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The markets at a glance

Economy, growth, inflation

Hopes of an economic upturn have not materialised. As before, the 
industrial sector in particular is very weak. The latest purchasing 
managers’ indices for manufacturing fell further, both for the US 
(ISM) and for Europe. The European indicator’s slide in December, 
from 46.9 points to 45.9 points, was especially concerning. 
Nevertheless, the stable indices for the service sector show that, 
so far, the weakness has been confined to industry. We do not 
believe this will change in the coming year. Consequently, the 
weakness should not spill over to affect consumers on a broad 
scale. Growth is likely to slow overall, but none of the major 
economic regions are expected to slip into recession.

The initial ‘phase-one’ deal reached is likely to eliminate some  
of the uncertainty going forward and support an upturn over the 
course of the year. However, the agreement should not be seen  
as fundamentally resolving the trade dispute and thus eliminating 
the problems in the real economy. To put it into context: The tariffs 
that US President Trump has now withdrawn equate to around 
8 per cent of the total volume of levies imposed since 2017.  
The rapprochement also reduces the risk that China’s economic 
slowdown will worsen. In the short term, we think that economic 
growth could stabilise at 6 per cent, although the fundamental 
trend towards lower growth rates is unlikely to change without 
further measures being taken. The fact that the screws are no 
longer being turned certainly helps. Going forward, there may  
be a second package that would include tariff reductions on a 
grander scale.

Growth not as bad as expected
Citi Economic Surprise Index (eurozone)

Summary

In light of the recent easing of tensions in the trade dispute 
between the US and China and an end to Brexit uncertainty,  
we believe that the capital market environment remains positive 
with good conditions for the start of the new trading year in 2020. 
We have therefore confirmed the risk positioning (RoRo meter) at 
level 4. We also retained the overweight position in equities, albeit 
with a broader base of shares. Specifically, we now have a slightly 
stronger emphasis on the emerging markets in view of agreement 
being reached on a ‘phase-one’ deal. Conversely, equities from 
industrialised countries have lost some of their appeal. 

The main reason for this decision was the degree of calm that has 
now emerged – as we had expected – around the political risk 
areas of the trade dispute and Brexit. Further escalation of the 
trade dispute is off the table for now, as the US has suspended 
the imposition of further tariffs and China has undertaken to 
purchase US agricultural products worth US$ 50 billion. In fact, 
there are now signs that tensions are easing, although the impor-
tance of the agreement should not be overrated given its narrow 
scope and the conflicting interests underlying the trade dispute. 
The situation is similar for Brexit: While there are still uncertainties 
about future trade relations between the United Kingdom and the 
European Union, Boris Johnson’s election victory does eliminate 
the marginal risk of the UK crashing out without a deal for now. 
In our view, this reduction in marginal risks outweighs both the fairly 
weak economic data and the growing early warnings presented  
by the buoyant mood of many investors and a very risk-oriented 
positioning. We therefore believe there is a good chance of a 
positive end to 2019 and an upbeat start to 2020.

Detente in the trade dispute, but with little impact 
Punitive tariffs imposed by the US (US$ billion)

Source: Bloomberg, as at 17 December 2019. Source: Macrobond, as at 17 December 2019. 

n  Sec. 301 25% on US$ 50 billion (I) n  Sec. 301 10% on US$ 200 billion (II) 
n  Sec. 301 25% on US$ 200 billion (II) n  Sec. 301 30% on US$ 200 billion (I + II)
n  Sec. 301 15% on US$ 112 billion (III) n  Phase one
n  Sec. 301 15% on US$ 160 billion (III)
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Monetary policy: Lagarde picks up the baton

There have been no significant changes to monetary policy of late. 
Neither the US Federal Reserve (Fed) nor the European Central 
Bank (ECB) have changed tack. There were some notable events 
in December, however. In Frankfurt, Christine Lagarde chaired her 
first monetary policy meeting as President of the ECB, taking the 
opportunity to set out her agenda. A shift in the fundamental 
direction of monetary policy is not expected, as her predecessor 
Mario Draghi has set a course for well into next year. Moreover, 
monetary policy now has less of an impact on the economy 
following years of ultra-expansionary measures. Lagarde will 
make her mark nonetheless. Firstly, she made it clear that she will 
seek consensus both within the ECB and by reaching out to various 
representatives of civil society. This is a shift from the situation 
under Draghi, who was infamous for going it alone. Secondly, 
she is shining the spotlight on new subjects: climate change and 
social inequality. This is likely to be reflected when the ECB’s 2020 
strategy is finally updated, which Lagarde aims to tackle next year. 
Interest rates are not expected to change for the foreseeable 
future either. And the bond-buying programme is likely to continue 
for some time.

In the US, the Fed reiterated that any further monetary policy 
moves would depend on the performance of the economy. Given 
this situation, the UIC continues to believe that the Fed will 
probably respond with another two interest-rate cuts if growth 
continues to diminish. The more resilient the US economy proves 
to be, the more unlikely such measures would become because 
they would be unnecessary. 

Fixed income: broader base of corporate bonds

The hunt for returns and the ECB’s purchase programme are sup-
porting all spread asset classes. There are many indications that 
2020 will begin on an upbeat note. Investors will be in buying 
mood, although brisk activity by US issuers may lead to a degree 
of oversaturation. They have realised that they can take on debt 
more cheaply in the eurozone than in their home market as a 
result of the strong demand and low interest rates in Europe. 
Consequently, they are issuing euro-denominated bonds in record 
volumes. Against this backdrop, we have taken a less pronounced 
position in corporate bonds than previously. Conversely, we view 
high-yield bonds more favourably again. The narrower spreads of 
investment-grade paper are prompting investors to climb onto 
the next rung of the risk ladder. This situation, combined with only 
a low level of new issues, should result in high demand in this 
segment at the start of 2020.

Given the predominantly negative yields on bonds from core 
eurozone countries and on covered bonds, these segments remain 
unappealing in a direct comparison. By contrast, we regard paper 
from periphery countries much more favourably. The positive yields 
are a good reason for buying them, especially for insurance 
companies and pension funds.

• Decision: Investment-grade corporate bonds are losing a little 
of their appeal, whereas our view of high-yield paper is neutral 
again. We continue to avoid covered bonds.

• Positioning: Overall, fixed-income investments are unattractive, 
primarily due to the poor prospects for government bonds from 
core eurozone markets and for covered bonds. The duration 
signal for ten-year Bunds remains neutral. EM government bonds 
are still rated neutrally, and now high-yield corporate bonds are 
again too. Investment-grade corporate paper and periphery 
bonds are considered attractive.

Source: Refinitiv, as at 16 December 2019.

Spreads expected to continue narrowing at the start  
of the year
High-yield euro bond spread (basis points)
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Less now expected of the US central bank
Probability of an interest-rate cut by the Fed (%)

Source: Bloomberg, as at 17 December 2019. 
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Equities: greater diversification within overweight 
positioning

Profit growth and global growth are the main factors driving the 
equity markets. As far as corporate profits are concerned, the 
picture is still predominantly solid and expectations for the fourth 
quarter are likely to be met. Levels of profit growth in the emerging 
markets and in industrialised nations have stabilised relative  
to one another in recent weeks. The political and geopolitical 
uncertainties resulting from the trade dispute and from Brexit 
have diminished significantly as a result of the ‘phase-one’ deal 
and the emphatic election victory of Johnson’s Conservative Party. 
Although investor sentiment was already positive, and despite 
higher prices, a continuation of the upswing is likely. Another 
major factor is the seasonal pattern. Many investors tend to be in 
buying mood and willing to take on risk at the start of the year. 
Following his clear election victory, Prime Minister Johnson is no 
longer reliant on the votes of hardliners in his party, which creates 
leeway for a more pro-market departure from the EU. Overall, 
therefore, the disappearance of many risks should mean a more 
upbeat start to the new year for the equity markets. Shares from 
the emerging markets should draw greater benefit from the easing 
of the trade dispute than those from industrialised countries.  
If, contrary to expectations, a correction does materialise, stocks 
from industrialised countries are likely to suffer more. Investors 
typically get rid of particularly liquid positions first, and these 
tend to be found in industrialised countries.

• Decision: More positive situation for equities from emerging 
markets and a slight reduction for those from industrialised 
countries.

• Positioning: There has been no change in the appeal of 
equities. Previously, we only favoured stocks from industrialised 
countries within this asset class. We now advise greater 
diversification.

Commodities: better prospects for industrial metals

OPEC surprised the markets with its production cuts. Although 
the market surplus for the first half of 2020 will now be reduced, 
seasonal demand for energy commodities remains weak. High 
inventory levels for some distillate products (especially petroleum) 
are another reason not to increase exposures. We are therefore 
positioning ourselves on the sidelines. Our target price for Brent 
crude is US$ 65 over the next twelve months. Thanks to OPEC’s 
output restrictions, the oil price appears well protected against 
falls. This is likely to encourage US shale oil producers to extract 
more, so price rises will also be limited. 

Industrial metals, on the other hand, have much better prospects. 
By historical standards, inventories are at a very low level, due in 
part to the closure of production facilities in China. Even slight 
impetus from China is likely to bolster prices. We believe there is 
an asymmetric risk/reward profile in this segment, which is why 
we now view industrial metals as more attractive.

The progress in the trade dispute proved to be bad news for gold 
that was mitigated only partly by a slightly weaker US dollar.  
On the whole, gold still seems too expensive and thus not very 
appealing. Palladium, however, keeps hitting new highs. The efforts 
by many countries to reduce their CO2 emissions are pushing up 
demand for catalytic converters. Significant speculation is one of 
the reasons for the current price levels. Overall, though, the precious 
metal sector is treading water, which is why we are neutrally 
positioned here.

• Decision: Increase for industrial metals. 
• Positioning: Commodities are therefore seen as attractive 

overall. We remain neutral about energy commodities and 
precious metals.

Lower inventory levels should provide support
Global inventories standardised to 100 as at 1 January 2018

Sources: Bloomberg, LME, SHFE, CME Group, Union Investment, as at 17 December 2019. 
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Sentiment in the US equity market still not too positive 
AAII* bull/bear indicator in the US (%)

* AAII = American Association of Individual Investors; proportion of investors with an optimistic  
outlook vs proportion of investors with a pessimistic outlook. 

Source: Refinitiv, as at 16 December 2019.
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Source: Bloomberg, as at 17 December 2019. 

The markets at a glance

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

* Average of the twelve biggest European office markets.   
Source: Jones Lang LaSalle, as at 30 September 2019.
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Currencies: Johnson taking a gamble

Boris Johnson is planning a bill that will stop the negotiations 
with the European Union going beyond the end of 2020. Looking 
on the bright side, this would shorten the period of Brexit uncer-
tainty. On the other hand, this very ambitious timeline could be 
an indication that negotiations with the EU will be tough. Johnson 
plans to use trade agreements with Canada as a blueprint for deals 
with other countries. In any case, the UK Prime Minister is likely 
to approach the EU with a lot more self-assurance than his pre- 
   decessor Theresa May. We are therefore remaining on the sidelines 
as far as pound sterling is concerned. Although we believe there 
is potential for further appreciation in the medium term, we want 
to be positioned neutrally when the UK finally leaves the EU at 
the end of January. 

The same applies to the euro/US dollar currency pair. The benign 
market environment tends to favour a strong euro, as demand 
for the US dollar rises during periods of uncertainty. However, the 
growth in euro-denominated bonds being issued by a number of 
US companies is creating constant demand for the greenback as  
a result of the associated currency hedging. We believe that none 
of these trends is strong enough, which is why our advice again 
is to wait and see.

• Decision: No changes.
• Positioning: We remain neutral in the currency block because 

positive and negative factors are balancing each other out.

Office market in Europe   

Given the prospect of a weakening global economy, the outlook 
for many European countries is now gloomier, in some cases 
significantly so. Over the past twelve months, however, the Euro-
pean office real-estate markets have presented a different picture. 
Demand for space remained high due to companies’ expansion plans, 
and even the increased level of new construction seen in some 
areas was not enough to satisfy the high demand. Consequently, 
vacancy rates were down in almost all of the twelve largest 
European office markets at the end of the third quarter of 2019. 
Year on year, the average vacancy rate for these twelve markets 
decreased by 90 basis points to 6.7 per cent, with particularly 
sharp falls in Helsinki, Madrid and Warsaw. 

The increasing scarcity of supply was also reflected in prime office 
rents, which were 4.2 per cent higher in the European markets  
on average at the end of the third quarter of 2019 than they had 
been a year earlier. Rent rises were especially pronounced in 
Amsterdam, Helsinki, Luxembourg and Madrid. 

Against the backdrop of low returns on risk-free investments and 
the favourable funding costs for property investments, international 
demand for investments in commercial real estate has remained 
high in recent months. As a result, initial yields in Europe’s office 
markets fell again, by an average of 20 basis points year on year, 
to 3.6 per cent. 

Investment in commercial real estate will remain brisk in the 
months ahead as a result of the latest interest-rate cuts by the 
central banks. Initial yields on property investments are therefore 
likely to soften slightly going forward.
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Our assessment at a glance

Our current risk assessment

• Fixed income: We anticipate an upbeat start to 2020 for 
risky asset classes and we are therefore no longer hesitant 
about high-yield bonds. Government bonds from core euro-
zone markets remain unattractive.

• Equities: We now also favour shares from emerging markets 
because political risks have diminished and profit growth  
has improved relative to that of industrialised countries.

• Currencies: Various influencing factors are keeping the 
different currency pairs in balance, so we are neutrally  
positioned in this asset class.

• Commodities: Low inventory levels and favourable pricing 
point in favour of industrial metals. The crude oil price 
appears well protected against falls, but prices are not  
shooting up either.

• 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 in the US but has 
now deteriorated somewhat in Asia.

Our view of the asset classes

• The ‘phase-one’ deal between China and the US points to an 
easing of tensions.

• Boris Johnson’s emphatic election victory has also eliminated 
the possible risk of a no-deal Brexit.

• Hopes of an economic upturn have not materialised so far. 
Growth is likely to slow down, but we do not anticipate a 
recession.

• Corporate profit expectations for the fourth quarter will 
probably be met.

• Our general risk assessment (RoRo meter) remains at level 4 
(slightly bullish).

Source: Union Investment, as at 17 December 2019. Last changed (from 3 to 4) on 26 November 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 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 17 December 2019. 

Note: he 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

Asia-Pacific

Source: Union Investment, as at 15 November 2019. Assessment is valid up to 31 May 2020.

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

The      signs indicate the change compared with the UIC’s previous decision.
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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 
Email: institutional@union-investment.de 
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 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 19 December 2019.


