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The pandemic, which started after we published our forecasts last year, muddled
the waters to the point where even when we turned out to be right, we were right
for the wrong reasons. In any event, here’s how things worked out.

FORECAST 1
The crisis with Iran is not over. Striking US bases and deliberately avoid killing US
personnel was merely demonstrative and meant to appease the millions of Iranians
demanding revenge for the targeted assassination of General Soleimani. The real strikes
will come through proxies or directly from Iran and will be timed to damage Trump’s reelection campaign. Expect a turbulent second half as things can easily get “hot”! After
the assassination, things will get far worse in the Middle East, and US troops will be
targets.
How it Worked Out. Partly right. Iran chose to strike with proxies. Missile attacks have
increased substantially, including several in the area where the US embassy in Bagdad is
located and Saudi oil facilities.

FORECAST 2
The trade war with China will deteriorate further. The trade deal contemplates a massive
increase in Chinese purchases of US industrial, and agricultural goods as well as LNG
($200 billion over the 2017 levels in the next two years). But with China’s economy’s
slowing, it may not be possible. This will be used as a pretext to accuse China of not
living up to its commitments, thereby raising tariffs on Chinese goods.
How it Worked Out. Things were even worse than I feared. The US did not use the phase 1
deal as an excuse, but it targeted Chinese high technology companies and aerospace
concerns, confirming what those who had been paying attention already suspected: This is
all about great power competition and the suppression of a rising power.
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FORECAST 3
The Italian government will fold in 2020, thereby raising the spectre of snap elections.
The catalyst will be the outcome of a local election on January 27th in a traditionally
leftist city. A win by the League will create turmoil in the national government.
Markets will scrutinise closely the outcome of this mayoral election.
How it Worked Out. Almost. The election did not go especially well for the League, but
it did go well for the Democratic Party (the government’s junior partner), which
immediately started to demand more ministerial posts. Then COVID struck and snap
elections became unfeasible. Nevertheless, PM Conte did resign (in January 2021), and is
now attempting to form a new government.
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FORECAST 4
The US will use the threat of tariffs and sanctions on Europe to force Europe to support
the US’s foreign policy agenda on Iran, Russia and China. This will cause considerable
acrimony and will result in a continuing loss of trust between the two partners. NATO
and the dollar will become issues in the public debate. Europe and Russia will move
closer, but ultimately sanctions will be lifted this year.
How it Worked Out. I was close. Trade tensions increased and the US threatened and
imposed sanctions on Europe over Iran and Nordstream 2. Uncharacteristically, Europe
held fast on both issues. Europe signed an agreement with China and has started to work
on a digital currency whose stated purpose is that of escaping dollar hegemony. However,
sanctions on Russia have not been lifted, and NATO has notcome into question.

FORECAST 5
Trump will lose the election as his foreign policy has become too embarrassingly
predatory (not to mention reckless) and the US risks losing even its allies. The refusal
of the US to withdraw from Iraq (as requested by the Iraqi parliament) and to return
Syrian oil will further inflame anti-American sentiment in the Middle East. US
casualties will become significant enough to become a part of the campaign debate. In
addition, the trade war…will continue to have an impact on manufacturing (which is
already in recession), hurting President Trump’s blue-collar base.
How it Worked Out. I was right, but for the wrong reasons. US foreign policy will not
change under the new administration judging by the newly designated national security
team. This, however, means that strong resistance to Trump in the establishment was not
due to his policies, but to his style: He made obvious what those who were paying
attention suspected already.
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FORECAST 6
US treasuries will be downgraded by at least one major rating agency. The US debt will
continue to balloon, and somebody will find out that the elephant in the room is defence
spending. As a result, the US defence budget will be identified as a source of funding
for some of the expensive campaign promises made by the democrats. This may be the
catalyst to reduce defence spending to at least partially satisfy the social spending
promises of the campaign. It could also be the beginning of a less bellicose foreign
policy posture on the part of Trump’s successor. Joe Biden appears to be the favourite to
win the primaries, but a lot can still happen.
How it Worked Out. Treasuries were not de-rated, but interestingly one rating agency
cited the US dollar’s status as a reserve currency as a reason. I was close on that, but
I fear I was wrong about the rest. Perhaps it was just wishful thinking on my part.
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FORECAST 7
In 2020 there will be a liquidity event in the fixed income market which will quickly
spill-over into the equity market. Central banks will find themselves without enough
ammunition and there will be a return (hopefully gradual) to true price discovery in
both the equity and bond markets.
How it Worked Out. The liquidity event and stock market correction did happen, but the
lockdowns were the catalyst. Given the pandemic (which I did not predict), there is no
way of knowing what would have happened under normal circumstances. Therefore, I may
have been right for the wrong reasons.

FORECAST 8
Mexico will be the next Latin American country to be in the US’s crosshairs. The recent
designation of the Mexican drug cartel as a terrorist organisation provides “legal”
cover to “drone” Mexican drug lods inside Mexico. That will not sit well with the
Mexicans, but Trump won’t care.
How it Worked Out. I was wrong. Things remained relatively quiet despite Mexico giving
asylum to ousted Bolivian president Morales following a US instigated coup. The coup was
reversed after a general election which saw a Morales political ally win the
presidential election.

FORECAST 9
Argentina will request a debt restructuring or outright default. With the world economy
faltering and the Argentine economy doing far worse after the austerity regime imposed by
the previous president, Argentina’s debt burden will become increasingly unsustainable…
How it Worked Out. That is exactly what happened!
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Given that the ECB has nearly exhausted its toolkit, governments will have to step in
with fiscal stimulus to prop-up the stagnating European economy.
How it Worked Out. The result will be an appreciation of the Euro versus the dollar.
The COVID situation (which started after the publication of the Newsletter), was the
catalyst for fiscal stimulus. There is no way of knowing how things would have evolved
under normal circumstances. But the dollar did decline, and not because of COVID.
Have a great 2021!!!
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