weighted average) 
The OECD Composite Leading Indicator (CLI) is designed to provide early signals of turning points in business cycles – 
fluctuations of economic activity around its long term potential level.  

The Assymetric Economic Effects of the  
$-Commodity Shock within Europe 
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Source:  Datastream, Kepler Cheuvreux 

The Exceptional Collapse of the Price of Crude Oil 
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Source:  Bloomberg, Kepler Cheuvreux 

Net Debt to EBITDA for the Energy Sector in 
Europe and the US 
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Source:  FactSet, Kepler Cheuvreux 

The Equity Risk Premium for Eurostoxx Banks 
and the Index ex. Banks 
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Implied Equity Risk Premium = 0.5x E/P where E/P is the inverse of the PER calculated with trend long-term, trend profits 

1%

3%

5%

7%

9%

11%

13%

15%

95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

Implied equity risk premium  (weekly data)

Eurostoxx Banks

Eurostoxx (excl. Banks)



Source: Bloomberg, Kepler Cheuvreux 

The U.S. Dollar Index 
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The U.S. Dollar Index indicates the general international value of the USD by averaging the exchange rates between the USD and 
major world currencies. 
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Source: Thomson Reuters/CoreCommodity CRB, Bloomberg, Kepler Cheuvreux 

The U.S. Dollar Index and Commodity Values   
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The Thomson Reuters/Core Commodity CRB Total Return Index is an arithmetic average of commodity futures prices with 
monthly rebalancing. The index is comprised of 19 commodities. 
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Source: J.P. Morgan Chase Bank, Bloomberg, Datastream, Kepler Cheuvreux 

$-Euro and the $ against Emerging currencies 
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The J.P. Morgan EMCI index is a tradable benchmark for emerging markets currencies vs USD. The index comprises of 10 
currencies: BRL, CLP, CNH, HUF, INR, MXN, RUB, SGD, TRY, ZAR 
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BBB Credit Spreads and the Equity Risk Premium 
in the USA 



The Equity Risk Premium minus Credit Spreads 
in the USA and EZ   
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Source: Markit, Bloomberg, Kepler Cheuvreux 

The European Credit Cycle: iTraxx Main and 
Crossover Indices 
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Source: Datastream, Kepler Cheuvreux 

Net Earnings Revisions Differential between 
Banks and All Europe 
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Source: Bloomberg, Kepler Cheuvreux 

The Crisis in Europe’s Credit-Banking Space   
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Source: Datastream, Kepler Cheuvreux 

The Kepler-Cheuvreux Advanced Survey 
Indicator of EZ GDP Growth 
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Source: Datastream, Kepler Cheuvreux 

Consumer Confidence and Household Spending 
in the Eurozone 
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Source: Datastream, Kepler Cheuvreux 

The Kepler-Cheuvreux Leading Indicator for the 
US Economy  
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Source: Conference Board, Bloomberg, Kepler Cheuvreux 

The Kepler-Cheuvreux Recession Probability 
Model based on our LEI 
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Domestics = 150 stocks extracted from the Stoxx Europe 600 Index with the highest exposure to Western Europe (FY 2014) 
Globals = 150 stocks extracted from the Stoxx Europe 600 Index with the lowest exposure to Western Europe (FY 2014) 

Domestics / Globals : Free-Float Market 
Capitalisation 
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The Leadership of Quality Domestic Growth in 
Europe 
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Domestic Secure-Growth Portfolio = Atea ASA, Atos SE, Axel Springer SE, Babcock International Group PLC, Bellway p.l.c., Bovis Homes Group PLC, Cap Gemini SA, 
Chocoladefabriken Lindt & Spruengli AG, Chocoladefabriken Lindt & Spruengli AG Partizipsch., Coloplast A/S Class B, CTS Eventim AG & Co. KGaA, D'Ieteren SA, De'Longhi 
S.p.A., Derwent London plc, Domino's Pizza Group plc, DSV A/S, Econocom Group SA Class D, Eiffage SA, Geberit AG, Glanbia Plc, Grafton Group Plc, Hamburger Hafen und 
Logistik AG, Iliad SA, Ipsen SA, Jcdecaux SA, Jeronimo Martins, SGPS S.A., Kingspan Group Plc, Leroy Seafood Group ASA, Meda AB Class A, Mobistar SA, N Brown Group plc, 
NEXITY Class A, Nobia AB, Orpea SA, Paragon Group of Companies PLC, Persimmon Plc, ProSiebenSat.1 Media SE, Restaurant Group plc, Rockwool International A/S Class B, 
Shanks Group plc, SIG plc, Telecity Group plc, Travis Perkins plc, Unibet GRoup Plc Shs Swedish Depository Receipts, Valiant Holding AG, Whitbread PLC, Wirecard AG 
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York, NY 10022, Compliance Department (212) 710-7625; Operations Department (212) 710-7606; Trading Desk (212) 710-7602. Further information is also available at www.keplercheuvreux.com. You may obtain information about SIPC, including the SIPC 
brochure, by contacting SIPC directly at 202-371-8300; website: http://www.sipc.org/ 

KCM, Inc. is a wholly owned subsidiary of KEPLER CHEUVREUX. KEPLER CHEUVREUX , registered on the Paris Register of Companies with the number 413 064 841 (1997 B 10253), whose registered office is located at 112 avenue Kléber, 75016 Paris, is 
authorised and regulated by both Autorité de Contrôle Prudentiel (ACP) and Autorité des Marchés Financiers (AMF).  

Nothing herein excludes or restricts any duty or liability to a customer that KCM, Inc. may have under applicable law. Investment products provided by or through KCM, Inc. are not insured by the Federal Deposit Insurance Corporation and are not deposits or 
other obligations of any insured depository institution, may lose value and are not guaranteed by the entity that published the research as disclosed on the front page and are not guaranteed by KCM, Inc. 
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Investing in non-U.S. Securities may entail certain risks. The securities referred to in this report and non-U.S. issuers may not be registered under the U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to U.S. reporting 
and/or other requirements. Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional Buyers within the meaning of Rule 144A under the Securities Act. The information available about non-U.S. companies may be 
limited, and non-U.S. companies are generally not subject to the same uniform auditing and reporting standards as U.S. companies. Securities of some non-U.S. companies may not be as liquid as securities of comparable U.S. companies. Securities discussed herein 
may be rated below investment grade and should therefore only be considered for inclusion in accounts qualified for speculative investment.  

Analysts employed by KEPLER CHEUVREUX SA, a non-U.S. broker-dealer, are not required to take the FINRA analyst exam. The information contained in this report is intended solely for certain "major U.S. institutional investors" and may not be used or relied 
upon by any other person for any purpose. Such information is provided for informational purposes only and does not constitute a solicitation to buy or an offer to sell any securities under the Securities Act of 1933, as amended, or under any other U.S. federal or 
state securities laws, rules or regulations. The investment opportunities discussed in this report may be unsuitable for certain investors depending on their specific investment objectives, risk tolerance and financial position.  

In jurisdictions where KCM, Inc. is not registered or licensed to trade in securities, or other financial products, transactions may be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to jurisdiction and which may 
require that a transaction be made in accordance with applicable exemptions from registration or licensing requirements. 

The information in this publication is based on sources believed to be reliable, but KCM, Inc. does not make any representation with respect to its completeness or accuracy. All opinions expressed herein reflect the author's judgment at the original time of 
publication, without regard to the date on which you may receive such information, and are subject to change without notice.  

KCM, Inc. and/or its affiliates may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. These publications reflect the different assumptions, views and analytical methods of the 
analysts who prepared them. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is provided in relation to future performance. 

KCM, Inc. and any company affiliated with it may, with respect to any securities discussed herein: (a) take a long or short position and buy or sell such securities; (b) act as investment and/or commercial bankers for issuers of such securities; (c) act as market makers 
for such securities; (d) serve on the board of any issuer of such securities; and (e) act as paid consultant or advisor to any issuer. The information contained herein may include forward-looking statements within the meaning of U.S. federal securities laws that are 
subject to risks and uncertainties. Factors that could cause a company's actual results and financial condition to differ from expectations include, without limitation: political uncertainty, changes in general economic conditions that adversely affect the level of 
demand for the company's products or services, changes in foreign exchange markets, changes in international and domestic financial markets and in the competitive environment, and other factors relating to the foregoing. All forward-looking statements 
contained in this report are qualified in their entirety by this cautionary statement. 

France: This publication is issued and distributed in accordance with Articles L.544-1 and seq and R. 621-30-1 of the Code Monétaire et Financier and with  
Articles 313-25 to 313-27 and 315-1 and seq of the General Regulation of the Autorité des Marchés Financiers (AMF). 

Germany: This report must not be distributed to persons who are retail clients in the meaning of Sec. 31a para. 3 of the German Securities Trading Act (Wertpapierhandelsgesetz – “WpHG”). This report may be amended, supplemented or updated in such manner 
and as frequently as the author deems. 

Italy: This document is issued by KEPLER CHEUVREUX Milan branch, authorised in France by the Autorité des Marchés Financiers (AMF) and the Autorité de Contrôle Prudentiel (ACP) and registered in Italy by the Commissione Nazionale per le Società e la Borsa 
(CONSOB) and is distributed by KEPLER CHEUVREUX. This document is for Eligible Counterparties or Professional Clients only as defined by the CONSOB Regulation 16190/2007 (art. 26 and art. 58).Other classes of persons should not rely on this document. 
Reports on issuers of financial instruments listed by Article 180, paragraph 1, letter a) of the Italian Consolidated Act on Financial Services (Legislative Decree No. 58 of 24/2/1998, as amended from time to time) must comply with the requirements envisaged by 
articles 69 to 69-novies of CONSOB Regulation 11971/1999. According to these provisions KEPLER CHEUVREUX warns on the significant interests of KEPLER CHEUVREUX indicated in Annex 1 hereof, confirms that there are not significant financial interests of 
KEPLER CHEUVREUX in relation to the securities object of this report as well as other circumstance or relationship with the issuer of the securities object of this report (including but not limited to conflict of interest, significant shareholdings held in or by the 
issuer and other significant interests held by KEPLER CHEUVREUX or other entities controlling or subject to control by KEPLER CHEUVREUX in relation to the issuer which may affect the impartiality of this document]. Equities discussed herein are covered on a 
continuous basis with regular reports at results release. Reports are released on the date shown on cover and distributed via print and email. KEPLER CHEUVREUX branch di Milano analysts is not affiliated with any professional groups or organisations. All 
estimates are by KEPLER CHEUVREUX unless otherwise stated. 

Spain: This document is only intended for persons who are Eligible Counterparties or Professional Clients within the meaning of Article 78bis and Article 78ter of the Spanish Securities Market Act. It is not intended to be distributed or passed on, directly or 
indirectly, to any other class of persons. This report has been issued by KEPLER CHEUVREUX Sucursal en España registered in Spain by the Comisión Nacional del Mercado de Valores (CNMV) in the foreign investments firms registry and it has been distributed in 
Spain by it or by KEPLER CHEUVREUX authorised and regulated by both Autorité de Contrôle Prudentiel and Autorité des Marchés Financiers. There is no obligation to either register or file any report or any supplemental documentation or information with the 
CNMV. In accordance with the Spanish Securities Market Law (Ley del Mercado de Valores), there is no need for the CNMV to verify, authorise or carry out a compliance review of this document or related documentation, and no information needs to be provided. 

Switzerland: This publication is intended to be distributed to professional investors in circumstances such that there is no public offer.  This publication does not constitute a prospectus within the meaning of Articles 652a and 1156 of the Swiss Code of 
Obligations. 

Canada: The information provided in this publication is not intended to be distributed or circulated in any manner in Canada and therefore should not be construed as any kind of financial recommendation or advice provided within the meaning of Canadian 
securities laws. 

Other countries: Laws and regulations of other countries may also restrict the distribution of this report. Persons in possession of this document should inform themselves about possible legal restrictions and observe them accordingly. 
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