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Asset Allocation

Our convictions Page 4

This section develops our central scenario and our main convictions. It highlights the main orientations 
of our asset allocation and presents the strategies that characterize the structure of our portfolios: 
bond portfolios, equity portfolios and diversified portfolios.

This month’s topic Page 7

French Presidential Election: 
taking stock of the situation and decrypting current issues
This month, we present the main issues and scenarios relating to French presidential and legislative 
elections, as well as the most likely market impacts.

Summary tables Page 11

Risk factors Page 12

Macroeconomic picture Page 18

Macroeconomic and financial forecasts Page 19

Executive summary

Equity markets

1   France or the United States: 
where does the real danger lie for equity markets? Page 20

While the risk associated with the elections in Europe is increasing, we are more concerned 
with the overvaluation of the leading market (the United States). To simplify, the equity 
markets maintain hope of gaining 5-10%, but that investors seeking to profit from it are 
running the pending risk of facing a shock of 20%.

Monetary policy

2   How will the Fed’s balance 
sheet return to normal? Page 23

The balance sheet normalisation has become a hot topic, for FOMC members and market 
players. This is a source of worry for some, given the dollar amounts involved. That said, 
the reduction of the Fed’s balance sheet should be gradual, and focused on MBSs.

> FOCUS  > The quantitative easing mechanism
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>  The quantitative easing mechanism

The Fed’s QE has consisted in purchases of securities (Treasuries, MBS, agency bonds) 
financed by central bank money created for this purpose. These securities have shown up 
on the asset side of the Fed’s balance sheet, while the increase in bank reserves has shown 
up in the Fed’s liabilities for an equivalent amount. QE has thus mechanically expanded 
the Fed’s balance sheet.

Did banks sell Treasuries to the Fed? If the banks had sold their own Treasuries to the Fed, 
their balance sheet would not have expanded, and QE’s only impact would have been a shift 
in the breakdown of their assets (from Treasuries to the reserves held with the Fed). However, 
a look at the breakdown of holdings of US Treasuries shows that US banks have been 
net buyers of them during QE phases. In reality, the banks, who are the only ones holding 
accounts with the Fed, have actually served as an intermediary. Let’s take the example of an 
investor who sells securities to the Fed through a bank. In this case, the investors’ transaction 
is first recognised in the bank’s liabilities, and the bank’s sale of securities to the Fed leads to 
an increase in the bank’s excess reserves in its assets and an equivalent increase in deposits 
in its liabilities. So QE operations have not caused just the Fed’s balance sheet to expand 
but also US banks’ balance sheets.

What about the reinvestment of maturing Treasuries? The Fed reinvests the amounts 
from maturing securities directly on the primary market with the US Treasury, without the use 
of intermediaries. The reinvestments are split among the Treasury auctions held the day of 
maturities (prorated to the volume of each of the auctions held that day).

When the Fed ultimately decides to no longer reinvest the securities it holds, other 
investors will take over and their bank deposits will decline, which will lead to a decline 
in banks’ excess reserves.
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On March  11, ever ywhere  in  Japan was  � l l ed

wi th  renewed sympathy  fo r  the  v ic t ims  o f  the

unprecedented  ear thquake  and tsunami  th ree

years  ago . P r ime Min is te r  Abe , who o f fe red

prayers  fo r  the i r  sou ls  a t  the  cen t re  o f  Tokyo ,

migh t  fee l  uncomfor tab le  w i th  unbearab le

economic  weakness . Wh i le  indus t r ia l  ou tpu t…

On the  6 th  March , the  ECB pub l i shed  i t s  new

macroeconomic  p ro jec t ions .

11.03.2014 - Thought of  the Day

11.03.2014 - Expert  ta lk

14.03.2014 - Expert  Talk
Macro-economic  ind ica to rs  improv ing  in  2H13…

The accumula t ion  o f  good  news s ince  the  end

of  summer  2013 con�rms w idespread

improvement  in  the  macro-economic  c l imate .

Japan – Abenomics,

challenged by unexpected

phenomena

ECB in�ation projections

The Chinese central bank modi�es its exchange

rate policy… What effects will this have?

We have  long  been aware  tha t  Ch ina  needs  to  imp lement  s t ruc tu ra l

re fo rms, and  wants  to  l i be ra l i se  i t s  cap i ta l  account . Th is  has  ma jo r

consequences  fo r  i t s  economic  po l i cy. A  � rs t  s tep  appears  to…
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