
 

  



 

  

The ill-named secular 
stagnation theory suggests 
that the post-financial crisis 
economy needs prolonged 
and active supports in 
order to grow. An indeed, 
abnormally low real 
interest rates seem to be a 
necessary condition for 
getting normal economic 
growth… 

 

 

… but even that has not 
fully ensured price stability. 
Despite low 
unemployment, inflation 
has remained below 
normal in most G7 
countries. If economic 
growth continues to slow, 
deflation risk could quickly 
reemerge, which is why 
central banks are ready to 
act preemptively. 

 Source: Macrobond Dorval Asset Management 

USA (core PCE deflator)
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A combination of 
macroeconomic and 
financial market indicators 
in the G7 suggests that the 
macro/market cycle has 
been in its mature stage 
since 2017. With 
unemployment at a record 
low in most OECD 
countries, and with the US 
and now German yield 
curves almost inverted, 
investors have become 
nervous about recession 
risks…. 

 

 

 

...but inflation and credit 
growth have remained well 
below traditional peak 
levels. This provides central 
banks with the incentive to 
prolong the cycle further. 

 Sources: Dorval AM, Macrobond Dorval Asset Management 
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A popular view is that 
lower and lower interest 
rates have artificially 
inflated equity valuation. 
This is not what we have 
observed. The decline in 
real bond yields has failed 
to produce any increase in 
equity P/Es. As a result, 
the equity risk premium, 
whether measured against 
government bonds or 
corporate bonds, has 
reached its highest level 
since 2012. 

 

In this respect, the 
Japanese case is 
fascinating. The equity risk 
premium of the Japanese 
stock market has reached 
new highs while the Bank 
of Japan has bought 
massive amounts of 
stocks. Japanese stocks 
are now the cheapest in 
the developed world. 

 Sources: Citi, Macrobond Dorval Asset Management 
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Since the beginning of 
the global industrial 
slowdown (2018Q1) 
global equities have 
underperformed the US 
long bond, which looks 
logical. Will this 
consistency be 
maintained now that 
central banks are 
expected to cut interest 
rates? The 2007 
precedent, for example, 
suggests that stocks can 
outperform bonds even 
in a slowing economy. 

 

 

In recent months, the 
sharp decline in long-
term interest rates in a 
context of slowing 
economic growth has 
contributed to the 
strong outperformance 
of “growth” investing. 

 Sources: Bloomberg, MSCI, Macrobond Dorval Asset Management 
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Although cyclicals are not 
in favor in these days of 
slowing growth, a 
number of cyclical 
sectors are doing well in 
Europe. This reflects a 
two-tier economy, with a 
near recession in the 
manufacturing sector, 
but still good growth in 
the construction sector 
and in most services. 

 

 

The additional decline in 
interest rates will ensure 
that the spectacular 
decline in interest 
charges continues. This 
will be good for net 
profits in Europe, but 
could also trigger a rise 
in capex at some point, 
as firms take benefit 
from super-low rates to 
invest more.  

 Sources: Bloomberg, Macrobond Dorval Asset Management 

 Sources: Eurostat, Macrobond Dorval Asset Management 
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