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Markets are resilient, 

despite disappointing 

data. It could well be that 

investors start to realise 

that the peak of fiscal 

tightening is behind us. A 

more balanced approach 

by policy makers would 

impact growth positively 

over the next year or two.  

 

  

Why the soft patch will be temporary 

Our base case scenario is that the current soft patch in the 

global economy will be temporary. Why? First, central banks will 

continue to do their utmost to revive the economy. Second, 

lower commodity prices will be positive for real income and 

profits. Last but not least; the peak of fiscal tightening is behind 

us. Evidently, economic reforms are still necessary but policy 

makers in the Eurozone have started to realise that reforming 

an economy is not the same as focussing on saving.    

 

ECB: long-term commitment to accommodative policies  

One of the biggest problems in the Eurozone is that the credit 

mechanism does not function adequately. Especially small and 

medium sized companies in countries like Spain and Italy can 

hardly get a loan from their bank. Next to the rate cut to 0.5% 

on May 2, the ECB promised unlimited liquidity for at least 

another 14 months (until July 2014). The central bank also 

announced that it has started consultations with other European 

institutions to develop policies to tackle the problem of small 

companies in the peripheral economies. Last but not least, ECB 

President Mario Draghi surprised markets by saying that he has 

an “open mind” about negative interest rates, under which 

commercial banks would in effect be charged for depositing 

money at the central bank. In response to the ECB meeting 

yields fell. For instance, yields on 2-year Italian government 

bonds dropped under 1%. 

 

While the ECB took bold measures to save the euro last year, 

the central bank is now doing its utmost to revive the economy. 

In this respect Mr Draghi is getting some help from lower 

commodity prices as well as from signs of change in the 

austerity agenda. 

 

Lower commodity and oil prices 

The oil price has decreased substantially over the past few 

months and is now about 15% below its February peak. In 

addition, other commodity prices (including food) have 

decreased as well. Whatever the reason behind lower 

commodity prices is, going forward this implies a substantial 

boost to real income and profit growth.  

 

Some wind of change on the fiscal front 

Apart from the very dovish policies of central banks globally and 

the fall in oil prices we also see some winds of change on the 

fiscal front. This is possibly another reason why markets have 

been willing to look through the weak data of recent weeks. 

Admittedly, it is early days and in many parts of the developed 

world the austerity agenda is still preached by many political 

leaders. At the same time, intellectual support, popularity and 

actual implementation are all clearly in reversal at this point.  

 

Less intellectual support for austerity agenda  

Most eye catching has been the remarkable research errors 

that have been exposed in the work of two well respected 

economists (Reinhart and Rogoff) who had provided the most 

intellectually influential academic backing for the strong, near-

term focus on debt and deficit reduction. Many politicians in 

favour of austerity have quoted their work in recent years to 

justify their positions. With that support now almost eliminated 

and the fairy tale of expansionary austerity (on the back of 

magically improved confidence) being completely contradicted 

by the facts on the ground over the last 3 years, the ability of 

those remaining Austerians to sell their story to the public has 

been seriously damaged. 

 

Moderate uptrend in Global PMI remains in place  
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Source: Thomson Reuters Datastream, ING IM (Mar 2006 - Mar 2013) 
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Fiscal policy has clearly passed the peak of tightening  

It is important to note that even without further changes to 

fiscal policy we have now clearly passed the peak of 

tightening. In Europe that peak was reached in 2012 and 

while still being a drag on growth in 2013, fiscal policy will 

roughly turn neutral next year. Also, the European 

Commission has made public statements that hinted at a 

softening in stance towards austerity.  

 

In the US the peak is now - with the payroll tax hike and the 

sequestration creating a strong fiscal headwind in the first 

half of 2013 - but will gradually moderate in the quarters 

thereafter in terms of impact on growth. At the same time 

however Japan is switching gears as the fiscal part of 

Abenomics will kick in from the second quarter of this year 

onwards to provide stimulus rather than tightening.  

 

Change in fiscal policy could move things a lot 

If the fiscal pillar has now finally started to move into the 

growth direction, this could change things a lot. If perceived 

credible and substantial enough it will contribute to the 

relocation from cash to markets up the risk curve, whereby 

defensive assets will be switched to growth assets. Both 

the behaviour of markets (bonds continuing to do well) and 

the uncertainty still surrounding the fiscal policy future 

suggest that a genuine rotation from bonds to risky assets 

and from “income” risk (credit, real estate, dividend equity) 

into “growth” risk (high beta equity, emerging markets, 

commodities) is still not on-going. Still, the seeds have 

been sown. 

 

Environment keeps us tilted towards risky assets 

With some fragile green shoots emerging in the policy 

equation, investors need to open their mind to the 

possibility that the current wind of change will blow the 

global economy towards a healthier growth environment 

and markets towards a more growth oriented regime.  

 

This keeps us tilted towards risky assets (equities and real 

estate). Moreover, we are on the lookout to increase risk 

once more confirmation on policy direction and shifts in 

investor behaviour become visible.  

 

 

 

 

 

 

 

 

 
Sources: Thomson Datastream, Bloomberg. YTD data until 3 May 2013 

MSCI Regional Indices (EUR) % 

  26 Apr - 3 May YTD 

MSCI World 1.08 12.44 

MSCI Europe 2.01 9.15 

MSCI Emerging Markets 1.38 0.05 

MSCI US 1.35 14.59 

MSCI Japan -2.86 18.81 

MSCI Developed Asia ex Japan 0.11 10.40 

MSCI Sector Indices (EUR) % 

 26 Apr - 3 May YTD 

MSCI World Energy 2.20 7.44 

MSCI World Materials 1.09 -3.51 

MSCI World Industrials 0.55 10.73 

MSCI World Consumer Discretionary 0.82 15.87 

MSCI World Consumer Staples 0.46 17.35 

MSCI World Health Care -0.31 19.95 

MSCI World Financials 1.38 14.65 

MSCI World Information Technology 2.99 8.32 

MSCI World Telecom Services -0.33 15.14 

MSCI World Utilities 0.53 14.46 

  Bond & Credit Yields % 

 3 May 26 Apr 

10-yr Bund (Germany) 1.22 1.21 

10-yr Treasury (US) 1.74 1.66 

US Investment Grade Credits 2.65 2.59 

Euro Investment Grade Credits 1.66 1.70 

Global High Yield 5.32 5.54 

EMD Hard Currency 4.46 4.55 

Asian Debt Composite 4.15 4.22 

FX & Commodities  

 
3 May 26 Apr 

EUR/USD 1.311 1.299 

Crude Oil (WTI Spot, USD) 95.24 92.63 

DJ UBS Commodity index 267.93 265.51 

Economic Releases  (6 - 10 May) 

 Date Consensus 

Germany Industrial Production (Mar, m-o-m) 8 May 0.7% 
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