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This report argues that both “secular stagnation” and “normalization” are
incomplete frameworks for understanding the post-crisis world. Instead,
“Euroglut” – the global imbalance created by Europe’s massive current account
surplus will be the defining variable for the rest of this decade. Euroglut implies
three things: a significantly weaker euro (we forecast 0.95 in EUR/USD by end2017), low long-end yields and exceptionally flat global yield curves, and ongoing
inflows into “good” EM assets. In other words, we expect Europe’s huge excess
savings combined with aggressive ECB easing to lead to some of the largest
capital outflows in the history of financial markets.

Introducing Euroglut
The dust is settling on the Global Financial Crisis, and markets are now
focusing on the future. One prominent line of thinking is that the new normal is
"secular stagnation" - weak trend growth and very low neutral rates. Another
view is that "normalization" is around the corner - growth will soon return, and
policy will inevitably normalize faster, particularly in the US. In this piece, we
argue that both the "normalization" and "secular stagnation" frameworks are
incomplete. Instead, it is Europe's huge savings glut - what we call euroglut that will drive global trends for the foreseeable future. While euroglut seems
similar to "secular stagnation", the asset price conclusions are very different
and far more powerful.
What is Euroglut?
Euroglut is a global imbalances problem. It refers to the lack of European
domestic demand caused by the Eurozone crisis. The clearest evidence of
Euroglut is Europe's high unemployment rate combined with a record current
account surplus. Both are a reflection of the same problem: an excess of
savings over investment opportunities. Euroglut is special for one and only
reason: it is very, very big. At around 400bn USD each year, Europe's current
account surplus is bigger than China's in the 2000s. If sustained, it would be
the largest surplus ever generated in the history of global financial markets.
This matters.
Domestic policy implications
A domestic implication of euroglut is that FX weakening will not be an
effective policy response. Does the euro-area need an even bigger trade
surplus? Europe faces a problem of domestic, not external demand. The global
environment is hardly conducive to export-led growth either. Japan has
engineered a close to 50% appreciation in USD/JPY yet exports have failed to
recover.1 This lack of FX responsiveness does not mean that the ECB doesn't
care. Absent fiscal policy or other "animal spirit"-boosting initiatives, there is
very little left for the central bank than to push yields and the currency lower.
QE in Europe will be ineffective, but it will happen anyway - it is the only tool
the ECB has to protect its mandate.

1

Similar examples can be found elsewhere. The GBP trade-weighted index dropped 25% after the crisis
yet the trade deficit has widened. Weak global growth may be the culprit
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Global impact
Euroglut means that as the world's biggest savers, Europeans will drive
international capital flow trends for the rest of this decade. Europe will become
the 21st century's largest capital exporter. This statement is close to an
accounting identity - a surplus on the current account implies capital outflows
elsewhere.2 Our premise is that the next few years will mark the beginning of
very large European purchases of foreign assets. The ECB plays a fundamental
role here: by pushing down real yields and creating a domestic "asset
shortage", it is incentivizing European reach for yield abroad. 3 Think about
policy over the next few years: at least 500bn-1trio of excess cash will be
sitting in European bank accounts "earning" a negative rate of 20bps. In the
meantime, asset-purchases will drive yields down across the board – there will
be nothing with yield left to buy. The asset implications are huge:
1. Currency weakness. As equity, fixed income and FDI outflows pick up, the
euro should face broad-based weakening pressure. Our end-2017 forecast for
EUR/USD is 95cents.
2. Very flat fixed income curves. What will Europeans buy? With the US
Treasury - bund yield spread at record highs, US fixed income should be a
primary beneficiary of European demand. "Secular stagnation" implies a low
terminal Fed rate resulting in low long-end yields. "Euroglut" suggests that the
level of neutral Fed funds doesn't matter. If there is sufficient demand for longdated instruments, the US 10-yr yield could easily trade below terminal Fed
funds. It happened during the 2000s "bond conundrum", it is even more likely
now - global imbalances are bigger.
3. Good EM could survive. The Global Financial Crisis has seen a rotation of
current account surpluses away from EM to Europe. At face value, this makes
EM more vulnerable. But the sum of countries' current account surpluses is
larger now than before 2008, so there is more spare capital around. European
current account recycling should mean that the marginal demand for EM
assets is likely to go up, not down.

Figure 1: Global Imbalances Bigger Now Than Pre-Crisis

Figure 2: “Euroglut” Is New Source of Global Imbalances

sum of current account surpluses
in surplus countries*
$ trio

Source: Deutsche Bank; IMF *excludes top nine oil producers; values from 2014 onwards IMF
forecasts

Source: Deutsche Bank; IMF
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Europe has been running a current account surplus over the last two years but also benefited from
portfolio inflows as Eurozone risk premia normalized. This surplus was plugged by outflows in the “other
investment” component of the balance of payments. This was mostly related to falling bank liabilities to
foreigners. Even though banks reduced their foreign assets (deleveraging), their foreign liabilities dropped
by more as foreigners reduced their euro loans and deposits.
3

ECB policy is why Europe’s current account surplus is so different from Japan’s in the 1990s and 2000s.
Back
Pagethen,
2 the BoJ wasn’t easing as aggressively keeping liquidity tighter and real yields higher. Even so, it
is worth remembering that even Japan experienced bouts of large capital outflows and yen weakening.
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Beyond the Eurozone
Just like China's surplus drove most Asia policy in the 2000s, Euroglut will
drive policy across Europe. Two economies are already imposing currency
floors to fight off euro weakness (Switzerland and Czech Republic) and one
more has imposed negative rates (Denmark). Scandinavia, Switzerland and
the CE3 economies are likely to face continued pressure to ease more. All
these countries are running current account surpluses, meaning the potential
for European capital outflows is even larger. We could see an amplification of
Euroglut: most of the European continent could end up with negative rates or
FX managed-regimes.
Conclusion
"Secular stagnation" and "normalization" rely on views around trend growth
but ignore global imbalances. It is these that remain the most important
feature of the global financial system. Europe is the new China, and via large
demand for foreign assets, it will play a dominant role in driving global asset
price trends for the remainder of this decade.
George Saravelos
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Important Disclosures
Additional information available upon request
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr

Analyst Certification
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition,
the undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation
or view in this report. George Saravelos
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(a) Regulatory Disclosures
(b) 1. Important Additional Conflict Disclosures
Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

(c) 2. Short-Term Trade Ideas
Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the
SOLAR link at http://gm.db.com.

(d) 3. Country-Specific Disclosures
Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is
indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where
at least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the
preparation of this research report, the Brazil based analyst whose name appears first assumes primary responsibility for
its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.
EU
countries:
Disclosures
relating
to
our
obligations
under
MiFiD
can
be
found
at
http://www.globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc.
Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau
(Kinsho) No. 117. Member of associations: JSDA, Type II Financial Instruments Firms Association, The Financial Futures
Association of Japan, Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific
financial instruments or related services. We may charge commissions and fees for certain categories of investment
advice, products and services. Recommended investment strategies, products and services carry the risk of losses to
principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value.
Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant
disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this
report are not registered credit rating agencies in Japan unless "Japan" or "Nippon" is specifically designated in the
name of the entity.
Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may
from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank
may engage in transactions in a manner inconsistent with the views discussed herein.
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.

(e) Risks to Fixed Income Positions
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
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loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates - these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options
in addition to the risks related to rates movements.
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