“Donald Trump has caused the trade
dispute to flare up again. It is now
affecting consumer products too
and thus has a direct impact on US
consumers.”
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Summary

Economy, growth, inflation

At our regular meeting in July, we retained our generally neutral
stance, confirming the risk position at level 3 on the RoRo meter.
We are positioned neutrally overall, but our focus has shifted.
Firstly, this is due to the (long-expected) decisions made by the
US Federal Reserve (Fed) and the European Central Bank (ECB).
The central banks may have taken action, but they did not do
what many market participants had anticipated. While the Fed’s
tone was rather cautious, the ECB is likely to go further than was
forecast ahead of the meeting, despite it having less room for
manoeuvre.

The economy is showing no signs of recovery. The external leading
indicators (such as the purchasing managers’ indices for manufacturing and the ifo Business Climate Index) and our own leading
indicators have still not emerged from their period of weakness
and many of them once more fell short of economists’ and analysts’
expectations. The divergence between manufacturing and the
service sector was confirmed yet again, and it is much more
pronounced in the eurozone than in other economies. Maintaining
the trend that began in the first quarter of 2018, the growth figures
for industrialised countries continued to surprise on the negative
side in July. Emerging markets (EMs), however, have seen a slight
improvement in growth surprises over recent weeks, but they have
not yet escaped the downward trend. Our economists have again
slightly downgraded their growth forecasts for the current year.
They predict a 2.4 per cent rise in economic activity for the US and
1.0 per cent for the eurozone. Germany is suffering as its exportdriven economy has been hit particularly hard by the slowdown
in global trade. Our economists therefore anticipate that German
gross domestic product will now grow by only 0.6 per cent.

Secondly, the economic picture has not brightened at all and the
trade dispute is taking centre stage again. On 1 August, US
President Donald Trump announced new 10 per cent tariffs on
a further US$ 300 billion of Chinese imports with effect from
1 September. As this announcement came hot on the heels of a
meeting with US Secretary of the Treasury Steven Mnuchin and
US Trade Representative Robert Lighthizer, who had just returned
from talks in Shanghai, it seems likely that there has been no
rapprochement between the US and China in the trade dispute.
Although we have always stressed that the trade dispute would
remain a long-term issue, this move came as a surprise. Moreover,
it is now affecting consumer products too and thus has an impact
on US consumers. This is likely to have a direct influence on the
financial results of consumer products companies, which in turn
means that analysts will probably lower their profit expectations
for these companies. Beijing retaliated quickly by devaluing
the Chinese renminbi, which is unlikely to contribute to a
de-escalation.

New import tariffs primarily affect consumer products
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In other words, we continue to view the prospects for global
growth as poor. As a result, the growth rate is likely to drop below
the trend growth rate, both in the US and in Europe. Nevertheless,
we are still not expecting a recession, provided the trade dispute
does not escalate into a trade war. The monetary policy stimulus
recently decided upon should inject some momentum into the
economy going forward. However, fiscal policy measures – which
would probably make the biggest difference to the economy in
the current situation – are not expected.
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Monetary policy: loosening from late summer onwards
As we had anticipated, the Fed lowered interest rates by 25 basis
points on 31 July, its first reduction in a decade. What did surprise
many market participants, however, was that the US central bank
immediately said this was merely a precautionary decrease and
should not be seen as the start of a new rate-cutting cycle. After
all, the Fed is walking a tightrope. On the one side, US economic
data does not provide any reason to lower interest rates. But on
the other side, the central bank is coming under pressure from
President Trump and its comments this year have raised expectations significantly in the capital markets. This has been the main
factor driving the uptrend across almost all asset classes this year.
The Fed has now indicated that it will not provide such strong
support for the markets going forward, although it would have
plenty of ammunition to do so. US key interest rates are therefore
likely to remain higher than previously assumed. The capital
markets’ expectations of further interest-rate cuts were already
falling, but the Fed will have to dampen them even more in the
weeks ahead.
In contrast to the US central bank, the ECB seems prepared to go
a lot further than was generally expected, despite having relatively
little room for manoeuvre. And now, the current economic dip gives
it good reason to do so. After all, indications of a possible recession
in the manufacturing sector are much stronger in Europe than in
the US. The upcoming ECB meeting in September is expected to
bring not only a reduction in interest rates but also the introduction
of a tiered interest-rate system and the relaunch of the asset
purchase programme (APP). However, this is likely to be less
focused on government bonds and will therefore mainly lead to
lower risk premiums on corporate bonds.

Fed and ECB: central banks caught between the
economic reality and market expectations
Fed: US central bank does less than generally expected
End of
balance sheet
reductions;
interest-rate cut
of 25 basis
points (bps)

Fixed income: stronger focus on segments offering a
risk premium
The monetary policy measures already decided upon by the Fed
and those announced by and/or expected from the ECB mean that
interest rates remain resolutely low and have actually fallen even
further. The conditions for fixed-income investments are therefore still fundamentally positive. Yields on safe government bonds,
such as German Bunds and US Treasuries, have dropped sharply
in recent weeks and are expected to go down a little bit more.
In this environment, spread segments are also likely to remain in
demand, firstly because of investors’ hunt for returns and secondly
because of the ECB’s plans to relaunch the asset purchase
programme. If the programme has the volume that we expect
(€30 billion per month, split evenly between government bonds
(PSPP) and corporate bonds (CSPP)/covered bonds), risk premiums
will probably fall on the whole. Nonetheless, it is important in the
current economic climate to pay more attention to individual
security selection, because the disparities in the spread asset
classes have increased markedly in recent weeks. This is the result
of the conflict between the prevailing tailwind from monetary
policy and headwinds from market fundamentals. Not all bonds
have participated in the rally, and this is particularly the case
for those of companies with a weaker business model (mostly
high-yield paper with a CCC rating). Government bonds from
emerging markets continue to receive good support from the low
real rates of return, higher break-even inflation and high oil prices.

• Decision: Corporate bonds are now seen as even more
attractive and covered bonds as even less attractive.

• Positioning: Fixed-income investments have thus become a

little more interesting overall. Government bonds from core and
periphery eurozone countries continue to be rated neutrally, as
do high-yield corporate bonds. The carry segments, in this case
investment-grade corporate bonds and EM government bonds,
are attractive, but covered bonds are not.

Corporate bonds likely to benefit from the
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Equities: escalation of trade dispute likely to take its toll
To some extent, the trade dispute had fallen off the capital
markets’ radar after the G20 summit at the end of June. But that
changed dramatically with Trump’s recent announcement of new
tariffs. There was a noticeable impact on prices in the US stock
market, and companies that do business in China (supply chains,
production facilities, sales markets, etc.) suffered in particular.
Trump’s move had not been anticipated by the markets. With the
US election campaign about to get under way, the trade dispute
is likely to remain in the spotlight and continue to unsettle the
markets. Moreover, the election of Boris Johnson as the UK’s new
prime minister increases the probability of a disorderly Brexit.
Despite economic conditions remaining weak, the equity markets
have generally been climbing over the past few weeks. And the US
stock markets even reached all-time highs. This was mainly because
the central banks raised the prospect of monetary easing. At its
July meeting, however, the Fed did not deliver what the markets
were anticipating, and we think that the Fed will dampen the
significant expectations of further interest-rate cuts over the
course of the year. The second-quarter reporting season in the US
was solid, but there is significant disparity between the sectors.
Cyclical industries (e.g. automotive, chemicals, transport), in
particular, face operational challenges. In view of the renewed
escalation of the trade dispute, which is unlikely to fade into the
background as quickly this time, and the continued economic
headwinds, we have decided to be a bit more cautious about
equities from industrialised countries.

• Decision: Equities from industrialised countries are regarded
slightly more negatively.

Commodities: oil market will probably see a supply
surplus in 2020
At the moment, prices for energy commodities are still well
supported by factors on both the supply side (OPEC+ has extended
its production cuts) and the demand side (e.g. the US driving
season). However, slower increases in oil consumption relative to
output in the months ahead are likely to lead to an oversupply
in the oil market next year, putting downward pressure on prices.
Moreover, global inventories do not justify higher prices. Our
experts have therefore adjusted their price forecast for Brent crude
in twelve months’ time, lowering it from US$ 70.00 to US$ 65.00
per barrel. Industrial metal inventories are stabilising at a low
level; a surplus of lead and zinc in the market is expected from
2020 onwards. Market players are still hoping that Chinese
infrastructure measures will stimulate the sector. The price of gold
has benefited from falling US real interest rates in recent weeks.
Investors have increased their precious metal positions on a huge
scale. Although we have raised our price target for twelve months’
time to US$ 1,450.00 per ounce, the latest rally backs up our
belief that most of the potential has now been exhausted (especially as the Fed’s interest-rate cut fell short of market expectations).
Silver has been relatively weak compared to gold for the past year
(an ounce of gold would recently have bought 95 ounces of silver,
more than at any time since the early 1990s), but interest from
investors in the lesser metal has picked up noticeably in recent
weeks. In our view, silver certainly has the potential for a further
price rise. But as the precious metal position in the portfolio
includes both gold and silver, and also platinum and palladium,
we are maintaining our neutral weighting.

• Positioning: The asset class as a whole has lost some of its

• Decision: None.
• Commodities: Continued neutral weighting for commodities.

Prices react strongly to surprises/disappointments
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Currencies: slightly more cautious stance towards
EM currencies

The office market in Germany

Amid the markets’ immediate reaction to the decision from the
Fed, the US dollar appreciated against all other currencies because
US key interest rates are likely to remain higher for longer than
previously assumed. The capital markets’ expectations of further
interest-rate cuts were already falling, but the Fed will have to
dampen them even more in the weeks ahead.The US dollar is
therefore likely to maintain its strength. Conversely, the poor
economic conditions and the resurgence of the trade dispute are
weighing down on currencies from the emerging markets. They
are also being dragged down by the more hawkish Fed and the
strong US dollar. Another reason why the US dollar will probably
stay firm against the euro is that the ECB is expected to take a
more expansionary approach than the Fed over the remainder
of the year. The gloomier economy, the uncertainties in the trade
dispute and the unresolved issue of Brexit are also having an
adverse effect on the eurozone. On the other side of the Atlantic,
however, the US still has a twin deficit. Pound sterling has become
even more volatile due to the increased likelihood of a hard Brexit
and/or snap election, especially as the Labour Party – whose
manifesto is not seen as market-friendly – could actually win.

• Decision and positioning: Establishment of a long US dollar
position and a short EM currency position

Despite the slight deterioration in the economic outlook, demand
for office space was high in Germany’s top five real estate hotspots during the first half of 2019. Lettings in these five cities
were up by an average of 9.0 per cent. Whereas the rates of
increase in Berlin, Düsseldorf, Frankfurt and Hamburg ranged
between 8.9 per cent and 27.3 per cent, lettings in Munich fell by
11.1 per cent to 418,000 square metres, although this was still
the second-best result of the past decade for the first half of a
year. Given the decrease in vacancy rates, the growth in lettings
is impressive and is predominantly attributable to more leases
being secured in development projects.
The significant level of excess demand caused average vacancy
rates in the top five locations to fall to 4.0 per cent, a year-on-year
drop of 120 basis points. This is the lowest vacancy rate since the
start of 2002. With just 1.8 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 7.5 per cent across the
five hotspots in the past twelve months. Berlin’s especially low
vacancy rate means that the increase in rents was particularly high
at 12.7 per cent.
Attractive financing terms and rising office rents are driving up
demand for office investments. At the end of June, the average
initial yield for office buildings across Germany’s top five locations
stood at 3.0 per cent, which was down by a further 10 basis
points compared with a year earlier. Berlin registered initial yields
of less than 3.0 per cent.
Demand for office space is expected to remain high in the second
half of 2019. As the pipeline of new builds is still relatively meagre,
vacancy rates are likely to continue falling and office rents will
probably rise.

Recent fall in sterling
Euro/sterling exchange rate (€1 in pounds)
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Our current risk assessment

RoRo meter

• US President Donald Trump announced new tariffs on imports

•

•
•

from China with effect from 1 September. They now affect
consumer products too and thus have a direct impact on
US consumers.
Although the Fed lowered interest rates, it explicitly stated that
this was not the start of a new rate-cutting cycle. The ECB is
likely to reduce interest rates in September and resume buying
bonds at the start of 2020.
The latest leading indicators still do not show an end to the
period of economic weakness.
Our general risk assessment (RoRo meter) remains at level 3
(neutral).

Our view of the asset classes

• 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 latest escalation in the trade dispute between
the US and China, combined with the poor economic data, is
likely to have an adverse effect on shares, although monetary
policy should prove to be more of a support.
Currencies: Pressure on EM currencies should ease again.
A firmer euro is fairly unlikely, given the ECB’s plans.
Commodities: The oil price is still supported by supply-side
and demand-side factors but will probably come under renewed
pressure going forward. Gold has little potential for price rises.
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 multiasset context.
The outlook for real estate has improved somewhat in Europe
and the US but is no longer quite so positive in Germany.

3

2

4

1

5
Risk
Off

R o Ro

- Mete

r

Risk
On

Source: Union Investment, as at 1 August 2019. Last changed (from 2 to 3) on 1 July 2019.

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
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 1 August 2019.

Note: The table above provides a relative view of a multi-asset portfolio (excluding 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.
The

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

Real estate
Germany

Strongly favoured

Not favoured
Neutral

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.
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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 aforementioned stipulations, this document were to be made
accessible to an unauthorised reader, or otherwise distributed, 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.
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

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 7 August 2019.
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