
“The capital market environment has picked 
up further. But given that US equities are 
reaching new record highs and upbeat  
sentiment reigns among investors, it can  
be assumed that the brighter outlook has  
already been priced in to a large extent.”
Michael Herzum, Head of Macro & Strategy and UIC Manager
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The markets at a glance

Economy, growth, inflation

Our own leading indicators have been picking up for quite a while 
and this trend continued in April. The barometers for the US, the 
eurozone and China are all pointing to an increase in economic 
activity. External leading indicators and some hard data (first signs) 
are also stabilising. In China, in particular, the economic upturn 
seems to have begun, not least due to the various stimulus measures 
adopted by the Beijing government. In fact, a growing number of 
voices are already calling for the stimulus programmes to be reined 
in again. After all, China is interested in stable – not excessive –  
growth. Finding exactly the right balance between the trans formation 
of the economic model (towards more consumption -driven growth 
in place of growth driven by investment) on the one hand and 
concerns about excessive economic slowdown on the other remains 
a challenge, but China has managed to tread this fine line very 
well so far. Our economists expect the growth rate of China’s gross 
domestic product (GDP) to gradually slow over the coming years, 
but controlling the pace of deceleration should help to cushion the 
impact. 

This is good news for the global economy, as concern about a 
recession in China has been a major negative factor for many months. 
Other regions, especially very export-oriented economies and 
countries that are closely interlinked with China in economic terms, 
should benefit from this trend. So far, this expected development 
has not materialised everywhere (as the only slight improvement 
in the latest purchasing managers’ indices has shown), but initial 
trends are clearly emerging. We therefore assume that in the 
coming weeks further data points will confirm that the interim, 
late-cyclical dip in growth has been overcome.

Summary

At our regular meeting in April, the Union Investment Committee 
(UIC) decided to slightly increase the weighting of opportunity-
oriented investments. Reasons for this include the improved 
economic outlook, the continued support provided by the central 
banks and reduced geopolitical uncertainty (e.g. regarding Brexit 
and the trade dispute). Our expectations have been confirmed 
over the past few weeks and/or the relevant supporting factors 
have become more pronounced. At the same time, opportunity -
oriented asset classes have already made significant price gains, 
which means it is not possible to rule out the risk of setbacks in 
future. We therefore confirm the overall neutral risk positioning 
(RoRo meter at level 3), despite a more bullish orientation within 
this level.

We are using overweight positions in high-yield corporate bonds 
and government bonds (in hard currency) from emerging markets 
(EM) to strengthen our exposure to high-risk bond segments, 
which have so far benefited relatively little from the combination 
of looser monetary policy and more stable leading indicators and 
have not yet returned to last year’s lows in yield levels. Conversely, 
we have reduced the proportion of covered bonds in the portfolio. 
On the equities side, the market has been performing very well 
and investor sentiment has become noticeably more bullish. As 
equities are already heavily weighted in the portfolio, a further 
increase of our exposure to this segment in these conditions does 
not seem advisable at present. On the commodities side, a narrow 
market, the upcoming tightening of US sanctions against Iran and 
a seasonal increase in demand could create opportunities in the 
energy sector.  The position in pound sterling was closed out in 
the wake of the postponement of the Brexit date.

China turns the corner: Economic activity is picking up again   
(%)

Sources: Union Investment, Macrobond, as at 25 April 2019.
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Monetary policy: Tolerance of inflation across the board

The most important central banks continued on their policy path 
of previous months and recently confirmed again that their focus 
in the current environment is on stabilising growth rather than 
fighting inflation. In fact, it seems that the central bankers are 
increasingly coming to the conclusion that temporarily over-
shooting inflation targets may even be advisable in the current 
cycle, including with regard to core inflation. This means that 
– unlike in 2018 – key interest rate hikes are no longer on the 
cards for this year, neither at the Federal Reserve (Fed) in the US 
nor at the European Central Bank (ECB) in the eurozone.

Some interest-rate forecasts of individual Fed members from 
March still suggest that rates could go up this year, but comments 
on the subject have been moving further and further away from 
this possibility in recent weeks. The rationale is that the more 
certain the markets are of a long-lasting, accommodating monetary 
policy, the greater the benefit for opportunity-oriented investments 
– and the better terms companies will be able to obtain for their 
funding. In order to achieve this goal, the central bankers are 
therefore likely to remain cautious with their statements in the 
coming weeks.

In light of the recent dip in economic growth and corresponding 
signals from the Fed, the ECB’s scope for action is shrinking. 
Previous plans to bring negative interest rates on central bank 
deposits to an end in 2019 will most likely be abandoned. Doubts 
are also growing as to whether the ECB will be able to push 
through its first 0.15 per cent deposit-rate hike, which is expected 
to take place in March 2020 at the earliest. Analysts will therefore 
be interested primarily in the types of targeted longer-term 
refinancing operations (TLTRO) planned by the bank.

Fixed-income: High-risk bond segments favoured

The positive environment for high-risk bond segments (spread 
segments) thus remains intact. The central banks will act cautiously 
for a prolonged period, which means that the narrowing of 
spreads that we have seen in recent months is likely to continue. 
Spreads are still wider than they were in early 2018, although 
they have been coming down steadily since the start of the year. 
A stabilisation of the economic environment would support this 
trend. Some political risks have diminished in recent weeks 
(Brexit, US-China trade dispute), others are simply not playing  
a prominent part in the markets at present (European elections, 
fiscal policy in Italy). Demand for the ‘safe havens’ – eurozone 
core government bonds and covered bonds – is therefore likely 
to fall in future, especially as, at current levels, their yields are 
not attractive. For this reason, too, investors are likely to shift 
their focus back to the spread segments, which offer a chance  
of higher returns. 

• Decision: High-yield corporate bonds and EM government 
bonds (in hard currency) have become more attractive again.  
In light of the improved environment, we now regard covered 
bonds as unattractive at current yield levels

• Positioning: Our overall assessment of the bond segment as  
a whole has remained almost unchanged (with just a minimal 
negative adjustment). High-yield corporate bonds and EM 
government bonds are our preferred segments. We also 
confirmed the neutral positioning taken last month in relation 
to the two remaining spread segments – investment-grade 
corporate bonds and periphery government bonds. Eurozone 
core government bonds, the second type of safe-haven 
investment alongside covered bonds, are also unattractive  
at current yield levels

Central banks practise tolerance towards inflation  
5-year inflation swap in five years (%)

Source: Bloomberg, as at 24 April 2019.

3.0

2.5

2.0

1.5

1.0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

n  Euro        n  US dollar (right-hand axis)

Source: Thomson Reuters Datastream, as at 24 April 2019.

3.5

3.0

2.5

2.0

1.5

Safe havens are not attractive at current yield levels  
Yield on ten-year Bunds (%)

4.0

3.0

2.0

1.0

0

–1.0
2010 2011 2012 2013 2014 2015 2016 2017 2018 20192009

0.25

Forecast
end of 2019



4

May 2019: Market news and expert views

The markets at a glance

Equities: Consolidation at a higher level

Following a slight dip in momentum in the second half of March, 
equities picked up again in April. The main tailwind came from 
promising leading indicators and the prospect of a prolonged 
period of monetary policy stability. The reporting season for the 
first quarter of 2019 also got off to a positive start, as we had 
expected, and is providing additional support. In view of the fact 
that earnings expectations had been substantially lowered before-
hand, the majority of companies are likely to achieve or exceed 
their forecasts. The reduced political risks are also giving an 
additional boost to the stock markets. There are, however, two 
main countervailing factors: Firstly, prices have already risen 
considerably since January, so further upside potential seems 
limited. Many systematic investors, for example, have already 
shifted a large proportion of their investments to equities. And, 
secondly, sentiment indicators picked up strongly in April and 
are now signalling an overbought market. Both of these factors are 
rendering the equity market more susceptible to adjustments and 
make it inadvisable, from our perspective, to further increase the 
portfolio’s exposure to equities at this point. However, the sup-
porting factors currently still outweigh adverse factors and many 
discretionary investors (i.e. investors who do not pursue any 
specific model-driven strategy) continue to maintain a relatively 
high level of liquidity. On this basis, we are confirming our assess-
ment from last month: Equities from industrialised countries are 
attractive, whereas equities from emerging markets are still 
struggling with a downtrend in earnings growth and the firm  
US dollar.

• Decision and positioning: Unchanged. Equities from 
industrialised countries remain attractive

Commodities: Tighter sanctions against Iran could create 
opportunities in the energy commodity segment 

Our assessment from the previous month still holds true by and 
large. Following significant gains in the year to date, most 
commodities have already more or less reached the price targets 
set by analysts. Investors are therefore positioned fairly cautiously 
in the commodities sector. Further price increases seem unlikely 
until a sustained upward trend in economic growth materialises. 

In the energy market, however, the Trump administration’s decision 
to end exemptions from sanctions for eight countries importing oil 
from Iran is changing the picture. This move would intensify US 
sanctions against Iran and would effectively cut the country off 
from the global energy market. As a result, global oil supply would 
fall by up to 700,000 barrels a day. Coupled with problematic 
production conditions in Libya and Venezuela, this could lead to 
significant tension in the oil market. At the same time, demand for 
oil is likely to rise over the coming weeks: A seasonal increase is 
expected because people drive longer distances during the summer 
months (referred to in the US as the ‘driving season’), and cyclical 
demand should pick up if the economy continues to grow. As a 
result, there is a risk of a supply gap in the coming months, because 
it seems unlikely that Saudi Arabia will step up its oil production 
again at short notice this year. Flashback: In 2018, Saudi Arabia 
decided – prematurely – to increase its oil production in response 
to threats from the US regarding sanctions against Iran. This 
ultimately created a substantial supply surplus in the market 
because the US subsequently granted special exemptions to a 
number of countries. As a result, the oil price fell steeply in the 
second half of 2018. 

• Decision and positioning: Amid rising price risks, energy 
commodities (and also commodities in general) are regaining 
their appeal

Sentiment much more upbeat – susceptibility to  
adjustments rising 
US sentiment indicator

Sources: Bloomberg, Union Investment, as at 24 April 2019.

Significant supply shortfall possible if Iran sanctions  
are tightened
Surplus/deficit and changes in production in the oil market in 
millions of barrels per day

Sources: IEA, Bloomberg, Thomson Reuters Datastream, Union Investment, as at 25 April 2019.
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Currencies: sterling position closed out

Although postponement of the leave date has prolonged the 
uncertainty surrounding Brexit, it has reduced the residual risk  
of a ‘hard’ Brexit. In the medium term, there is therefore reason  
to expect the pound to rally against the euro. In the short term, 
however, the momentum is against the pound, so we made a 
tactical decision to liquidate the position. As the year continues, 
however, there are many factors pointing in favour of a long 
position in sterling: Not only is a Brexit deal the most likely 
outcome, but the Bank of England will also continue to raise 
interest rates in the United Kingdom.

Until mid-April, the euro/US dollar exchange rate maintained  
its static trend of the past few months. But weaker economic 
data and corporate earnings in the eurozone then caused the 
greenback to appreciate against the euro, reaching its highest 
level in almost two years. The US dollar thus remains on the 
upward trajectory that started when the eurozone’s growth 
began to falter. Given that growth is expected to stabilise  
in Europe, however, it will probably depreciate again in the 
medium term due to the worsening twin deficit (budget and 
foreign trade) in the US and the Fed’s increasing tolerance for 
inflation. We therefore expect the euro to have firmed slightly  
by the end of the year. Until that time, the international com-
petition for the weakest currency is set to continue. The Japanese 
yen is a contender and, thanks to the expected deterioration in 
Japan’s current account balances, has a good chance of winning.

• Decision: Pound sterling no longer favoured over the euro
• Positioning: None

The office market in Germany

The start of 2019 was characterised by rumblings about revised 
growth forecasts for the German economy. Nonetheless, many 
companies were keen to expand thanks to their plentiful order 
books. As a result, demand for office space was again very high  
in the first quarter of 2019. Lettings were up by an average of  
0.6 per cent compared with the prior-year period in Germany’s five 
major office markets (Berlin, Frankfurt, Munich, Hamburg and 
Düsseldorf). This increase is impressive given that the volume of 
new building activity remains modest across nearly all German 
office locations. 

The significant gap between supply and demand caused the 
average vacancy rate at the five hotspots to fall by 120 basis 
points to 4.2 per cent compared with twelve months earlier. At  
the end of the first quarter of 2019, the vacancy rate was thus at 
its lowest level in 17 years. Prime office rents increased again 
substantially year on year, by 6.2 per cent, as a result of the fierce 
competition among tenants. Berlin took the top spot once more, 
achieving a jump of 9.7 per cent.

The sustained low level of interest rates, combined with favourable 
funding conditions, meant that demand for property remained 
high at the start of the year. As a result, initial yields in Germany’s 
top office locations fell by an average of 10 basis points year on 
year to reach 3.0 per cent. The record lows registered in 2018 
were thus matched or undercut at all locations.

In 2019, demand for space is expected to remain high owing to 
the robust rate of economic growth. The decrease in vacancies 
and the increase in rents are likely to lose a little momentum over 
the course of the year as construction activity slowly picks up. 

Source: Bloomberg, as at 27 March 2019.

Trend towards a firmer US dollar remains intact
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1.29

1.24

1.19

1.14

1.09

1.04

Quarterly change in prime office rents in Germany
Average (%)*

*  Average of the five biggest German office markets.
Source: Jones Lang LaSalle, as at 31 March 2019.

4

3

2

1

0

– 1 

– 2

– 3

20162010 2011 2012 2013 2014 2015 20172009 2018Jan
2018

Mar
2018

May
2018

Jul
2018

Sep
2018

Nov
2018

Jan
2019

Mar
2019

Jan
2017

Mar
2017

May
2017

Jul
2017

Sep
2017

Nov
2017

2019



6

May 2019: Market news and expert views

Our assessment at a glance

Our current risk assessment

• Fixed income: Monetary policy is supporting bond classes 
that offer a risk premium. Low yields combined with reduced 
political risk and improved leading indicators are making safe 
havens unattractive.

• Equities: Support from monetary policy, the recovery of leading 
indicators and the solid reporting season point in favour of 
stocks. However, optimism is running high and the stock markets 
have already performed well.

• Currencies: Postponement of the Brexit date has prolonged 
the period of uncertainty but means a hard Brexit is less 
probable. In the short term, the momentum is against sterling. 

• Commodities: The expected ending of sanctions exemptions 
for the import of Iranian oil is likely to result in an even tighter 
supply situation in the energy market, causing prices to rise.

• The situation in the money markets remains unchanged. 
Interest rates are still close to zero, which means that holding 
cash is not a good idea.

• Absolute return strategies are less attractive in a multi -
asset context.

• The outlook for real estate has improved in Germany but 
deteriorated in the US.

Our view of the asset classes

• The fundamental capital market environment has brightened 
further and leading indicators are continuing to improve.

• Risk assets are supported by monetary policy, because the 
central banks will act cautiously for a prolonged period.

• Political headwinds are diminishing, as the Brexit date has 
been postponed and there is a ceasefire in the trade dispute 
between China and the US.

• The first-quarter reporting season was solid due to reduced 
expectations.

• The markets have already performed well; sentiment is in the 
overbought range.

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

The      signs indicate the change compared with the UIC’s previous decision.

Not favoured    Strongly favoured
 Neutral

Source: Union Investment, as at 26 April 2019. Last changed (from 4 to 3) on 20 November 2018.

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 risk-on/risk-off 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

Investment-grade euro corporate bonds

High-yield euro corporate bonds

Emerging-market government bonds

Equities

Industrialised countries

Emerging markets

Commodities

Currencies

US dollar

Pound sterling

Japanese yen

Emerging-market currencies 

Absolute return

Cash

Source: Union Investment, as at 26 April 2019.  

Note: The table above provides a relative view of a multi-asset portfolio (exclud-
ing real estate). If one asset class is more strongly favoured, a lower level of invest-
ment 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

Asia-Pacific

Source: Union Investment, as at 31 December 2018. Assessment is valid up to 31 May 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.
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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 product-specific 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 semi-annual reports, which you can obtain, from www.
union-investment.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 2 May 2019.

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 


