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March 29th 2016  

US futures treading cautiously, waiting for Janet Yellen and tracking the oil 
price. We need to re-define employment as people holding jobs which pay a 
living wage. Expect more jolts from the European banks.  

Lower S&P 500 futures – waiting for Yellen speech  

We are seeing lower US S & P 500 futures as investors react to slippage in the oil 
price and await Janet Yellen’s speech. The head of the San Francisco Federal 
Reserve reiterated yesterday a fundamentally optimistic outlook on the US economy. 
This is seen as providing an appropriate backdrop to raise rates. 

Will we see confirmation of the growing “bottom up” consensus?  

Will the head of the US central bank join the growing consensus echoed by her 
deputies? With yesterday’s economic data less than stellar we are starting to see 
slashing of US GDP forecasts – with “top estimates” coming in at 2 – 2 ½ per cent. 
Will this stay the Federal Reserve’s hand as consumers hunker down despite alleged 
wage increases and a “strong” labor market?  

US first quarter GDP forecasts being revised downwards  

We are now also seeing the downward revisions to first quarter GDP, with some 
seeing growth of less than 1 per cent. Should the US economy continue to lose 
traction, this shall have a strong impact on Euro Zone exports.  

The beleaguered adepts of the single currency, in the wake of emerging market 
slowing were looking to the US to pick up the slack. There is room for 
disappointment.  

Show me the money! US consumers remain cash challenged  

While much has been made of potential wage pressure, we see it as both focused on 
specific niches of the labor market and “take off” from a very low level. These reports 
are at odds with cautious buyer behavior and vendor lack of pricing power. A 
combination of cash challenged buyers and low inflation has not yet run its course.  

We need to redefine full employment  

Full employment shall need to be re-defined as an ever number larger of Americans 
no longer consider themselves middle class. The crisis is one of fading social 
mobility, with the prospect of falling earnings tomorrow impacting on spending today.  

Salary raises for the “happy few” are being offset by the massive expansion in 
the less stable “sharing” economy. Unemployment data today is simply not 
comparable to that of 10- 20 years ago.  

Oil price slipping – several factors at work  

The oil price has continued to fall with WTI below US Dollars 40. We see this as 
reflecting the more modest expectations for global growth. This is reinforced by a 
more realistic appreciation of the potential benefit from the upcoming meeting 
between major producers – with Iran not participating. 
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Lower oil price seen as increasing deflation risks in the Euro Zone  

On the Euro Zone front, we are seeing a firming of sovereign debt prices, with investors expecting a boost from the 
expansion of the ECB’s buying program. Those with a longer time perspective see the fall in the oil price as lowering 
inflationary pressures yet further.  

ECB facing tough choices  

Should this be the case, the ECB’s dilemma shall become more acute. The Euro Zone central bank shall need to choose 
between cutting rates further and seeking to raise prices by accelerating growth and depreciating the Euro or opting to not 
inflict further damage on the banking sector. 

European bank story is far from over - banks will need to square the circle  

We continue to see the bank story as far from over. The larger institutions shall struggle to simultaneously provide for 
uncollectible loans, prospect for new business in a morose economic environment and meet capital requirements. 
Adverse selection looms large. With the major groups replete with cash, loan growth is now contingent on taking on higher 
credit risk.   

Some of Deutsche Bank’s debt ratings are already several rungs below investment grade. We can only wistfully 
look back to the times when major national banking institutions were viewed as a proxy for sovereign debt.  

Focus on oil and commodities  

Hopes that upcoming meeting shall put a floor under oil prices  

With regard to the oil price we have seen oil trading consistently above the recent crisis levels below US Dollars 30. The 
drivers have renewed hopes that the upcoming meeting in Qatar shall succeed in placing a brake on prices as a first step 
towards longer term stability.  

Do not see currency as the major factor in the oil equation  

While some investors attempted to play the slightly weaker US Dollar – stronger commodities trade – we remain firmly 
wed to the archaic idea that the market is driven by fundamentals. These remain weak. On a first best outcome scenario, 
a production freeze at current levels would legitimize a supply excess, with faster growth necessary to balance the 
market.  

Where is Iran? Do not count on supply disruptions  

Iran deciding that it shall wait to have re-attained pre-sanctions output prior to accepting production constraints shall not 
help. Much is being made of the impact of supply disruptions – which however shall not have the same impact as longer 
term supply multi- lateral concerted supply reductions.   

US shale sector still active – need to separate noise from signal  

With regard to the US shale sector, we are continuing – despite the Doomsday predictions of the experts – a steady rise 
in inventories and rig count changes more akin to “noise” than “signal”. We see the alternative oil sector as not on the 
verge of extinction but, like a wound up coil, ready to spring at the first sign of higher prices.  
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Short term commodity bounce is not to be confused with a bull market  

As concerns commodities, we have seen a short term bounce. This has inspired some to speak of a new “bull market”. 
We see this as possible short term overshoot on the downside exacerbated by prospects of a demand push by China.  

Commodity hopes buttressed by Chinese assurances as to primacy of growth  

These hopes were lent support by repeated assurances that growth remains the primary objective, as opposed to 
wringing excess supply out of manufacturing. We see the rebound as a “short cycle” within a longer cycle of a 
substantially lower price range for commodities.  

Commodity intensity of global economy is decreasing  

With regard to the famous “long run” we see the commodity intensity of the global economy as decreasing. With regard to 
iron ore this is linked to the end of the “savage phase of capitalist development” in China – with its massive demand for 
infrastructure and steel.   

Coal demand shall fall - will oil suffer the same fate?  

As concerns energy, we expect lesser demand for coal as emerging markets are able to more efficiently exploit their own 
resources and simultaneously move towards clean energy. Oil demand shall also slow as emerging markets become 
overall more energy efficient and the focus of growth shifts to consumption.  

Demand for diesel fuel in China lagging GDP growth  

This is reflected in the demand for diesel fuel in China increasing at a slower pace than GDP. As we have often argued, 
the low cost producers have seized the opportunity to “make sun while the sun shines” – with a downward sloping 
demand curve, the oil in the ground shall depreciate.  
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About Jean: 

Jean Ergas is the Chief Economist for Tigress Financial Partners LLC (Member FINRA, MSRB,SIPC) based in New 
York City.  

He is an Adjunct Assistant Professor at New York University’s School of Professional Studies and an Adjunct Faculty 
member at Manhattanville College. In 2014 he received the award for teaching excellence from NYU School of 
Professional Studies. 

He is fluent in English, French, German, Italian, Spanish and Portuguese. He also has a certificate in Arabic – from 
NYU School of Professional Studies.  

His career has spanned the complete range of macro risk analysis - energy / commodities with ENI - Global Fortune 
500 17 - leading global natural resources group, capital markets with Swiss Bank Corporation (now UBS) and 
insurance / reinsurance with the A.M.Best Company. Jean contributes regularly to international media commenting on 
key macro-economic issues.  

Jean is a member of the American Institute of Certified Public Accountants and has an MBA and an Advanced 
Professional Certificate in Accounting from New York University's Stern School. He has also passed the FINRA Series 
7 examination.  
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