
“The near-term economic outlook has 
stabilised a little, especially outside  
the US. The US economy is currently 
lagging somewhat behind the rest  
of the world, so it is still too early to  
herald an economic turnaround at  
this point.”
Benjardin Gärtner, Head of Equity Fund Management
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The markets at a glance

Economy, growth, inflation

The economy is beginning to stabilise, at least in the short term 
and in some regions. Our own leading indicators for the US and 
the eurozone and several purchasing managers’ indices have also 
been picking up recently. In regional terms, it was particularly 
noticeable that positive signals are starting to emerge in the 
eurozone. Data from France was particularly solid. The world’s 
biggest economies – the US and China – fared less well, and the 
same remains true for large parts of the eurozone. The US economy, 
which usually sets growth trends for many economies around the 
world with its huge consumer market, has actually been lagging 
behind other regions in recent months. Against this backdrop,  
it remains to be seen whether the glimmer of hope emerging in 
other countries will spread to US economic data in the near future. 
It is too early to herald a reversal in economic growth trends at 
this stage based on the available data.

The recent rapprochement in the trade dispute goes some way 
towards de-escalating the current situation, but it is no game 
changer and will not be enough to resolve the underlying tensions 
in global trade relations. The fact remains that this dispute is about 
more than just trade policies – it is about two superpowers 
fighting for dominance in the Western Pacific. The Chinese will 
most likely avoid any steps that could be interpreted as further 
concessions on their part and exploited by the Trump campaign in 
the upcoming US presidential elections. After all, a re-election of 
Donald Trump in 2020 would not be in China’s interest. Against 
this backdrop, it seems unlikely that a lasting solution to the 
dispute will be achieved in the near term and calmer periods will 
probably alternate with renewed spikes in tensions. We are 
therefore maintaining our moderate economic outlook for the 
coming months.

France is proving immune to widespread weakness in the 
industrial sector across Europe
Industrial output excluding construction, indexed

Summary

The Union Investment Committee (UIC) has confirmed its neutral 
risk positioning (RoRo meter at 3) but has shifted to a slightly 
more bullish stance. It regards equities as slightly more attrac-
tive in the current environment and, conversely, is reducing the 
weighting of government bonds from core eurozone countries. 
This decision was taken in light of two factors – narrowing spreads 
in recent weeks due to progress in the trade dispute between 
the US and China, and recent developments in the Brexit process.  
A ‘mini deal’ between the US and Chinese governments – which 
was expected to be agreed in mid-November – was called off, 
but there are no signs of a renewed escalation either. After the 
government of British Prime Minister Boris Johnson was defeated 
in several parliamentary votes, a no-deal Brexit is now significantly 
less likely. The European Union (EU) has postponed the deadline 
for the UK’s departure from the bloc to 31 January 2020. In the 
middle of December, the British people will elect a new parliament 
in an early general election. According to the latest polls, Boris 
Johnson’s Conservative Party is likely to win this election.

The economic outlook has also brightened a little. Recent data 
from France is looking solid and the German economy is also 
sending some positive signals, but as yet there is no broad-based 
recovery at a global level. The US Federal Reserve (Fed) lowered 
its interest rates once again and is keeping all options on the table 
for the future. Although monetary policy is continuing to provide 
support, we believe that the impact of central banks’ actions  
will begin to wane. This also applies to the imminent new asset 
purchase programme of the European Central Bank (ECB), which 
is probably already priced in for the most part. But the overall 
picture, as things stand, still bears out a moderate yet constructive 
positioning.

Boris Johnson’s Tories are clearly leading the polls  
at present 
Poll results: Proportion of votes (%)

Source: Refinitiv; as at 30 October 2019. Source: Macrobond; as at 30 October 2019. 
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The markets at a glance

Monetary policy: Fed cuts interest rates once again

As expected by us and the markets, the Fed cut its key interest 
rate range by 25 basis points in October and kept all its options 
open for the months ahead. The central bank will probably con-
tinue with its flexible approach, taking policy cues from the latest 
growth and inflation data. Another interest-rate cut in December 
therefore seems unlikely. But 2020 will probably hold two further 
rate cuts in store for the US, which we would now expect to take 
place in the summer months at the latest. This outlook reflects the 
fact that we foresee weaker economic growth in the US for next 
year. In light of the US presidential elections, the Fed will probably 
refrain from taking significant monetary policy action in the 
autumn of 2020. 

In the eurozone, Mario Draghi left office at the end of October 
and Christine Lagarde was appointed as the new President of 
the ECB. The bank’s new asset purchase programme (APP) was 
subsequently launched on 1 November. We do not have data on the 
first days of the programme available yet, but we assume that 
the focus of this measure will be on corporate bonds. This would 
enable the ECB to avoid being challenged in the courts for engag-
ing in illegal state funding. If the bank focused too strongly on 
government bonds, it would also reach the issue share limit of 
33 per cent quite quickly for some countries such as Germany. 
The previously announced interest-rate tiering system will also 
come into effect. This will exempt up to €780 billion of surplus 
reserves – i.e. primarily banks with high volumes of deposits 
– from the negative rates. 

Irrespective of recent central bank decisions and actions, we are 
sticking to our view that the stimulating effect of monetary policy 
measures on the capital markets will tail off in future.

Fixed income: focus remains on segments offering  
a risk premium

The generally waning level of risk aversion is likely to lead to a 
modest yet sustained rise in the yields of government bonds from 
core eurozone countries and covered bonds. Chances of further 
interest-rate cuts in the eurozone are small due to differences of 
opinion on the topic among the members of the ECB’s Governing 
Council. The rise in yields on longer-dated Bunds can thus be 
expected to continue a little way into 2020. Persistently slow 
growth and low inflation will probably lead to another minor 
downturn in yields, but this should not materialise until later in 
the year. Yield levels for short-dated bonds, on the other hand, 
are relatively firm thanks to the actions of the ECB. 

In this environment, segments offering a risk premium should  
continue to benefit from the ongoing hunt for returns. Investment- 
grade rated corporate bonds and eurozone periphery bonds 
should initially benefit from the ECB’s asset purchases as well. 
We think that the markets may have underestimated the volume 
of the ECB’s purchases in their forecasts, especially in the cor-
porate bond segment. Government bonds from the emerging 
markets (EM) will remain supported by the Fed’s expansionary 
monetary policy and weakness in the US dollar. 

We are maintaining our cautious approach with regard to high-
yield corporate bonds because of the weak economic situation 
and rising default rates.

• Decision: Holdings of government bonds from core eurozone 
countries will be scaled back further 

• Positioning: Our preference is for corporate bonds, EM  
government bonds and paper from the eurozone periphery. 
Government bonds from the core eurozone markets, covered 
bonds and high-yield corporate bonds are currently not 
attractive.

Monetary policy is back on an expansionary path 
Our forecast of the central banks’ monetary policies going  
forward

Source: Union Investment; as at 31 October 2019.

Initially, yields will rise slightly due to a decline in  
risk aversion    
Yields on ten-year government bonds (%)

Sources: Refinitiv, Union Investment; as at 31 October 2019.
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Equities: emerging market equities upgraded to neutral

Profit growth and global growth are the main factors driving the 
equity markets. The impact of monetary policy, which had been 
the dominant factor influencing share price movements in the first 
half of the year, is starting to wane, despite recent central bank 
decisions. Corporate profits are still largely solid, as the reporting 
season for the third quarter of 2019 has shown. There were no 
signs of the profit recession that the markets had been concerned 
about and profit expectations recently strengthened a little. In our 
opinion, analysts’ forecasts for 2020 are overly optimistic by quite 
a margin and there will probably be several waves of downward 
corrections over the course of the year.

As we expected, signs of easing tensions in the trade dispute 
between the US and China have mainly boosted cyclical equity 
markets (such as Germany) in recent weeks, even though a ‘mini 
deal’ – which was initially meant to be sealed at the APEC summit 
in mid-November – subsequently collapsed. These calmer conditions 
had a positive effect on EM equities. The Fed’s recent rate cut 
suggests that the US dollar will weaken. This will particularly help 
EM equities, which have been performing poorly for many months. 
This assessment is supported by the fact that profit growth among 
EM equities relative to equities from industrialised countries has 
also stabilised in recent weeks. 

• Decision: Emerging market equities are upgraded to neutral
• Positioning: Equities are generally regarded as slightly more 

attractive. We will continue to favour equities from industrial-
ised countries over their EM counterparts, but this preference 
will be less pronounced than before.

Commodities: deficit in the oil market despite  
increased production in Saudi Arabia

In the wake of a drone strike in September against the largest oil 
production facility in the world, oil production in Saudi Arabia 
dropped to an average of 8.36 million barrels per day, the lowest 
production level since 2011. But the Saudis were able to repair 
the damage more quickly than expected and brought production 
back up to the same daily output as before the attack (approx. 
9.8 million barrels) over the course of October. The supply deficit 
in the oil market in Q4 2019 will therefore be smaller than 
anticipated, but it will not disappear. Energy commodities remain 
attractive as stock levels of crude oil and oil products in the US 
are low and roll yields in the oil market are still lucrative.

Gold, on the other hand, is currently overvalued in our opinion. 
We take the view that the price of gold soared too high in the 
wake of falls in real interest rates in the US over recent months 
– especially in light of the substantial supply-side surplus in the 
gold market. The supply of platinum and silver is currently also 
significantly higher than demand. The only precious metal with a 
supply deficit is palladium.

Indonesia has brought its export ban for nickel ores forward  
by two months and it has therefore already come into effect. 
However, the market has already priced this shortfall in to a 
reasonable extent over the course of the year (up by 60 per cent 
since the start of the year), so this measure should only have a 
minor impact on the price of nickel. From a fundamental per-
spective, market deficits are also supporting the prices of several 
other important industrial metals (including zinc and copper) 
alongside nickel.

• Decision: No changes
• Positioning: Neutral positioning in commodities as a whole. 

Within the asset class, we expect energy commodities to fare 
better than precious metals.

Nickel inventories at an 11-year low due to  
Indonesia’s export ban
Global exchange stock levels (inventory reach in weeks)

Solid third-quarter reporting season
Proportion of companies that beat analysts’ expectations (%)

Source: Bloomberg; as at 30 October 2019. Sources: Bloomberg, LME, SHFE, CME Group, Union Investment; as at 25 October 2019.
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Source: Bloomberg; as at 30 October 2019.

Appreciation of US dollar expected to come to an end
Trade-weighted dollar index (DXY)

The markets at a glance

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

* Average of the five biggest German office markets.   
Source: Jones Lang LaSalle; as at 30 September 2019.
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Currencies: is the US dollar reaching a tipping point?

Economic and (geo)political uncertainty and the wide interest 
spread between the US and many other countries (especially in 
Europe) have caused the trade-weighted dollar to appreciate by 
almost 10 per cent since the start of 2018. In our opinion, this 
trend is now coming to an end. Alongside a recent decline in risk 
aversion, the shift towards more expansionary monetary policy in 
the US and the Fed’s higher tolerance towards inflation also make 
it likely that the dollar will weaken. The Fed is the only one of the 
world’s major central banks that still has scope for further sub-
stantial key interest rate cuts. Further pressure on the US dollar 
could arise if most economies around the world start to recover 
ahead of the US or if significant exchange rate thresholds are 
breached. In light of the upcoming US presidential elections, 
volatility in US dollar exchange rates can be expected to rise over 
the course of 2020.

The expectation of the UK now making an orderly exit from the 
EU means that risk premiums on pound sterling are likely to fall. 
The delay of the Brexit deadline to 31 January 2020 will also 
contribute to this trend. As a result, pound sterling should appreciate 
in the coming weeks. The latest polls suggest that the UK general 
election, scheduled for 12 December 2019, will probably result 
in a new government led by Prime Minister Boris Johnson, but with 
a different distribution of seats among the parties. As long as the 
Labour Party, whose leader Jeremy Corbyn pursues an anti-capital- 
markets agenda, does not start to gain significant amounts of 
ground in the polls, the upcoming elections should only have a 
minor effect on the sterling exchange rate. However, the UK’s exit 
from the EU with an agreement, which we now consider to be 
the likeliest scenario, will probably put downward pressure on the 
country’s currency in the medium term.

• Decision: No changes
• Positioning: Pound sterling remains attractive, whereas the  

US dollar currently holds little appeal

The office market in Germany  

Demand for office space remained high, despite a slightly bleaker 
outlook for economic growth in Germany. In the first nine months 
of 2019, the amount of office space let in Germany’s five real- 
estate hotspots went up by 16.6 per cent compared with the 
same period of 2018. In Berlin and Düsseldorf, lettings went up 
by 26.2 per cent and 23.1 per cent respectively, whereas Frankfurt, 
Hamburg and Munich saw their letting volumes fall at rates of 
2.2 per cent to 14.7 per cent. Given the decrease in vacancy rates, 
the level of lettings is impressive and is predominantly attributable 
to more leases being secured on new space in development 
projects.

Healthy demand for office space has brought the average vacancy 
rate across Germany’s top five cities down by 80 basis points year 
on year to 3.9 per cent. This is the lowest vacancy rate since the 
start of 2002. With just 1.9 per cent of its office space standing 
empty, Berlin continues to have the lowest vacancy rate. As a result, 
rental prices have risen by an average of 6.1 per cent across the 
five hotspots in the past twelve months. Prime rents increased 
by 0.5 per cent in the third quarter of 2019. Berlin’s especially 
low vacancy rate means that the increase in rents was particularly 
high at 10.8 per cent.

Demand for office investments in Germany remains high. At the 
end of September, the average initial yield for office buildings 
across Germany’s top five locations stood at 2.9 per cent, which 
was 20 basis points lower than the prior-year figure. Berlin and 
Frankfurt registered initial yields of less than 3.0 per cent.

Demand for office space is expected to remain high in coming 
quarters. As the pipeline of new builds is still relatively meagre, 
vacancy rates are likely to continue falling slightly and office rents 
will probably rise.
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Our assessment at a glance

Our current risk assessment

• Fixed income: Asset classes that offer a risk premium continue 
to be favoured. We are taking a cautious approach with regard 
to core government bonds and covered bonds.

• Equities: In light of the widespread decline in risk aversion,  
we take a slightly more positive view of EM equities and 
equities overall as an asset class 

• Currencies: Progress in the Brexit process boosts the appeal of 
pound sterling. Our view of the US dollar is that its appreciation 
is coming to an end.

• Commodities: The supply deficit in the global oil market will 
persist despite the fact that Saudi Arabia was able to restore its 
production more quickly than expected after disruption due to a 
drone strike. The price of gold has risen too high relative to falling 
real returns in recent months.

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

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

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

Our view of the asset classes

• Progress in the resolution of the trade dispute and in the Brexit 
process has prompted a decline in risk aversion in the capital 
markets.

• After months of weakness, eurozone economic data is showing 
initial signs of recovery. But growth remains weak at a global 
level, so it is too early to talk about an economic turnaround. 

• The Fed lowered its interest rates once again and is keeping all 
options on the table for the coming months. The ECB is about to 
launch its new asset purchase programme, which will probably 
be focused on corporate bonds. 

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

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 31 October 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.

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

Not favoured    Strongly favoured
 Neutral

Source: Union Investment; as at 31 October 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.

RoRo meter

3

1 5

Risk 
Off

Risk 
On

2 4

RoRo-Meter
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How to contact us

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

Disclaimer

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

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

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

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

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

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

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

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

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

For detailed 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 5 November 2019.


