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Just when you thought the world could not spin much 
faster, global monetary events in 2015 have picked up 
speed.  Buckle up.

A key macro theme of ours for some time now has been 
the increasing importance of relative global currency 
movements in financial market outcomes.  And what have 
we experienced in this very short year-to-date period so 
far?  After years of jawboning, the European Central Bank 
has finally announced a $60 billion monthly quantitative 
easing exercise to begin in March.  Switzerland “de-
linked” its currency from the Euro, China has lowered the 
official renminbi/US Dollar trading band (devalued their 
currency), China lowered its banking system required 
reserve ratio, the Turkish and Ukrainian currencies saw 
double digit declines, and interest rate cuts have been 
announced in Canada, Singapore, Denmark (4 times in 
three weeks), India, Australia and Russia (after raising 
rates meaningfully in December to defend the Ruble).  All 
of the above occurred within five weeks.

What do all of these actions have in common?  They are 
meant to influence relative global currency values.  The 
common denominator under all of these actions was a 
desire to lower the relative value of each country or area’s 
currency against global competitors.  As a result, foreign 
currency volatility has risen more than noticeably in 2015, 
necessarily begetting heightened volatility in global equity 
and fixed income markets.

If we step back and think about how individual Central 
Banks and country specific economies responded to 
changes in the real global economy historically, it was 
through the interest rate mechanism.  Individual Central 
Banks could raise and lower short term interest rates in 
order to stimulate or cool down specific economies as 
they experienced the positive or negative influence of 
global economic change upon them.  Country specific 
interest rate differentials acted as pressure relief valves.  
Global short term interest rate differentials acted as a 
supposed relative equalization mechanism.  But in today’s 
world of largely zero percent interest rates, the interest rate 
“pressure relief valve” is gone.  The new pressure relief 
valve has become relative currency movements.  This is 
just one reality of the historically unprecedented global 
grand Central Banking monetary experiment of the last six 

years.  At this point, neither good nor bad, it is simply the 
environment in which we find ourselves.  And so we deal 
with this reality in ongoing investment decision making.  

There has been one other event of note in early 2015 
that directly relates to the potential for further heightened 
currency volatility to come.  That event is the recent Greek 
elections.  We all know that Greece has been in trouble 
for some time.  Quite simply, they have borrowed more 
money than they are able to pay back under current 
debt repayment schedules.  The New York consulting/
banking firm Lazard recently put out a report suggesting 
Greek debt requires a 50% “hair cut” (default) in order for 
Greece to remain fiscally viable.  The European Central 
Bank (ECB), largely prompted by Germany, is demanding 
100% payback.  Herein lies the key tension that must be 
resolved in some manner by February month end, when a 
meaningful Greek debt repayment is due.  

Of course the problem with a needed “haircut” in Greek 
debt is that major Euro banks holding Greek debt have not 
yet marked this debt to “market value” on their balance 
sheets.  In one sense, saving Greece is as much about 
saving the Euro banks as anything.  If there is a “haircut” 
agreement, a number of Euro banks will feel the immediate 
pain of asset write-offs.  Moreover, if Greece receives 
favorable debt restructuring/haircut treatment, then what 
about Italy?  What about Spain, etc?  This is the dilemma 
of the European Central Bank, and ultimately the Euro 
itself as a currency.  This forced choice is exactly what the 
ECB has been trying to avoid for years.  Politicians in the 
new Greek government have so far been committing a 
key sin in the eyes of the ECB – they have been telling the 
truth about fiscal/financial realities.  

So, to the point, what does this set of uncharted waters 
circumstances mean for investment decision making?  It 
means we need to be very open and flexible.  We need to 
be prepared for possible financial market outcomes that in 
no way fit within the confines of a historical or academic 
playbook experience.  

Having said this, a very unique occurrence took place 
in Euro debt markets in early February.  Nestle´ shorter 
term corporate debt actually traded with a negative 
yield.  Think about this.  Investors were willing to lose 
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a little bit of money (-20 basis points, or -.2%) for the 
“safety” of essentially being able to park their capital in 
Nestle’s balance sheet.  This is a very loud statement.  
Academically, we all know that corporate debt is “riskier” 
than government debt (which is considered “risk free”).  
But the markets are “telling us” that may not be the 
case at the current time when looking at Nestle´ bonds 
as a proxy for top quality corporate balance sheets.  
Could it be that the balance sheets of global sovereigns 
(governments) are actually riskier than top quality 
corporate balance sheets?  And if so, is global capital 
finally starting to recognize and price in this fact?  After 
all, negative Nestle´ corporate yields were seen right 
alongside Greece raising its hand suggesting Euro area 
bank and government balance sheets may not be the 
pristine repositories for capital many have come to blindly 
accept.  This Nestle´ bond trade may be one of the most 
important market “signals” in years.  

As we have stated in our writings many a time, one of the 
most important disciplines in the investment management 
process is to remain flexible and open in thinking.  
Dogmatic adherence to preconceived notions can be very 
dangerous, especially in the current cycle.  As such, we 
cannot look at global capital flows and investment asset 
class price reactions in isolation.  This may indeed be 
one of the greatest investment challenges of the moment, 
but one whose understanding is crucial to successful 
navigation ahead.  In isolation, who would be crazy 
enough to buy short term Nestle´ debt where the result is 
a guaranteed loss of capital in a bond held to maturity?  
No one.  But within the context of deteriorating global 
government balance sheets, all of a sudden it is not so 
crazy an occurrence.  It makes complete sense within the 
context of global capital seeking out investment venues 
of safety beyond what may have been considered “risk 
free” government balance sheets, all within the context 
of a negative yield environment.  Certainly for the buyer 
of Nestle´ debt with a negative yield, motivation is not the 
return on capital, but the return of capital.

This leads us to equities and, again, this very important 
concept of being flexible in thinking and behavior.  
Historically, valuation metrics have been very important 
in stock investing.  Not just levels of earnings and cash 

flow growth, but the “multiple” of earnings and cash 
flow growth investors have been willing to pay to own 
individual stocks.  This has been expressed in valuation 
metrics such as price-to-earnings, price relative to book 
value, cash flow, etc.  To the point, in the current market 
environment, common stock valuation metrics are 
stretched relative to historical context.

In the past we have looked at indicators like total stock 
market capitalization relative to GDP.  The market 
capitalization of a stock is nothing more than its shares 
outstanding multiplied by its current price.  The indicator 
essentially shows us the value of stock market assets 
relative to the real economy.  Warren Buffet has called this 
his favorite stock market indicator.

The message is clear.  By this valuation metric, only 
the year 2000 saw a higher valuation level than the 
current.  For a while now, a number of market pundits 
have suggested the US stock market is at risk of a crash 
based on these numbers.

Wells Capital Management recently developed data for 
the median historical price-to-earnings multiple of the 
NYSE (using the data for only those New York Stock 
Exchange companies with positive earnings).  What this 
data tells us is that the current NYSE median PE multiple 
is the highest ever seen.  Not exactly wildly heartwarming 
for anyone with a sense of stock market valuation history.
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It is data like this that have prompted a number of market 
commentators to cry wolf!  In fact, the big bad stock 
market wolf isn’t coming, he’s here!!!!

In thinking about these numbers and these dire warnings 
from a number on Wall Street, we again need to step 
back and put the current cycle into context.  We need 
to put individual asset class movements into context.  
In isolation, current stock market valuations should 
be very concerning (and they are).  In isolation, these 
types of valuation metrics do not make a lot of sense 
set against historical precedent.  But so too does the 
negative yield on Nestle corporate debt make little to no 
common sense…unless it is looked at as an alternative 
to deteriorating government balance sheets and 
government debt markets.

Trust us, the LAST thing we are trying to do is be stock 
market cheerleaders.  We’ll leave that to the masters/
carnival barkers at historically low viewer ratings CNBC.  
What we are trying to do is “see” where the current 
set of global financial market, economic and currency 
circumstances will lead global capital as we move 
throughout 2015.

Heightened global currency volatility means an increasing 
amount of global capital at the margin is seeking 
principal safety.  The recent Greek election results are 
now forcing into the mainstream commentary the issue 
of Euro bank and government fiscal integrity, let alone 
solvency.  We believe the negative yield on the Nestle´ 
corporate bond is an important marker that global 
capital is now looking at the private (corporate) sector 
as a potential repository for safety.  The Nestle´ bond 
is an investment that has nothing to do with yield and 
everything to do with capital preservation.  Nestle´ has 
one of the more pristine corporate balance sheets on 
Earth.  We need to remember that equities represent a 
claim on not only future cash flows of a corporation, but 
also on its real assets and balance sheet wherewithal.

We need to be open to the concept and possibility 
that despite very high valuation metrics, a slowing 
global economy, and accelerating global currency 
movements that are sure to play a bit of havoc with 
reported corporate earnings, the equity asset class 
may increasingly be seen as a global capital repository 
for safety in a world where global government balance 
sheets have become ever more precarious over the 
last half decade.  The investor who survives long term 
is the one prepared for and with a plan of action for all 
potential market outcomes.  Avoid the tendency to cry 
wolf, baby…too soon, but, of course, also keep in mind 
that even the boy who cried wolf was ultimately exactly 
correct.  It’s all in the rhythm and pacing of each unique 
financial and economic cycle.  Having a disciplined risk 
management process is the key to being able to remain 
flexible in investment thinking and action.   
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