
“We can see a good window during 
which risk assets may increase in value. 
Many investors are feeling unsettled  
at the moment and not really investing 
in risky asset classes. This is creating a 
degree of pent-up demand.”
Max Holzer, Head of Relative Return
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October 2018: Market news and expert views

The markets at a glance

Indian summer: Temperatures may have dropped by 15 degrees 
since the heat of the summer, putting a chill in the air, but the 
body quickly adjusts to cooler temperatures and the pleasant 
autumn weather is something to enjoy while it lasts. The situation 
in the capital markets is similar. The markets have now got used 
to the political uncertainties – trade disputes (mainly between the 
US and China), emerging markets, Italy, Brexit – and these pres-
sures have actually eased a little recently. As a result, the markets 
are focusing more on the fundamentals again, which remain 
positive. As investors currently have only modest investments in 
risk assets at present, a degree of pent-up demand probably 
exists. We have therefore decided to increase our risk positioning, 
raising the RoRo meter level from neutral (3) to slightly bullish (4).

It does not appear that the trade dispute between the US and 
China will stop escalating any time soon, but the rhetoric has 
been toned down of late. Although the US has introduced further 
customs duties for imports from China, the tariffs (10 per cent) 
are lower than had been generally expected, at least up to the end 
of this year. The two sides have reached an impasse in the negotia-
tions, so a solution to the conflict is not expected to be found in 
the coming weeks. On the other hand, renewed escalation does 
not appear to be on the agenda in the short term either. 

In Europe, the Brexit situation is unchanged, with the border 
between the Republic of Ireland and Northern Ireland remaining 
the crunch issue. Recently, the positions of the UK and the EU on the 
future status have been as far apart as those in favour of and 
those against a hard Brexit within the United Kingdom. Prime 
Minister Theresa May has a mandate from the House of Commons 
to continue negotiating with the EU until the end of November. 
However, it is unlikely that anything more than an outline agree-
ment will be achieved. This would postpone decisions about all 
the contentious details until the agreed transition period, which 
will run until 2020.

Other important news

Economy: The economic gulf between the US and the rest of the 
world remains very wide. While the US is showing increasing signs 
of overheating, the leading indicators for the eurozone and China 
have improved and now point to stabilisation. Moreover, China is 
bringing in monetary and fiscal policy countermeasures in order to 
prevent a further slowdown of growth.

US monetary policy: The Federal Reserve will continue along its 
path of interest-rate rises and put the benchmark rate up again in 
December. We anticipate three more rate hikes in 2019. However, 
there are already many indications that the Fed is poised to give 
up on streamlining its balance sheet, a process that it has only just 
begun. The underlying reason is that since March, the US central 
bank has been faced with the phenomenon that interest rates in the 
interbank market have not been rising in step with the key interest 
rate and in fact are increasing at a significantly faster pace. 

This is not what the Fed intended to happen. The trimming of  
the balance sheet is clearly coming up against problems a lot 
earlier than originally anticipated. This probably means that the 
total assets on the central bank’s balance sheet will not return  
to anywhere near what was considered a ‘normal’ volume in the 
past. If the Fed were to announce such a shift in its balance sheet 
policy in the fourth quarter and then buy more US government 
bonds again, the rise in yields on US Treasuries would likely be 
stopped in its tracks.

Fixed income: In the spread markets, the causes of the market 
corrections have not gone away, but the pressure has diminished 
in the short term. There now seems to be a better chance that the 
situation in the emerging markets will settle down. The Chinese 
authorities, for example, have got to grips with the trade-weighted 
depreciation of the renminbi, the Turkish central bank has raised 
key interest rates unexpectedly sharply (against the wishes of 
President Erdoğan) and the IMF programme in Argentina has 
been expanded. It also appears that Italy’s political tensions will 
ease in the short term, as the coalition made up of Lega Nord 
and the Five Star Movement will, after all, sign off a reasonably 
Maastricht-compliant government budget. Nevertheless, we 
remain fundamentally cautious vis-à-vis Italy. In the medium term, 
the run-up to the European elections in 2019 is likely to see 
significantly more populist sabre-rattling in both domestic and 
European politics – and this may well continue afterwards, 
depending on the results.

Equities: Many market players, who are focusing more on the 
positive fundamentals again and currently have only a moderate risk 
positioning, may feel forced to increase their equity quotas again 
– at least this is what the positioning data suggests. At the same 
time, expectations are low regarding US company profits in the 
upcoming reporting season. Following the weakness of recent 
months, the temporary lull in trade-policy and geopolitical tensions 
should in itself be enough to support equities in Europe and the 
emerging markets.

The Fed continues to raise interest rates, but is an early 
end in sight for its balance sheet streamlining?
Total assets on the Fed’s balance sheet (US$ billion)

Sources: Macrobond, Bloomberg, Union Investment, as at 4 October 2018.

n  Fed’s total assets (new forecast)          n  US benchmark rate (right-hand axis)          
n  Fed’s total assets (old forecast)
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The markets at a glance

Our current risk assessment

• Fixed income: Italy’s government appears willing to com-
promise in the budget row. As pressure on Italian government 
bonds is therefore predicted to ease, we are now returning to  
a neutral investment weighting for bonds from periphery 
countries.

• Equities: Expectations regarding the third-quarter reporting 
season are low. We therefore anticipate a number of surprises 
on the upside.

• Currencies: The US dollar is likely to weaken slightly up to the 
end of the year. The negative impact of the twin deficit is set to 
outweigh the positive impact of the interest-rate differential.

• Commodities: Whereas current conditions in the global 
economy and the low level of supply point in favour of 
palladium and platinum, which are both more cyclical  
precious metals, silver and gold are extremely oversold.

• 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.

• We take a neutral view of absolute return strategies.
• The outlook for real estate has improved in Asia-Pacific but 

deteriorated slightly in the US.

Our view of the asset classes

• The US economy is booming, while there are signs of stabili-
sation in China and the eurozone.

• US profit expectations for the upcoming reporting season are 
comparatively low and likely to be exceeded.

• Many of the recent political uncertainties have not gone away 
completely, but there are indications that a solution is possible. 
These issues are therefore likely to fade into the background.

• If the US central bank puts the streamlining of its balance sheet 
on hold, yields on US treasury notes may stop rising.

• We have raised our general risk assessment (RoRo meter) from 
level 3 (neutral) to level 4 (slightly bullish).

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

Not favoured    Strongly favoured
 Neutral

Source: Union Investment, as at 25 September 2018. Last changed (from 3 to 4) on 25 September 2018.

Note: The investment strategy is established by first closely analysing the market  
environment. 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 interpreted 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 =
Core European government bonds =
Covered bonds

Eurozone periphery government bonds

Corporate bonds  

(euro-denominated, investment-grade)
=

Corporate bonds (euro-denominated, high-yield) =
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 25 September 2018.  

Note: The table above shows a relative view of a multi-asset portfolio (excluding 
real estate). If an asset class is 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 30 June 2018. Assessment is valid for three months.

Note: The table above shows 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
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1 5

Risk 
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Risk 
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Forecasts

  * As at 30 September 2018.
**  Data is updated every quarter. The following cities have been aggregated on the basis of regional indices: Germany: Berlin, Düsseldorf, Frankfurt, Hamburg, Munich. Europe: Amsterdam,  

Brussels, Helsinki, Lisbon, London, Luxembourg, Madrid, Milan, Paris, Prague, Stockholm, Warsaw. US: Atlanta, Boston, Chicago, Dallas, Houston, Los Angeles, New York, Miami, San Francisco,  
Seattle, Washington. Asia-Pacific: Tokyo, Kuala Lumpur, Singapore, Seoul, Sydney.

These forecasts represent Union Investment’s assessment at the current time and may be changed without notice. Where a forecast 
has been significantly revised in comparison with the previous report, we will explain this in the relevant section. Routine adjustments 
that arise from a change in the forecasting horizon are not usually explained.

GDP Germany UK Eurozone US Japan China

2017 2.5% 1.7% 2.5% 2.2% 1.7% 6.9%

2018 2.0% 1.4% 2.0% 2.7% 0.9% 6.5%

2019 2.0% 1.6% 1.9% 2.4% 1.7% 6.3%
 

Inflation Germany UK Eurozone US Japan China

2017 1.6% 2.7% 1.5% 2.1% 0.5% 1.6%

2018 1.9% 2.6% 1.7% 2.6% 0.8% 2.0%

2019 1.9% 2.5% 2.1% 2.5% 1.0% 2.0%
 

10-year yields Germany US Benchmark 
rates

Eurozone US

Current status* 0.5% 3.2% Current status* 0.00% 2.00  –2.25%

In 3 months 0.7% 3.1% In 3 months 0.00% 2.25  –2.50%

In 12 months 0.9% 3.1% In 12 months 0.00% 2.75  –3.00%
 

Equities DAX 30 EURO STOXX 50 S&P 500 Nikkei 225

Current status* 12,300 3,390 2,925 24,000

In 3 months 12,800 3,500 2,950 23,000

In 12 months 12,800 3,500 2,950 23,000
 

Commodities Gold Oil (Brent) MS RADAR ex Ag.

Current status* 1,187 82 160

In 3 months 1,225 80 158

In 12 months 1,300 78 163
 

Currencies Euro/ 
US dollar

Euro/ 
pound sterling

Euro/ 
Japanese yen

Euro/ 
Swiss franc

Current status* 1.16 0.89 131 1.13

In 3 months 1.22 0.88 130 1.16

In 12 months 1.22 0.88 136 1.20
 

Real-estate 
yields**

Germany Europe  
(ex Germany)

US Asia-Pacific

30 June 2018 3.2% 3.9% 4.7% 4.3%

30 June 2019 3.0% 3.7% 4.7% 4.3%



5

October 2018: Market news and expert views

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 8 October 2018.

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 


