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Key recommendations

 
 

Asset class  Bear debt 
scenario 

(12m) 

SG central 
scenario 

(12m) 

Comments under a bear scenario 

Currencies Dollar - N Future dollar worries stemming from US debt funding imbalance 

Fixed income Government bonds (10Y) + UW 10 YR bonds should perform well as long-term rates decline 

 Investment grade (5-7Y) = N Lower government yields should offset wider credit spreads 

 High yield (3-5Y) - NA Stay away from high-yield cyclicals as high risk aversion will heavily penalise these bonds 

Equities Indices - OW Risk of a double bottom for equity markets as observed during past crisis  

 US - N Penalised by the weakness of the economy but benefiting from US corporates’ global 
positioning 

 Europe - N Very fragile recovery. European companies penalised by a strong euro 

 Emerging markets = UW Difficult trade conditions should subdue any increase in domestic consumption 

Commodities   OW  

 Oil -  Short-term demand to fall, bringing Brent down to $50 per barrel 

 Mining =  Mainly dependent on Chinese growth, with discrepancies between mining stocks 

 Agricultural +  Good trend in some agricultural products given lack of supply. Looks defensive 

Source: SG Cross Asset Research, SG Global Asset Allocation Research and MAP Multi Asset Portfolio (UW = Underweight, N + Neutral, OW = Overweight)  
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A three-step crisis

2010 – 2012e 2008 – 2010e2006 - 2008

An enduring debt crisis

Debt explosion Rapid reaction from
governments and

central banks

Debt adjustment

Property crisis in the US
followed by financial crisis

Fall in all asset classes 
Cash is king

Quantitative Easing

Fiscal stimulus
(3% of world GDP)

Decline in dollar

Fixed income

Commodities

Source: SG Cross Asset Research
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Public debt explosion in the US worrying for the economy
and the dollar

Source: Congressional Budget Office, SG Cross Asset Research
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State debt at historic high
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Debt transfer from private to public sphere: government
stimulus supporting demand in 2009-2010e

Stimulus plan 
Country US$bn As % of national GDP 
US 787 6 
China 586 15 
Europe 298 2 
Japan 154 3 
Latin America 149 4 
Emerging Asia 52 2 
CEE 23 2 
Russia 20 1 

Total 3% of global GDP
Source: SG Cross Asset Research, FactSet 
 



6

Counting on a come-back for the US consumer, but 
savings rate is still below historical average

Source: SG Cross Asset Research, Datastream
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US personal savings rate could return to the 8% long-term 
average – but would it be enough?
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Solutions will be painful as global imbalance
remains

To understand how to invest, need to know 
potential for debt reduction
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Governments: choose the route to debt reduction

Innovation & growth

Economic reformDefault

Currency volatility could lead to 
devaluation and consequently inflation

US 1970s

Europe 1970s

Argentina 2002
UK 1949

Yuan revaluation 2010/11e?

2010e will see unsustainable debt levels
and could lead to government defaults

Russia 1998
Eastern Europe 2010e?

New technologies often lead investors out 
of a downturn, but there is a risk of

overvaluation as investors seeking non-
existent profits create new bubbles

Green investing, Technologies and SRI 2010e?

Japan 1970s

US 1950

US, UK, Spain
Property 2002-2007

US TMT 1998-2001

Reducing the level of state employment

California 2010e?

Canada 1996

UK 1980

Inflation

Source: SG Cross Asset Research
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Debt to GDP ratio (%)
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Emerging markets are leading a new economic cycle

Source: SG Cross Asset Research

Current economic cycle
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4  2012-2013e

Economies slow 

1 2007- 2009

Crisis in developed  
economies

Interest rate 
cuts

2 2009- 2010e

Recovery in emerging 
markets and rise in 
commodity prices 

3 2011-2012e

Rise in consumption 
and investment

Improving 
consumer 
confidence

Inflation/ 
Interest rate 
hikes

Market 
stress

Yuan 
revaluation?

Previous economic cycle

1 2001-2003

US Economic  
Slowdown

2  2003-
…….2004 

Start of recovery 
3 2004-2006

Recovery and 
Growth

4  2006-2007

Growth  stabilising

Corporate
debt 

reduction

Market 
Stress

Capex

LBO and 
M&A

Interest 
rate drop

Low   interest rates: 
consumer  borrows

Interest 
rates rising

High 
consumer 
spending 
and rising 
inflation



11

Stress-testing assets under a bear scenario

Worst case scenario looks like Japan
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Current situation: compelling similarities with Japan in the 90s

Source: SG Cross Asset Research

( )+ =
Japan lost 

decade 1990
US 2009-Present US 2000/2001

US New 
millennium

crisis

Ballooning public debt XX XX XX

Banking crisis XX XX XX

Property crisis XX XX XX

Corporate debt crisis XX XX XX

High valuations going in XX XX XX

Stock market crash XX X X XX

Low interest rates XX X X XX

Slow government reaction XX
Source: SG Cross Asset Research

( )+ =

Counting the similarities
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Shifting forward Japan’s interest rates and debt by 10 
years suggests a similar story

Rate hike 
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End of market rally for equities? Look at Japan!
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US/Japanese valuations close, but ROEs not so close

Source: Datastream
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Worried about inflation? 
Japan suggests deflation more of a risk

Source: Datastream, SG Cross Asset Research
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Rates should return to normal

Source: Datastream
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Source: SG Cross Asset Research
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Gloomy scenario: focus on fixed income, emerging
markets, gold  and agricultural commodities

Source: SG Cross Asset Research, Datastream, MSCI Inc.
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Bear scenario recommendations

Source: SG Cross Asset Research
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IMPORTANT DISCLAIMER

IMPORTANT DISCLAIMER: The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and including any expression of opinion, 
has been obtained from or is based upon sources believed to be reliable but is not guaranteed as to accuracy or completeness although Société Générale (“SG”) believe it to be clear, fair and 
not misleading.  SG, and their affiliated companies in the SG Group, may from time to time deal in, profit from the trading of, hold or act as market-makers or act as advisers, brokers or 
bankers in relation to the securities, or derivatives thereof, of persons, firms or entities mentioned in this document or be represented on the board of such persons, firms or entities.  
Employees of SG, and their affiliated companies in the SG Group, or individuals connected to then, other than the authors of this report, may from time to time have a position in or be holding
any of the investments or related investments mentioned in this document. Each author of this report is not permitted to trade in or hold any of the investments or related investments which are 
the subject of this document.  SG and their affiliated companies in the SG Group are under no obligation to disclose or take account of this document when advising or dealing with or for their
customers.  The views of SG reflected in this document may change without notice.  To the maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of 
the material or information contained herein.  This research document is not intended for use by or targeted at retail customers.  Should a retail customer obtain a copy of this report they 
should not base their investment decisions solely on the basis of this document but must seek independent financial advice. 
Important notice: The circumstances in which materials provided by SG Fixed & Forex Research, SG Commodity Research, SG Convertible Research, SG Technical Research and SG Equity 
Derivatives Research have been produced are such (for example because of reporting or remuneration structures or the physical location of the author of the material) that it is not appropriate
to characterise it as independent investment research as referred to in European MIF directive and that it should be treated as a marketing material even if it contains a research 
recommendation (« recommandation d’investissement à caractère promotionnel »).  However, it must be made clear that all publications issued by SG will be clear, fair, and not misleading.
Analyst Certification: Each author of this research report hereby certifies that (i) the views expressed in the research report accurately reflect his or her personal views about any and all of 
the subject securities or issuers and (ii) no part of his or her compensation was, is, or will be related, directly or indirectly, to the specific recommendations or views expressed in this report.
Notice to French Investors: This publication is issued in France by or through Société Générale ("SG") which is authorised by the CECEI and regulated by the AMF (Autorité des Marchés
Financiers). 
Notice to UK investors: This publication is issued in the United Kingdom by or through Société Générale ("SG") London Branch  which is regulated by the Financial Services Authority ("FSA") 
for the conduct of its UK business.
Notice To US Investors: This report is intended only for major US institutional investors pursuant to SEC Rule 15a-6.  Any US person wishing to discuss this report or effect transactions in 
any security discussed herein should do so with or through SG Americas Securities, LLC (“SGAS”) 1221 Avenue of the Americas, New York, NY 10020.  (212)-278-6000.  THIS RESEARCH 
REPORT IS PRODUCED BY SOCIETE GENERALE AND NOT SGAS.
Notice to Japanese Investors:  This report is distributed in Japan by Société Générale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency of 
Japan.  The products mentioned in this report may not be eligible for sale in Japan and they may not be suitable for all types of investors.
Notice to Australian Investors: Société Générale Australia Branch (ABN 71 092 516 286) (SG) takes responsibility for publishing this document.  SG holds an AFSL no. 236651 issued under 
the Corporations Act 2001 (Cth) ("Act").  The information contained in this newsletter is only directed to recipients who are wholesale clients as defined under the Act.
IMPORTANT DISCLOSURES: Please refer to our website: http://www.sgresearch.socgen.com
http://www.sgcib.com. Copyright: The Société Générale Group 2009.  All rights reserved. 
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SG leader in Global Cross Asset Research

Equity

2009
#1 Research on French Equity
#1 Thematic Research
22 sector teams in the Top 10

Strategy & Cross Asset

2009
#1 Global Strategy
#1 Cross Asset Research
#1 SRI Research

Economics
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#1 Global Economics
#2 Pan-European Economics

Equity Derivatives

2009
Equity Derivatives Research
#3 Flow Product
#3 Structured Product

Fixed Income

#1 Fixed Income Research House
#1 in 11 out of 14 categories

Commodities

#1 Research in Oil
#2 Research in Metals
#3 Research in Power and Gas

2009
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