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INDUSTRIALISATION, DEFLATION & LIQUIDITY 

  

Our central macro-framework is the following:  

1. On the supply-side, Brazil, Russia, India and China (BRIC) are emerging 
as world industrial powerhouses. As they became world producers of 
finished goods, they have considerably increased their intake of 
commodities and oil.   

2. On the demand-side, G-7 countries have lost the revenues 
from production and G-7 s demand has remained short of BRICs 
supply. To boost demand and stem the threat of deflation, the Bank of 
Japan (BoJ), the Fed and the European Central Bank (ECB) have 
enhanced for years liquidity creation in order to promote credit 
expansion and consumer spending.   

3. Such a world macro-imbalance could last many more years, 
as it did in early 1800s, when France and the United Kingdom began 
their industrialisation process, and again at the turn of the 1900s, 
when the United States and Japan embarked on their own. Because 
BoJ and the Fed did not provide at the time the necessary liquidity, 
deflation forces overtook the world economy, a policy mistake, which 
will not be repeated (1929).       
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Bottom line: We believe excess supply of manufactured goods from BRICs countries will continue to 
be met with excess liquidity from G-7 largest Central Banks. The investment strategy that befalls such 
a macro-scenario is illustrated in the graph above. 


