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1. Equilibrium in domestic rate, level of output, quantity of
money, demand of money and the exchange rate suggests that
“Draghi’s QE” should not imply a depreciation.
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2. Once we have defined the equilibrium relations and some of the
principles by which one currency is governed, historical and
projected inflation points towards 1.40 as a fair value for the $/€
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3. The other argument used for those betting on a $1.20/€ is the
projection for an earlier and significant FED tightening due to
mounting inflation. This need not be so.


The Fed will start a tightening process as a result of a combination of a consistent & healthy
GDP growth and persistent inflationary pressures.



In that regard, our projection for prices is for “disinflation”. Here are the reasons.
i.

Inflation can not exist in a country with a broken credit
distribution mechanism (when the banking multiplier is
falling). See the chart.

ii.

By nature, capitalism is expansionary but also deflationary
(this is what we saw in the nineteenth century with the
industrial revolution and what we have been seeing in the
last 25 years).

iii. The ability of companies to incorporate robotics into their
processes is unprecedented.
iv. Capitalism has led investments in mining, resources and
energy also to unprecedented levels. This means excess
capacity, and thus, an excess of stocks. Definitely a
deflationary aspect.
v.

The progressive internationalization of the Renminbi,
enabling the industrialization of countries such as Vietnam,
Bangladesh and Cambodia (thanks to cheap Chinese
credit). This means more production made in cheaper
centers, and that is also calls for global disinflation.
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4. Thus …, Tightening. When? It could be later than sooner
(contrary to the general opinion)
 Our position (“later than sooner”) is based on three arguments:
1.

2.
3.

4.

Everybody knows that the post-2008 “new normal” will be much weaker and more unstable than the
previous era. As such, our projections for growth in the West (and also the US) are for a mild pace of expansion
(clearly below the long term average). Thus, although the cyclical improvement does continue, this will be slow,
unstable and could (should) not trigger a sharp monetary tightening in the US (at least with the intensity that
many think).
Since January this year, the US OECD LEI* -Leading Economic Indicators- has shown a declining pace
(see the chart below) suggesting that the US economy could be entering a period of softer growth.
What really matters is Mrs. Yellen’s view, and it is worth mentioning that she has abandoned the idea of a
threshold in the unemployment rate (as the trigger for the first rate hike) in favor of a set of measures. This
simply means that she can always find one indicator to delay a rate hike.
Inflation expectations are not unanchored: The spike in CPI has been fueled by a recent increase in items
such as commodity prices or rents. Aspects we feel that might not have continuity, especially in the first case.
Although rate hikes are needed (to set a more appropriate cost for capital), Mrs. Yellen is unlikely to raise rates
quickly unless CPI expectations become unanchored.
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* The survey that best tracks the factors that directly influence
future economic activity, since it overcomes the survivorship
bias that typically can be seen in the other surveys.
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Euro Area – Conclusions about the currency
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Legal Disclaimer
All the sections in this publication have been prepared by the financial institution’s team of analysts.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analyzed herein.
The opinions and estimates in this document are based on market events and conditions that took place before the publication of this document,
and therefore cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected using the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analyzed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur in
interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.
This document does not, therefore, analyze any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the liquidity of the investment in question.
Consequently, investors are responsible for seeking and obtaining appropriate financial advice in order to assess the risks, costs and other
characteristics of any investments they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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