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The markets at a glance

Economy, growth, inflation

The economy has recently shown signs of stabilisation. The pur-
chasing managers’ indices for the US and a number of eurozone 
countries suggest that the weak industrial sector has turned the 
corner. Although the indices remain low, especially in Germany, 
they have been pointing upwards for three months now. Moreover, 
a growing number of countries appear to be stabilising. Going 
forward, the inventory cycle should also take less of a toll on growth. 

However, a lot of the data from China remains weak. It seems 
that stronger stimulus is needed to bring about a robust recovery, 
but this is rather unlikely. From the Chinese government’s per-
spective, the slowdown is clearly not dramatic enough to warrant 
the classic spending programmes of previous years, as these would 
thwart the restructuring of the economy that is currently taking 
place. And all the more so given that the US – China’s negotiating 
partner in the ongoing talks on trade agreements – would benefit 
from such a move. A US economy weakened by the trade dispute 
would hit the chances of US President Donald Trump being 
re-elected next year. Could he suffer the same fate as George Bush 
Senior? Back in the early 1990s, Bush was ousted after only one 
term in office after Bill Clinton capitalised on the recession that 
was ongoing during the campaign with his slogan “It’s the economy, 
stupid!” We therefore do not anticipate any major stimulus 
packages from Beijing for now. The Chinese economy would have 
to lose even more momentum before these are introduced.

The inflation rates both in the US and in China have picked up a 
little of late. However, this is attributable to the sharp increase in 
pork prices rather than any more permanent trend. Supply concerns 
related to the swine flu that is spreading across China are the key 
factor in the upward price pressure.

Industry showing signs of stabilisation at a low level
Purchasing managers’ indices for the manufacturing sector

Summary

At the most recent meeting of the Union Investment Committee,  
we agreed to raise the risk positioning to level 4 (RoRo meter).  
We came to this decision because of the improvements that have 
been observed in a whole host of key macroeconomic factors for 
the capital markets. Top of that list is Brexit. Even though the 
citizens of the United Kingdom are being asked to go to the polls 
in mid-December, a disorderly exit from the EU has now become 
very unlikely, no matter how the election pans out. The news on 
the US-China front is also increasingly positive. There has been  
a rapprochement between the two nations in their trade dispute, 
and a phase-one deal is thought to be close to being signed.

There are also signs of economic stabilisation and favourable 
seasonal factors. From a historical perspective, December and 
the first months of the year are usually more upbeat for equities. 
Although a genuine breakthrough has not been achieved in any 
of the fundamentals, they are all moving in the direction of our 
medium-term expectations. Taking into account ongoing sources 
of uncertainty, such as investors’ rather one-sided positioning 
and the unrest in Hong Kong, we have decided to take on a little 
more risk. 

An increase in the proportion of equities is our main tool for 
raising this risk. Securities from the industrialised nations now 
look even more attractive to us. By contrast, we have become 
slightly more cautious with regard to government bonds from the 
emerging markets (EMs), especially given that crisis-prone paper 
from Latin America has had an adverse impact of late. We have 
also closed commodity positions (falling prices for precious metals 
vs rising prices in the energy sector), taking profits in the process. 

December is one of the best months for stocks 
Average gains in the DAX by month since 1989 (%)

Source: Refinitiv, as at 27 November 2019. Source: Bloomberg, as at 27 November 2019. 

n  US        n  Eurozone        n  Germany        n  France        n  ChinaJan Feb Mar Apr May Jun Jul

3

2

1

0

– 1 

– 2 

– 3 

Aug Sep Oct

2016 2017 2018 2019

65

60

55

50

45

40

Nov Dec



3

December 2019: Market news and expert views

€

The markets at a glance

Monetary policy: central banks on standby

Things have gone quiet on the monetary policy front since the 
Federal Reserve (Fed) and European Central Bank (ECB) introduced 
expansionary measures in October 2019. The ECB relaunched its 
asset purchase programme in November and, as we expected, 
has since (also) become a major buyer of European corporate 
bonds. Although the central banks are remaining tight-lipped 
about the details of their plans, there are many indications that 
the ECB will continue to focus on corporate bonds. We believe 
that the probability of other measures in 2020 is fairly remote, 
even if representatives of the ECB never tire of signalling  
their willingness to act. The current key interest rate of minus 
0.5 per cent is already weighing heavily on the European bank - 
ing sector and is also a significant competitive disadvantage  
in the global market.

As far as the US central bank is concerned, we continue to predict 
two interest-rate cuts by the Fed next year. A move on interest 
rates in December 2019 is unlikely, especially in light of the latest 
statements from Fed Chair Jerome Powell. Next year, however, the 
US economy may lose a little of its momentum. The positive effects 
from the tax reform are waning and it is even becoming something 
of a hindrance. The danger of a recession is low, but the Fed will 
nevertheless feel it necessary to take pre-emptive action. The US 
election will probably not have much of an influence on monetary 
policy. An analysis of previous decades shows that the Fed is 
neither more or less active in election years than in years when 
there is no election.

Fixed income: Latin America weighs on government 
bonds from the emerging markets

Against the backdrop of an economy stabilising at a low level, 
yields on covered bonds and on government bonds from the core 
eurozone markets are unlikely to hit new lows. But although we 
now appear to have pulled a little away from the historical lows, 
yields are in many cases still in negative territory. Spread segments, 
on the other hand, are likely to be boosted by the continued 
hunt for returns and, in the case of investment-grade corporate 
paper and periphery bonds, to benefit from the ECB’s purchases. 
The primary market also looks in good shape thanks to the ECB. 
Even the more challenging issuers are currently having no problems 
placing new paper. Nevertheless, we are maintaining our cautious 
stance towards high-yield corporate bonds due to the current 
weakness of the economy. The individual companies will need to 
be watched closely as there is a high degree of dispersion within 
this asset class. Although the business situation appears to be solid 
for a lot of companies, we are beginning to see some defaults. 

A similar picture is emerging in the EM government bond segment. 
Here too, there is significant disparity between individual securities. 
But it is now a little easier to spot where the trouble is brewing. 
The weaker credit standing of virtually all Latin American countries 
and political unrest in some of these states have led us to take  
a more cautious view of EM government bonds. For active fund 
managers, however, this is the kind of environment where superior 
returns can be achieved through careful security selection.

• Decision: EM government bonds are losing appeal and are
now rated neutrally again.

• Positioning: Fixed-income investments are therefore out
of favour overall. We are avoiding covered bonds, high-yield
corporate bonds and government bonds from the core markets.
However, we do like investment-grade corporate and periphery
bonds.

Further easing of monetary policy in the US in 2020 
contrasts with a passive ECB

Source: Union Investment, as at 26 November 2019.
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Latin America has a high weighting 
in the EM fixed-income index
Index composition

Sources: J.P. Morgan (EMBI Global Diversified Index), Union Investment, as at 31 October 2019.

n  Africa 
n  Asia 
n  Eastern Europe
n  Latin America
n  Middle East

18

12

20

32

18



4

December 2019: Market news and expert views

The markets at a glance

Equities: industrialised countries gain in appeal

The aforementioned improvements on the economic front and in 
the trade dispute, plus the reduced risk of a disorderly Brexit, are 
favourable indicators for equities from the industrialised countries 
in particular. There is also an additional tailwind for equities 
resulting from rising levels of M&A activity, for example Novartis’s 
takeover of The Medicines Company. Many of these deals are 
being settled in cash because a lot of companies have plenty of 
capital. Profits remain at a high level overall, but are stagnating. 
Furthermore, significant elements of the corporate sector are 
experiencing diminishing profit growth. There are no signs of a 
profit recession, however. 

Significant disparity between the individual sectors is a noticeable 
feature here too. Skilful selection is therefore becoming more 
important for equities as well. The positioning of investors remains 
very one-sided, as illustrated by the highs that have been reached, 
for example in the US equities market. However, the mood is not 
so positive that there is danger of a correction. Investors are still 
finding themselves pushed towards the equity market. So if global 
growth continues to stabilise and corporate profits improve as a 
result, there is potential for prices to rise further.

European equities are still trading at a markdown compared with 
their US counterparts. This is due to the greater economic risks 
in the eurozone and the political uncertainties. However, thanks to 
the positive news of recent weeks, the eurozone markets registered 
a modest inflow of funds again. 

• Decision: Our advice is to further increase the weighting of 
equities from the industrialised countries.

• Positioning: Equities now appear even more attractive. 
However, this assessment only applies to stocks from the 
industrialised countries. Our stance with regard to emerging 
market equities is neutral.

Commodities: focus on profit-taking

We anticipate that OPEC will extend its production cuts for a further 
six months in December. This decision is necessary in order to avoid 
a significant oversupply of oil. But because of the concerns over 
demand, we expect a modest excess of supply, which may depress 
the price of oil a little. In the medium term, oil has further upside 
potential. However, in the short term, the price target for Brent 
crude of US$ 65 per barrel has almost been reached. The oil futures 
curve is clearly in backwardation, which means that the prices for 
the delivery of oil at a later date are much lower than the spot price. 
This effect is likely to remove a little wind from the sails of shale 
oil producers in the US and ensure that demand exceeds supply 
again in the second half of 2020.

The price of gold has fallen in recent weeks as real interest rates 
have risen. No further US interest-rate cuts are on the cards –  
at least not for now – and this was one of the factors that took its 
toll on the precious metal. We had positioned ourselves accordingly, 
working on the assumption that the energy sector would perform 
much better than precious metals. We are taking profits and now 
have a neutral assessment of the individual commodity sectors as 
a whole.

• Decision: Whereas energy commodities are losing some  
of their lustre, precious metals are now seen in a more  
positive light.

• Positioning: The overall result is a neutral positioning  
in commodities.

Gains in Europe are falling behind
Estimated return per share, MSCI Europe compared with  
MSCI US (%)

Source: Bloomberg, as at 22 November 2019.
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Source: Bloomberg, as at 27 November 2019. 

Pound sterling continues to climb
Pound sterling to the euro over the past twelve months

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 September 2019.
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Currencies: showdown in London

Even though election opinion polls in the UK have repeatedly 
proved unreliable in the past, the significant lead projected for 
the Conservatives points toward an election victory for the party 
of Prime Minister Boris Johnson. Bolstered by a new majority, 
Johnson would be able to secure a passage through parliament 
for the withdrawal agreement he has negotiated with the 
European Union. This, together with the act preventing a no-deal 
Brexit, has created a set of circumstances in which a disorderly 
exit from the European Union now appears unlikely. In the short 
term, pound sterling should therefore remain supported. 

Decreasing risk aversion and, by international comparison, more 
expansionary US monetary policy combined with greater tolerance 
of inflation on the part of the Fed are likely to end the upward 
trend of the US dollar. The greenback will probably also be hurt  
by the expanding twin deficits, i.e. the budget deficit and current 
account deficit. This means that the country’s debt burden is 
growing and it is importing more than it is exporting. Such a 
scenario would usually cause the currency to depreciate. However, 
the weakening of growth in the eurozone means that this effect 
will come into play only gradually. The greenback is also likely  
to become more prone to volatility because of the US elections 
next year.

• Decision: No changes.
• Positioning: We favour pound sterling over the euro.

US office market  

The US office markets continued on their long-term growth trajectory 
in the first nine months of 2019, despite the country being at a 
relatively late stage of the economic cycle and the stimulus from 
the tax reforms of 2017 having only a slight lingering effect.  
The average vacancy rate across the eleven largest US office markets 
dropped by a further 15 basis points to reach 10.4 per cent at the 
end of September 2019. Vacancy rates were particularly low in 
San Francisco and Seattle, where they stood at 6.2 per cent and 
6.1 per cent respectively.

Demand for office space is still relatively high, and this is reflected 
in rents. Average rents for the eleven largest US office markets were 
3.9 per cent higher than at the end of the third quarter of 2018.  
The highest growth rates were recorded in San Francisco (up 
6.1 per cent) and Seattle (up 8.1 per cent). 

Initial yields were virtually unchanged on the prior-year period. 
The relatively high level of hedging and financing costs has curbed 
demand from international investors of late. However, the Fed’s 
recent interest-rate cuts have been a factor in the slight easing of 
the upward pressure on office market yields. 

The comparatively robust economic outlook is continuing to 
bolster the US office markets. Nevertheless, it should not be 
forgotten that the current real-estate market cycle in the US is 
now at a late stage, and growth is expected to weaken going 
forward. But because of its size, economic potential and high 
level of market liquidity, the US remains an attractive location 
for real-estate investors.
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Our assessment at a glance

Our current risk assessment

• Fixed income: Weaker credit standings and political unrest 
mean we no longer view EM government bonds as attractive.

• Equities: Improved conditions in the economy, the trade 
dispute and Brexit as well as rising M&A activity are favourable 
indicators for equities from the industrialised countries.

• Currencies: A likely victory for the Tories is driving up pound 
sterling. Our view of the US dollar is that its appreciation is 
coming to an end because of diminishing risk aversion.

• Commodities: OPEC is likely to extend its production cuts in 
December. However, our price target has been reached, so we 
are advising a neutral stance.

• 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

• A whole host of macroeconomic factors are improving.
• The chances of there being a disorderly Brexit are becoming 

increasingly remote.
• There has been a rapprochement between China and the US  

in the trade dispute.
• The purchasing managers’ indices appear to have turned the 

corner, as have several other leading indicators.
• ECB is providing support in the form of new bond purchases; 

interest rates look set to remain low for a long time to come.
• Our general risk assessment (RoRo meter) has been raised to 

level 4 (slightly bullish). 
Source: Union Investment, as at 26 November 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 26 November 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 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  
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 29 November 2019.


