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The markets at a glance

Economy, growth, inflation

The recent exchange of provocations between the US and China 
has ratcheted up tensions in the trade dispute. This further escala
tion is causing tremors not just in the capital markets but also, and 
in particular, in the real economy. Against this backdrop, important 
business decisions, such as those regarding capital investment, are 
being delayed for as long as possible in the hope that an agree
ment can still be reached. Such an agreement could in fact be 
struck at any time, and would actually be in the economic interests 
of both protagonists. At the same time, however, we are fully 
aware that the dispute is about more than just trade policy.  
Ultimately, it is a battle for hegemony between the two super
powers, in which the bilateral trade relationship is just one of 
many fronts. This means that a continuation of the dispute is  
highly probable. 

The economic headwinds – particularly for economies that trade 
heavily with the rest of the world – are therefore likely to persist. 
China and Germany are prime examples of such economies. The 
longer the trade dispute drags on, the more uncertainty it will bring 
and the greater the reluctance to invest will be. In such a scenario, 
even an improvement in funding conditions would have only  
a limited upside impact. If the situation deteriorates any further,  
governments are quite likely to intervene with fiscal policy support. 

Overall, we assume that there will be a further slowdown in global 
economic growth. This also applies to the big national economies, 
albeit to differing degrees, but a global recession is not expected. 
Based on current information, the inversion of the US yield curve 
should therefore not necessarily be interpreted as a sign that the 
country will slide into recession in the months ahead.

Industrial recession continues: trend is weakest in the 
eurozone
Industrial purchasing managers’ indices over the past three years

Summary

We have become a little more cautious and adopted a slightly  
defensive position. Although the RoRo meter was maintained at 
level 3, some adjustments were made to individual asset classes. 
The background to this policy shift is an expected change in the 
factors driving the capital markets. In recent months, the actions 
of the central banks have had the greatest impact on numerous 
sectors, but we believe that the state of the economy will be more 
important going forward. The anticipation of expansionary mone
tary policy in both the US and the eurozone has meant that stock 
market prices have not fully reflected the weak macro data. This 
effect is likely to dissipate, however, as leading indicators suggest 
growth will continue to slacken worldwide, especially in those 
countries that are heavily dependent on foreign trade. The recent 
escalation in the trade dispute means there is little hope of the 
economic picture brightening any time soon – quite the opposite, 
in fact. Although the European Central Bank (ECB) and Federal 
Reserve (Fed) look set to ease monetary policy in September, the 
markets already have very high expectations of the central banks, 
so there is little room for surprises on the upside. For the capital 
markets, this points to a rocky road ahead, where negative influ
ences outweigh the positives.

The implications for the individual asset classes vary considerably. 
Expansionary monetary policy will continue to be the main factor 
in the bond sector, providing a boost to products that offer a risk 
premium. The performance of cyclical commodities, meanwhile, 
will depend more on the economy, hence the subdued nature of 
expectations here. On the equities front, exportoriented countries 
– such as the emerging markets (EM) – are likely to be hit hardest 
by the anticipated further weakening of global trade.

Next round in the trade dispute  
Overview of US punitive tariffs on Chinese imports

Source: Goldman Sachs Global Investment Research, as at 27 August 2019.

Source: Bloomberg, Markit, as at 28 August 2019.
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Step Import  
volume
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US$ billion)

Current  
punitive tariff

Most recent 
announcement

Examples of  
affected goods

1 30 25 per cent since  
6 July 2018

30 per cent from  
1 October 2019

Machinery

2 15 25 per cent since 
23 August 2018

30 per cent from  
1 October 2019

Capital  
equipment

3 222 25 per cent since 
10 May 2019

30 per cent from 
1 October 2019

Furniture,  
cars, leather

4a 104 Initial announcement:  
10 per cent from 
1 September 2019

15 per cent from  
1 September 2019 

Clothing,  
shoes, TVs

4b 156 Initial announcement:   
10 per cent from  
15 December 2019

15 per cent from  
15 December 2019 

Smartphones, 
computers, toys, 
electronic devices

■  Global               ■  US               ■  Eurozone               ■  Japan               ■  China
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Monetary policy: loosening in September

We are sticking to our forecast of an imminent easing of monetary 
policy in both the US and the eurozone. Based on this assumption, 
both the ECB and the Fed are likely to cut their base rates in  
September. The ECB is also expected to introduce tiered interest 
rates for its deposit facility and to announce a resumption of its  
asset purchase programme. In other words, the central banks will 
act decisively. However, it will be difficult to exceed the already 
high market expectations, particularly in the case of the ECB, and 
monetary policy measures are beginning to lose traction in the  
real economy. This is partly due to the uncertainty factors outlined  
previously. It is also due to the effects of the law of diminishing  
returns when it comes to monetary policy stimulus. In an environ
ment of low or even negative interest rates (as is the case in the 
eurozone), the marginal effect of further rate cuts is comparatively 
low. In the US, which firstly has more room for manoeuvre and, 
secondly, has not been so hard hit by the trade dispute, the impact 
of monetary policy measures is likely to be greater.

The Fed is proceeding a little more cautiously than the ECB. Fed 
Chair Jerome Powell has repeatedly stressed of late how firm  
certain key US economic data have been and that major expan
sionary measures are not necessary at the current point in time. 
It’s possible that the Fed is looking to assert its independence.  
So much so that when push comes to shove, it may even risk put
ting itself in a difficult situation to achieve this. In recent months, 
US President Donald Trump has taken every opportunity to launch 
broadsides against his central bankers and has regularly urged 
them to cut interest rates. But the market has high expectations  
of the Fed. So it will be interesting to see whether the market ends 
up forcing the US central bank’s hand, as it were. An interestrate 
cut in September is seen as a done deal. 

Fixed income: focus on segments offering a risk premium 
retained

In contrast with the other asset classes, monetary policy will remain 
an important factor for the bond markets in the eurozone. Yields on 
German government bonds have already fallen significantly in the 
wake of the announcement of the ECB’s plans, and have dragged 
the yields of the other bond segments down with them. In the 
short term, we believe that little potential remains in the safe  
havens, i.e. sovereign paper from the core eurozone countries and 
covered bonds. Over the coming twelve months, however, yields 
are expected to hold steady at the short end (forecast for twoyear 
Bunds for 30 September 2020: minus 0.9 per cent) and increase 
slightly at the long end (tenyear Bunds: minus 0.5 per cent). An 
end to negative yields is therefore not on the cards. The interest   
rate cut expected in September and the launch of a new purchase 
programme should, like the ongoing hunt for returns, continue to 
provide support for products that offer a risk premium. That is why 
investmentgrade corporate bonds are still favoured among euro
zone bonds. Nonetheless, it is important in the current economic 
climate to pay more attention to individual security selection,  
because the degree of dispersion has increased markedly in  
recent months. Government bonds from emerging markets are  
well supported by the low real rates of return, higher breakeven 
inflation and stable oil prices. 

• Decision: The position in euro periphery bonds has been 
slightly increased at the expense of government bonds from  
the core eurozone countries. This is due to the recent political 
developments in Italy, which have eased a significant marginal 
risk in the periphery countries.

• Positioning: Fixedincome investments remain attractive overall. 
Investmentgrade corporate bonds and government bonds from 
the emerging markets and eurozone periphery are among our 
preferred options. Covered bonds and soverign debt from the 
core eurozone countries are less appealing in the current climate.

The markets have high expectations  
of the central banks 
Fed funds futures maturing in December 2019

Source: Bloomberg, as at 28 August 2019.

Yield downtrend continues 
Yields on tenyear government bonds since the start of 2017

Source: Bloomberg, as at 28 August 2019.

■  US       ■  Germany (right axis)
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Equities: escalation of trade dispute likely to take its toll

Given the gloomy economic climate and the latest escalation in 
the trade dispute, we currently see little potential for investment 
in equities. However, we have slightly changed our preferences 
within this asset class compared with the prior month. We have 
upgraded equities from industrialised countries, which were previ
ously less attractive, to a neutral position. This is mainly due to  
the high weighting of US shares within the block of equities from 
these countries. Although the macroeconomic picture in the US is 
gradually deteriorating too, it is still brighter than that of the euro
zone, for example. Moreover, the US labour market and consumer 
spending remain stable, which is propping up the economy and 
therefore the stock markets too. US monetary policy is expected  
to continue having a positive, albeit waning impact on the capital 
markets. 

Conversely, equities from the emerging markets have become  
less attractive. Because their economies are intimately tied in  
with global trade, the emerging markets are suffering badly as a 
result of the ongoing trade dispute and the economic slowdown. 
More than two thirds of the block of EM equities is accounted  
for by stocks from Asian countries – most notably China and its 
neighbours – that are being squeezed by the standoff with the US. 
Profit trends in the emerging markets are also less favourable than 
those in the industrialised countries.

• Decision: Equities from the industrialised countries have  
become more attractive, EM stocks less so.

• Positioning: Equities from the developed economies therefore 
offer a balanced risk/reward ratio. We believe that EM paper  
offers less potential. 

Commodities: easing of tensions in Iran could increase  
the supply of oil

The gloomier economic climate is having a negative impact on  
cyclical commodities. For example, the decline in global trade is  
taking its toll on industrial metals. The bulk of demand for industrial 
metals comes from China, which is being adversely affected by the 
economic slowdown and the trade dispute. Prospects for cyclical 
commodities weakened slightly as there are still no signs of a  
Chinese stimulus programme at present. Energy commodities are 
also heavily dependent on the performance of the global economy. 
The oil price has fallen quite considerably in recent months. The  
economic downturn is likely to soften demand even further in  
the months ahead, which will put pressure on prices. Moreover, the  
tensions in Iran are showing some signs of easing. If a rapproche
ment is reached, it could result in sanctions being relaxed. This could 
mean the return of Iranian oil to the market. The result would be  
a further increase in supply and, ultimately, downward pressure on 
the oil price. Given these circumstances, we have decided to down
grade the attractiveness of energy commodities. 

Gold is continuing to benefit from the low level of real interest rates. 
For the quasiindustrial precious metals such as palladium and plati
num, however, the situation is the same as for industrial metals.  
We are therefore avoiding exposure to this segment. Moreover,  
a lot of market participants are already invested in gold. Positive 
data for the metal will, as usual, only be reflected to a modest  
degree, whereas negative news could quickly trigger a correction.

Decision and positioning: Commodities have become less 
attractive, mainly due to the gloomier prospects for industrial  
metals and energy commodities.

Concerns about the economy grow: oil price falls again
Price per barrel in US dollars over the past three years

The trade dispute is taking its toll on EM equities
Performance of EM equities relative to stocks from the  
industrialised countries

Source: Bloomberg, own calculations, as measured by MSCI indices, as at 28 August 2019. Source: Bloomberg, as at 28 August 2019.
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Source: chart created by Union Investment, as at 27 August 2019.

Changes of government are nothing new in Italy
Comparison of German and Italian governments over the past 
thirty years

The markets at a glance

Quarterly change in prime office rents in the US
Average (%)* 

* Average of the eleven biggest US office markets.
Source: CoStar, as at 30 June 2019.
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Currencies: slightly more cautious stance towards  
EM currencies

In the United Kingdom, Boris Johnson is using all possible means 
to force through a nodeal Brexit. He has even shown himself will
ing to involve the Queen, compelling her to approve a prorogation 
of parliament lasting several weeks. This leaves barely any time to 
find a parliamentary solution. He is thought to be manoeuvring in 
an attempt to ratchet up the threats to such a point that the EU 
buckles shortly before the deadline and makes concessions to the 
British government. We do not believe he will succeed. The French 
President Emmanuel Macron in particular does not appear willing 
to deviate from the line taken so far. All this means that the risk  
of a disorderly Brexit has increased. Should the opposition parties 
manage to close ranks, we anticipate a vote of noconfidence  
in Johnson’s administration. It is likely that the new transitional 
government would then ask the EU for a further withdrawal  
extension. In the event of an election held after the Brexit dead
line, either a Johnson victory or an antibusiness agenda under  
a Labour government would take its toll on the British pound.

Italy is heading for its 17th government in the last thirty years,  
although fresh elections do at least appear to be off the table for 
now. The Five Star Movement and former Prime Minster Matteo 
Renzi’s Partito Democratico have agreed to form a coalition led  
by incumbent Prime Minster Giuseppe Conte, thus thwarting the 
plans of outgoing Minister of the Interior, Matteo Salvini. Salvini’s 
Lega Nord party is ahead in the polls and would probably have 
made significant gains in a snap election. There are doubts as  
to how long the new government will last, however, so an early 
election and thus a hit to the euro does seem likely at some point.

• Decision: Attractiveness of US dollar upgraded; position in 
pound sterling scaled back.

• Positioning: We favour the US dollar and are steering clear  
of EM currencies and pound sterling. 

US office market

The US office markets continued on their longterm growth  
trajectory in the first half of 2019, despite the country being at  
a relatively late stage of the economic cycle and the effects of 
stimulus from the tax reforms of 2017 starting to wane this year.

The average vacancy rate across the eleven largest US office rental 
markets dropped by a further 25 basis points to reach 10.3 per cent 
at the midway point of 2019. Vacancy rates were particularly low  
by US standards in San Francisco and Seattle, where they stood at 
6.1 per cent and 5.8 per cent respectively.

Demand for office space is still relatively high, and this is being  
reflected in rents. Average rents for the eleven largest US office 
rental markets were 4.1 per cent higher than in the first half of 
2018. The highest growth rates were recorded in San Francisco 
(up 6.6 per cent) and Seattle (up 7.2 per cent). 

Initial yields were virtually unchanged in comparison with the  
prioryear period. The high level of hedging and financing costs 
have curbed demand from international investors of late. However, 
the Fed’s first interestrate cut since 2008 is likely to have been  
a factor in the slight fall in the recent upward pressure on office 
market yields.

The comparatively robust economic outlook is likely to continue  
to bolster the US office markets. Nevertheless, it should not be for
gotten that the current realestate market cycle in the US is now 
at a late stage, and growth is expected to lose momentum going 
forward. But because of its size and high level of market liquidity, 
the US remains an attractive location for realestate investors.

Kohl (CDU) Merkel (CDU)Schröder (SPD)

Germany

Italy

■  Technocrat          ■  Partito Democratico          ■  Forza Italia          ■  L’Ulivo           ■  No party
■  Partito Socialista Italiano          ■  Democrazia Cristiana
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Our assessment at a glance

Our current risk assessment

• Fixed income: Monetary policy is continuing to support bond 
classes that offer a risk premium. Our preferences include  
corporate bonds and government bonds from the emerging 
markets and eurozone periphery. 

• Equities: Stocks from the emerging markets have become less 
attractive because they are likely to be hit particularly hard by 
the trade dispute. 

• Currencies: The probability of a disorderly Brexit has risen 
again. Pound sterling is likely to fall as a result. The relative 
strength of US economic data, compared to the rest of the 
world, should favour the US dollar.

• Commodities: The weak economic climate is weighing on  
cyclical commodities. An agreement with Iran could see the oil 
supply increase again.

• The situation in the money markets remains unchanged. Interest 
rates remain in negative territory, which means that holding  
cash is not a good idea. 

• Absolute return strategies are rated neutrally in a multi 
asset context.

• The outlook for real estate has improved somewhat in Europe 
and the US but is no longer quite so positive in Germany.

Our view of the asset classes

• The influence of monetary policy is likely to wane, whereas  
economic data will become more important again.

• The ECB and Fed are set to cut interest rates in September.  
The market’s expectations of the central banks are now  
very high.

• There appears to be no prospect of a letup in the USChina 
trade dispute. Uncertainty is therefore likely to remain high. 

• We expect growth to weaken further, but we are not anticipat
ing a recession in the US despite an inverted yield curve.

• Our general risk assessment (RoRo meter) remains at level 3 
(neutral).

The      signs indicate the change compared with the decision made at the UIC’s regular 
July meeting.

Not favoured    Strongly favoured
 Neutral

Source: Union Investment, as at 30 August 2019. Last changed (from 2 to 3) on 1 July 2019.

Note: The investment strategy is established by first closely analysing the market environ
ment. The result is reflected in a risk rating. For this, the Union Investment Committee (UIC) 
expresses a riskon/riskoff decision at one of five levels (1, 2, 3, 4 or 5). It is to be inter
preted as follows: a ‘5’ indicates a strong appetite for risk while a ‘1’ indicates a general 
withdrawal from risk assets.

Appeal of different asset classes 

Fixed income

Eurozone core government bonds

Covered bonds

Eurozone periphery government bonds

Investmentgrade euro corporate bonds

Highyield euro corporate bonds

Emergingmarket government bonds

Equities

Industrialised countries

Emerging markets

Commodities

Currencies

US dollar

Pound sterling

Japanese yen

Emergingmarket currencies 

Absolute return

Cash

Source: Union Investment, as at 30 August 2019.  

Note: The table above provides a relative view of a multi-asset portfolio (exclud-
ing real estate). If one asset class becomes more strongly favoured, a lower level of 
investment in another asset class is required in return. The latter would then be classified 
as less favoured – or vice versa. Real estate is excluded from this analysis.

Real estate

Germany

Europe (ex Germany)

US

AsiaPacific

Source: Union Investment, as at 24 May 2019. Assessment is valid up to 30 November 2019.

Note: The table above provides a relative view of the office real-estate markets 
in light of current market prospects. Owing to data availability, it is only updated quarterly.

RoRo meter

3

1 5

Risk 
Off

Risk 
On

2 4

RoRo-Meter
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How to contact us

Union Investment Institutional GmbH
Weissfrauenstrasse 7
60311 Frankfurt, Germany
Tel: +49 (0)69 2567 7652  
Fax: +49 (0)69 2567 1616  
www.union-investment.com 

Disclaimer

By reception of this document, you agree to be 
bound by the following restrictions: 

This document is intended exclusively for Professional 
Investors and you confirm that you are a Professional 
Investor. This document is not for distribution to Retail 
clients.

The information contained in this document should not 
be considered as an offer, or solicitation, to deal in any of 
the funds mentioned herein, by anyone in any jurisdiction 
in which such offer or solicitation would be unlawful or in 
which the person making such offer or solicitation is not 
qualified to do so or to anyone to whom it is unlawful to 
make such offer or solicitation.

This document does not constitute a recommendation to 
act and does not substitute the personal investment advice 
of a bank or any other suitable financial services consultant 
or specialist in taxation or legal advice. The descriptions 
and explanations are based on our own assessments and 
are limited to the facts at the time of the preparation of 
this document. This applies in particular also as regards the 
present legal and taxation environment, which may, at any 
time, change without advance notice. 

This document was prepared with due care and to the 
best of knowledge of Union Investment Institutional 
GmbH, Frankfurt/Main, Germany. Nevertheless, the 
information originating from third parties was not 
verified. Union Investment Institutional GmbH cannot 
guarantee that the document is up to date, accurate  
or complete. 

All index and product names of companies other than 
those belonging to the Union Investment Group may be 
trademarks or copyrighted protected products and 
brands of these companies. 

This document is intended exclusively for information 
purposes for Professional Investors and is meant for 
personal use only and should not be disclosed to Retail 
clients. The document, in whole or in part, must not be 
duplicated, amended or summarised, distributed to 
other persons or made accessible to other persons in 
any other way or published. No responsibility can be 
accepted for direct or indirect negative consequences 
that arise from the distribution, use or amendment and 
summary of this document or its contents. 

When referring to fund units or other securities, there 
may be an analysis within the meaning of (EU) 
Regulation No. 565/2017. If, contrary to the aforemen
tioned stipulations, this document were to be made 
accessible to an unauthorised reader, or otherwise dis
tributed, published, and where applicable, amended or 
summarised, the user of this document may be subject 
to the provisions of (EU) Regulation No. 565/2017 and 
the stipulations of the supervisory authorities set out for 
this purpose (in particular the applicable regulations on 
Financial Analyses).

Information on the performance of Union Investment 
funds is based on past performances and/or volatility. 
Past performance is no guarantee for future returns and 
there is no guarantee that invested capital may be 
returned.

For detailed productspecific information and indications  
on the risks of the funds mentioned in this document, 
please refer to the latest Sales Prospectus, contractual 
terms, Key Investor Information Document and the annual 
and semiannual reports, which you can obtain, from www.
unioninvestment.com. These documents form the sole 
binding basis for the purchase of Union Investment funds.

READ THE PROSPECTUS BEFORE INVESTING

Unless otherwise stated, all information, descriptions and 
explanations are dated 30 August 2019.


