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Economy, growth, inflation

The economic environment is still beset with problems. External 
leading indicators (such as the purchasing managers’ indices, the 
ifo Business Climate Index or, most recently, the ISM purchasing 
managers’ index in the US) have not recovered in recent weeks, 
nor have Union Investment’s own leading indicators. In fact, the 
period of weakness has continued. The data has also been disap-
pointing when measured by economists’ and analysts’ expecta-
tions. The result is that growth figures continue to surprise on the 
negative side – both in industrialised countries and in emerging 
markets. The growth rate for 2019 as a whole is therefore expected 
to be slower than the rate for 2018 in almost every major economic 
region of the world. For the US, our economists are forecasting 
2.5 per cent in 2019 and just 1.6 per cent in 2020. The eurozone  
is also likely to see its growth rate slow to around 1 per cent (or 
possibly even lower). Germany, whose export-driven economy  
has been hit particularly hard by the slowdown in global trade,  
is facing extremely challenging conditions.

In other words, we view the prospects for growth as weak and 
continuing to diminish. As a result, the growth rate is likely to  
drop below the trend growth rate, both in the US and in Europe. 
Nonetheless, we do not anticipate a recession. The positive situa-
tion in terms of employment and consumer spending – although 
these are both trailing economic indicators – should provide  
momentum going forward, as will the monetary policy stimulus 
recently decided upon. However, fiscal policy measures – which 
would probably make the biggest difference to the economy in  
the current situation – are not expected.

After the G20 summit: ceasefire with risk of escalation 
Three global trade scenarios

Summary

During our regular meeting in July, we stepped back from the 
more defensive stance that we had adopted ahead of the G20 
summit. The risk positioning has thus been raised to level 3  
on the RoRo meter again. The reasons for this decision were,  
firstly, the expected loosening of monetary policy in the weeks  
and months ahead and, secondly, the recent detente in the trade  
dispute. As a reminder, we took action at the start of June in  
response to poor economic data and the less positive sentiment 
surrounding the trade dispute. We held an extraordinary meeting  
at which we lowered the risk positioning to level 2 on the RoRo 
meter. The regular July meeting was then postponed to 1 July, so 
that we could also factor the outcome of the G20 summit into  
our decision. No breakthrough was achieved at the summit in 
Osaka, which was attended by the heads of state and heads 
of government of major industrialised countries and emerging 
markets. Nevertheless, US President Donald Trump and China’s 
President Xi Jinping did announce that they were restarting bi-
lateral negotiations. In our view, this can be interpreted as an  
easing of tensions. However, the trade dispute could become  
an issue for the capital markets again at any time, not least be-
cause the US presidential election campaign will get going soon. 
But given that the ceasefire has only just begun, it is highly  
unlikely that the dispute will flare up again in the weeks ahead. 
This calmer environment, combined with the prospect of more  
expansionary monetary policy from the major central banks,  
is providing support for risky asset classes. Equities, energy com-
modities and fixed-income segments that offer a risk premium 
have thus become more attractive again.

Most US data currently looks weak 

Source: BCA Research 2019. 

Retail: growing
Consumer spending (PCE): growing
Mortgage applications: growing
Unemployment rate: falling
Unemployment benefit applications: 
falling

Consumer sentiment: declining 
Consumer confidence: declining
Leading economic indicators: slowing
Case-Shiller index (20 cities): stagnating
Sales of new homes: falling
Credit quality: falling
Availability of jobs: falling
Credit impulse: declining
New orders for consumer durables:  
declining
Industrial output: falling
Capacity utilisation: falling
Sales data/inventory: declining
ISM index for services: declining
ISM index for manufacturing: declining
Regional Fed surveys: pessimistic

5 × positive 15 × negative

Sources: CPB World Trade Monitor, Union Investment, as at 2 July 2019.
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■ Ceasefire (global trade up by 4 per cent p.a.) ■ Escalation (global trade up by 1.5 per cent p.a.)
■ Global trade war (global trade down by 1 per cent p.a.)

Volume of global trade (index) 1st scenario:  
US/Chinese ceasefire  
Global trade expands  
by 4 per cent  

2nd scenario:  
escalation  
Chinese/US trade dispute  
escalates further and global 
trade growth rate falls to  
just 1.5 per cent 

3rd scenario:  
global trade war  
Imposition of (further) tariffs 
on cars triggers a global trade 
war and global trade shrinks 
by 1 per cent p.a. 
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Monetary policy: loosening from late summer onwards

We anticipate continued support from monetary policy in the  
coming weeks and months. Nearly all the leading central banks 
have recently dispelled most doubts about whether they would 
switch their monetary policy back to expansionary mode if needed. 
The central banks are evidently concerned about falling inflation 
expectations, against which they believe they must take firm action. 
Analysts do not see eye to eye on the size of this risk or, given the 
backdrop of negative interest rates, on what stimulus could actu-
ally be provided for the real economy as a result of further easing. 
We interpret the prospect of further easing in two ways. Firstly, 
loosening measures would bolster the capital market in the short 
term at least – irrespective of the impact on growth. But the effect 
would be negative if the measures, which have already been 
priced in, did not materialise. And secondly, a further improvement 
in funding conditions would eventually ripple out to the leading 
indicators and, ultimately, boost the real economy. But it is also 
clear that the impact of such measures is constrained by the nega-
tive interest-rate environment. To put it another way: expansionary 
monetary policy will continue to support the capital markets and 
economy, but not to the same extent as before.

In concrete terms, we anticipate such measures being introduced 
in the next few weeks and months. The first lowering of US inter-
est rates – by 50 basis points – is expected in September. This is 
likely to be followed by further cuts of 25 basis points in January 
and March 2020. In September, the European Central Bank (ECB) 
will then probably lower its deposit rate by 10 basis points and,  
at the same time, announce a system of tiered interest rates from 
2020 onwards. If, as expected, the US Federal Reserve reduces  
its benchmark rates later on in the year, we anticipate that all 
three of the ECB’s key rates will fall by a further 25 basis points 
in December.

Fixed income: focus still on segments offering a risk 
premium

As the central banks have made it clear that interest rates will 
stay low, the conditions for fixed-income investments remain  
fundamentally positive. Yields on safe government bonds, such  
as German Bunds and US Treasuries, are expected to drop a  
little bit more. We anticipate that yields on ten-year US govern-
ment bonds will have fallen to 1.9 per cent by the end of 2019. 
Ten-year German government bonds are likely to see their yields 
slide (forecast for the end of 2019: minus 0.4 per cent). In this 
environment, fixed-income segments offering a risk premium will 
probably remain in demand too, especially as the hunt for returns 
is likely to drive investors towards these sub-asset classes even 
more. We therefore continue to regard investment-grade corpo-
rate bonds as attractive, even though their yields have fallen 
sharply in recent months. The conditions for hard-currency gov-
ernment bonds from emerging markets (EMs) have also improved 
again. These bonds are expected to benefit from the Fed’s antici-
pated monetary policy stimulus and the easing of the trade dispute. 
Moreover, many EM central banks raised their benchmark rates 
last year (partly in order to stabilise their currencies) and are now 
themselves in a position to loosen the monetary policy reins again.

• Decision: EM government bonds are now more attractively
priced again, while the defensive asset class of covered bonds
is likely to be less in demand.

• Positioning: Our overall assessment of fixed-income invest-
ments is neutral. This applies both to holdings of government
bonds from core and periphery eurozone countries and to
high-yield corporate bonds. The carry segments, in this case
investment-grade corporate bonds and EM government bonds,
are now viewed as attractive again. However, covered bonds are
less appealing.

Key interest rates to be cut from late summer onwards 
Expectations regarding the future direction of the major central 
banks’ monetary policy 

* Targeted longer-term refinancing operations. 
** Quantitative easing.
Source: Union Investment, as at 2 July 2019.
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July 2019 September 2019 December 2019 First half of 2020

Balance  
sheet runoff 
may end  
earlier than 
planned

Interest-rate cut  
of 50 basis points 
(bps)

Two interest-rate 
cuts of 25 bps 
each in January 
and March

Preparatory 
communica  - 
tions about  
an interest- 
rate cut

Interest-rate cut  
of 10 bps; intro-
duction of a tiered 
system and the 
start of TLTRO*III

Interest-rate  
cut of 25 bps if, 
as expected,  
the Fed makes  
a 50 bp cut

Possible  
relaunch of  
QE** if  
economy cools 
even faster

Periphery bonds in demand; sharply falling yields 
Movement of ten-year yields (%)

Source: Thomson Reuters Datastream, as at 28 June 2019.
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Equities: outlook no longer negative

The G20 summit did not cause the trade dispute to escalate, as 
had been the fear beforehand. China and the US have restarted 
their negotiations and are therefore likely to maintain a ceasefire 
in the coming months. Trump has also said that US companies will 
be allowed to start supplying some of their products to Chinese 
telecommunications giant Huawei again. Although no details have 
been announced yet, the tech sector has already responded posi-
tively. Most corporates in industrialised countries have healthy 
profit levels, whereas companies in emerging markets have rela-
tively poor profit momentum. Although the equity markets have 
risen sharply in recent weeks due to the expectation that mone-
tary policy will be loosened, prices still have a little headroom. 
However, the gloomy economic situation is taking its toll on com-
panies and the trade dispute has still not been resolved, so they 
face a big risk. The upcoming reporting season will reveal the  
extent to which the weakness of industry and the trade disputes 
have impacted on companies’ results. On the whole, we believe 
analysts’ profit expectations are still slightly too high. In the  
current environment, it appears difficult to increase margins.  
Given this mixed picture, we are taking a wait-and-see attitude 
towards equities, both from industrialised countries and from 
emerging markets.

• Decision: Equities are now viewed slightly more positively
again.

• Positioning: Our overall assessment of this asset class is
now more neutral again.

Commodities: neutral weighting for energy commodities

The anticipated restrictions in the supply of crude oil have now 
materialised, with US sanctions resulting in reduced output from 
Iran and Venezuela. Moreover, the OPEC(+) countries have extend-
ed their voluntary production cuts until the end of March 2020.  
At the same time, however, the first cracks are appearing in the 
agreement between Saudi Arabia and Russia. Although the futures 
curve is indicating scarcity in the oil market (backwardation), global 
inventory levels have risen in recent months. This is primarily attrib-
utable to soft demand resulting from the state of the economy, 
and comes despite seasonal support (‘driving season’ in the US). 
Demand is not expected to rise in the short term. Overall, the con-
sideration of a stable geopolitical risk premium and a reduction in 
supply on the one hand and a weak level of demand on the other 
can now only point to a neutral risk/reward profile. Based on this 
assessment, energy commodities now have only a neutral weighting. 
In the precious metal sector, the price of gold has risen sharply in 
recent months, driven in large part by the decrease in real rates  
of return. Silver still offers potential, however. The gold-silver ratio 
is currently 90, its highest level since 1992. But as the precious 
metal position in the portfolio includes both gold and silver and 
the countervailing effects should therefore cancel each other out, 
we have decided to maintain our neutral stance.

• Decision: Neutral weighting for energy commodities.
• Positioning: The entire commodities sector now has a neutral

weighting again.

Monetary policy is driving up the gold price
Gold is much more expensive than silver

Profit revisions remain negative; analysts need to make 
adjustments
Upward and downward revisions*: MSCI indices (%)

*  (Total upward revisions – total downward revisions in the past 75 days) / total estimates; based on 
earnings per share.

Sources: IBES Global Aggregates, own calculations, as at 1 July 2019.
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Small and short-lived appreciation of the euro after the 
Fed’s plans were announced
US dollars to the euro since the start of 2018

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 31 March 2019.
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Currencies: slightly more cautious stance towards 
EM currencies

The long US vs. short EM currency position, which was entered 
into as a hedge, will not be needed in the weeks ahead due to  
the latest ceasefire in the trade dispute. We originally thought  
that the US dollar would be in demand as a safe haven for  
investments and that other currencies, above all Asian ones, 
would probably suffer. Now, however, EM currencies are likely 
to benefit from the change in the tone of monetary policy,  
especially at the Fed.

The outlook for the US dollar/euro exchange rate is stalemate. The 
Fed’s plans for reducing key interest rates ought to mean a weaker 
greenback going forward. The accompanying appreciation of the 
euro would certainly be problematic for European companies, 
which are already under pressure due to the trade dispute. Yet the 
ECB’s plans to take a more expansionary approach to monetary 
policy too would stop the euro rising. It seems that the central 
banks are competing to achieve weak currency status. As a result, 
the euro/US dollar exchange rate is unlikely to move far for the 
time being – at least not as a result of monetary policy.

Pound sterling, by contrast, will probably remain volatile, especially 
if the eurosceptic Boris Johnson becomes leader of the Conserva-
tive Party. Given the uncertainty about future developments, we 
will retain our wait-and-see approach for now.

• Decision and positioning: Long US dollar vs. short EM
currency position closed out, thereby neutralising the entire
currency block.

Office market in Europe

In view of the forecast slowdown in the global economy, the growth 
prospects for many European countries were lowered slightly at 
the start of 2019. But there have not yet been any signs of this in 
Europe’s office real estate markets. With companies expanding, 
many were on the hunt for new office space. The resulting high  
demand, not to mention the relatively small volume of construction, 
meant that the supply situation became increasingly tight. Against 
this backdrop, vacancy rates went down in all of the twelve largest 
European office markets at the end of the first quarter of 2019. 
Year on year, the average vacancy rate for these markets decreased 
by 120 basis points to 7.1 per cent, with particularly sharp falls in 
Lisbon, Prague and Warsaw. 

The growing shortage of available office space in city centre loca-
tions was reflected in the surge in prime office rents. At the end of 
the first quarter of 2019, average prime rents for the twelve largest 
European markets were up by 5.4 per cent on the figure for the 
first three months of 2018. Rent rises were particularly pronounced 
in Amsterdam, Lisbon and Madrid. 

Investor demand for real estate also remained at a high level at the 
start of 2019. As a result, initial yields in Europe’s office markets fell 
again, by an average of around 20 basis points year on year, to 
3.8 per cent. In many places, yields hit record lows.

Demand for office space is expected to remain high this year.  
Despite a growing number of completions, most European markets 
are likely to still have excess demand, resulting in falling vacancy 
rates and rising rents.

2019

Source: Bloomberg, as at 22 May 2019.
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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. Yields are likely to carry on
falling in the months ahead. Investors face a lot of pressure to
invest, which is why bonds with an interest-rate premium will
probably be particularly in demand.

• Equities: The ceasefire between China and the US, combined
with more expansionary monetary policy, should provide support. 
Weak economic data is having an adverse effect, however.

• Currencies: Pressure on EM currencies should ease again.
A firm euro is fairly unlikely, given the ECB’s plans.

• Commodities: Reduced output increases the likelihood of an
oil supply deficit, despite the weak level of demand. The gold
price has already shot up.

• 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 currently less attractive 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 ceasefire reached in the trade dispute between China
and the US should restore calm in the weeks ahead.

• The majority of economic data is disappointing.
• On the other hand, the major central banks are loosening their

monetary policy again. Interest-rate cuts have now been firmly
priced in.

• The upcoming reporting season will reveal the extent to which
the trade disputes of recent weeks have impacted on compa-
nies’ results.

• Our general risk assessment (RoRo meter) has returned to
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 1 July 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 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 10 July 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

Asia-Pacific

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 
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Risk 
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2 4

RoRo-Meter
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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 10 July 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 


