
“The environment of low interest rates is here 
to stay for a long time yet. In the fixed-income 
segment, there should be a clear emphasis  
on asset classes that offer a risk premium.  
High-yield corporate bonds are the only  
exception to this.” 
Christian Kopf, Head of Fixed-Income Fund Management
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The markets at a glance

Economy, growth, inflation

Because the latest leading indicators still do not suggest that the 
economy is turning the corner, our economists have significantly 
lowered their growth forecasts for 2020. For the US, they predict 
that gross domestic product (GDP) will rise by 1.7 per cent next 
year (previous forecast: 2.0 per cent). The world’s biggest economy 
will thus remain the engine of growth compared with the other 
industrialised countries, driven mainly by its large service sector. 
The economic headwinds are likely to persist for countries and 
regions with a heavier focus on industry, such as Japan, Germany 
and the eurozone. However, fiscal intervention is not expected 
unless the economy slides into a genuine crisis. The growth fore  - 
cast for the eurozone for 2020 has been lowered to 0.8 per cent. 
China’s government appears to be content with a growth rate of 
below the 6 per cent mark, which probably means there will be 
less fiscal stimulus than in the past. We anticipate that China’s 
GDP will climb by 5.7 per cent in 2020.

Although trade relations have settled down slightly in recent 
weeks, uncertainty still remains at a high level, particularly in  
the real economy. And this is compounded by the uncertainty 
surrounding Brexit. Against this backdrop, important business 
decisions, such as those regarding capital investment, are being 
delayed for as long as possible in the hope that the US and 
China can reach an agreement. Such a deal could in fact be 
struck at any time, and would actually be in the economic inter-
ests of both protagonists. But because the trade dispute is not 
simply about trade policy and also because China has a strong 
interest in the next US president not being called Donald Trump,  
it is highly likely that the dispute will continue, interspersed with 
brief periods of calm.

US has the best prospects for growth
Union Investment’s GDP growth forecasts (%)

Summary

We have dropped our slightly defensive position and taken up a 
more neutral stance again. This decision was made because the 
weakening of global economic growth has slowed down a little. 
Many indicators still remain weak – such as the recently published 
purchasing managers’ indices and the expectations component of 
the ifo Business Climate Index – and the economy has not yet 
bottomed out. But despite what the data is showing, the capital 
markets have stabilised significantly in recent weeks. We believe 
that this is mainly because the sentiment in the markets and the 
expectations of economists and analysts had been much more 
pessimistic. As a result, the growth surprise indices, which compare 
the actual data with the forecasts, turned positive for the first time 
in a long while. A further sign that the slowdown is decelerating is 
the fact that a number of rolling indicators have stabilised at a 
low level. However, economic conditions have yet to stabilise 
permanently. Our medium-term forecast of moderate economic 
growth remains unchanged. 

The drone strike on the world’s biggest oil processing plant in 
Saudi Arabia has pushed the dispute with Iran – which is thought 
to have at least have pulled the strings in the attack – back to the 
forefront of the markets’ attention. This is because surges in the 
oil price and military confrontation with Iran have now become 
more likely. As far as the capital markets are concerned, the 
US-China trade dispute, Brexit and other geopolitical factors have 
taken something of a back seat in recent weeks. Whereas China 
and the US appear to be moving slightly closer to a rapprochement, 
the tone in the UK remains confrontational – and the outcome is 
uncertain. Overall, the risk positioning was therefore left unchanged 
at level 3 on the RoRo meter. 

Recent US data better than expected   
Citi Economic Surprise Index for the US over the past  
twelve months

Source: Bloomberg, as at 24 September 2019. Source: Union Investment, as at 24 September 2019.
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The markets at a glance

Monetary policy: central banks have delivered

As expected, the US Federal Reserve (Fed) lowered key interest 
rates by a further 25 basis points. The central bank confirmed its 
expectation of a generally robust US economy and a continuation 
of the current rate of growth both for the remainder of this year 
and for 2020. It also expects the unemployment rate to remain 
low and core inflation to firm slightly. In light of these conditions, 
not one member of the Federal Open Market Committee is antici-
pating further interest-rate cuts in 2020. It is notable how divided 
the members are about the current strategy. Although we are as 
data-driven as the Fed, we expect to see two interest-rate cuts 
due to our prediction of a slowdown in the US economy.

The European Central Bank (ECB) ratified the extensive package 
of expansionary measures that had been expected. There were 
some surprises, however: the ECB’s securities purchases will resume 
as early as November, for an indefinite period and with a monthly 
volume of €20 billion. Many economists also failed to predict the 
central bank’s more data-driven outlook, which reflects the sharp 
correction of its inflation forecast for 2020 (from 1.4 per cent to 
1.0 per cent). Having now lowered the deposit facility interest rate 
by 10 basis points to minus 0.5 per cent, the ECB has ensured 
that the low-interest-rate environment in the eurozone is here to 
stay. We believe that it is unlikely to make further interest-rate 
cuts at its upcoming meetings. By introducing a system of tiered 
interest rates, the ECB has created an important tool for reducing 
the costs of banks with a high volume of deposits. The system will 
exempt up to €780 billion of surplus reserves from the negative 
rates. 

Fixed income: focus on segments offering a risk premium

Our attention in this sector is focused mainly on spread markets, 
i.e. those that offer a risk premium. As far as paper from European 
periphery countries and corporate bonds are concerned, we antici-
pate a further narrowing of spreads. If we look back at the first 
asset purchase programme, we see that the biggest positive move-
ment took place before the programme commenced. This suggests 
that these fixed-income segments still hold some promise before 
the asset purchases resume in November. But even ignoring this, the 
positive trend is likely to continue, as the ECB’s message rang loud 
and clear: yields will remain low for a long time to come. Talk about 
the Japanification of the eurozone is rife. If we take the land of the 
rising sun as a blueprint, then investors should steer clear of corpo-
rate bonds in particular. Moreover, the current pricing of corporate 
paper looks fair by historical comparison.

We expect yields on US Treasuries to continue falling. This should 
benefit bonds from the emerging and developing markets and 
reduce finance costs there. However, we are growing increasingly 
cautious about European high-yield bonds. More and more bonds 
of very poor credit quality (rating class CCC) are defaulting. 

• Decision: High-yield corporate bonds are falling out of 
favour.

• Positioning: Our preference is for corporate bonds, EM  
government bonds and paper from the eurozone periphery.  
We are steering clear of government bonds from the core  
eurozone markets and high-yield corporate bonds.

The central banks have delivered 
Our expectations regarding the future direction of central banks’ 
monetary policy

Source: Union Investment, as at 24 September 2019.

Corporate bonds are fairly priced 
Spread levels, as measured by the ICE BofAML Euro Corporate index

Source: Thomson Reuters Datastream, as at 24 September 2019.
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The markets at a glance

Equities: shares from industrialised countries preferred 
to EM stocks

The gloomier economic picture, weak leading indicators and 
geopolitical risks seem to be doing little harm to the equity markets 
in industrialised countries. Prices are continuing to hold steady at 
a relatively high level. This indicates, among other things, that 
much of the negative news has already been priced in. Moreover, 
the economic data in the US, the most important equity market,  
is still extremely robust – which is not the case in Europe. A look 
at the Economic Surprise Index reveals that the latest economic 
data has been better than analysts had feared. The index is at  
its highest level for 18 months and leaves little doubt that the 
situation is healthier than the sentiment would suggest. 

Profit expectations show that times are getting tougher for cyclical 
firms, whereas other companies continue to hold up well. This is 
likely to be confirmed by the upcoming reporting season. Against 
this backdrop, an overly cautious stance towards this asset class 
as a whole no longer seems appropriate, which is why we have 
decided to increase the proportion of equities from industrialised 
countries. However, we will continue to exercise caution when it 
comes to the emerging markets. Going forward, EM stocks will 
probably be more heavily affected by the economic slowdown 
and the trade dispute than stocks from industrialised countries. 
But should a surprise agreement be reached in the trade dispute, 
the cyclical markets in Europe (such as Germany) have the potential 
to make stronger gains than the Asian stock markets.

• Decision: We regard equities from industrialised countries as 
attractive.

• Positioning: We remain cautious about stocks from emerging 
markets, which means that overall we hold a neutral view of 
equities as an asset class.

Commodities: oil reserves exhausted

The drone attack on the Saudi Arabian oil facilities revealed how 
susceptible the sector is to external shocks. Saudi Aramco says 
that output will return to its previous level soon. We very much 
have our doubts, however, and do not expect the repairs to be 
completed until November. By that time, the loss of output is set 
to have reached more than 100 million barrels. This will likely 
have a positive impact on the oil price. There are now no longer 
any reserves – either in Saudi Arabia or the other oil-producing 
regions – that could offset supply shortages. Further outages 
would drive up the price even more, particularly as a market 
deficit is expected in the fourth quarter anyway. A more bullish 
assessment therefore seems appropriate. 

By contrast, we have, in relative terms, adopted a slightly more 
cautious stance with regard to precious metals. Gold, in particular, 
has now reached an extreme and very overbought level. Little 
notice is taken of positive news in this kind of environment, 
whereas headlines that are detrimental for the sector have the 
potential to trigger a more significant price reaction. At the same 
time, the main driver of the gold price, the real interest rate in 
the US, looks unlikely to fall any further. In an additional step, 
we moved back to a neutral position in industrial metals, partly 
because global inventories have stabilised of late.

• Decision: Energy commodities upgraded, precious metals 
downgraded, industrial metals neutralised overall.

• Positioning: Neutral positioning in commodities as a whole. 
Within the asset class, we expect energy commodities to fare 
better than precious metals.

Production outage following drone attack
Millions of barrels

Sector rotation did not last long
Indexed performance since the beginning of 2019

Source: Bloomberg, as at 25 September 2019. Sources: Union Investment, own calculations, as at 23 September 2019.

n  STOXX 600 banks (left axis)           n  STOXX 600 healthcare stocks (left axis)           
n  Difference in performance (right axis)

120

115

110

105

100

95

90

85

Jan Feb Mar Apr May Jun Jul Aug Sep

40

30

20

10

0

– 10

– 20

n  Saudi Arabia’s estimated daily oil output           n  Cumulative production losses (right axis)

12

10

8

6

4

2

0

Sep  
2019

Oct  
2019

Nov  
2019

140

120

100

80

60

40

20

0



5

October 2019: Market news and expert views

Source: Bloomberg, as at 25 September 2019.

The euro’s steady fall continues – Brexit is taking its toll
US dollars to the euro since the start of 2018

The markets at a glance

Quarterly change in prime office rents in the  
Asia-Pacific region
Average (%)* 

* Average of the five biggest Asia-Pacific office markets.   
Source: Jones Lang LaSalle, as at 30 June 2019.
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Currencies: slightly more cautious stance towards EM 
currencies

Given the ECB’s wait-and-see stance and the further interest- 
rate reductions in the US, the interest-rate differential between 
the two currency areas is likely to narrow again. This, combined 
with more rapidly growing government debt in the US than in 
the eurozone, strongly suggests that the greenback will weaken. 
On the other hand, the euro is continuing to come under pressure 
because of the looming Brexit deadline. In addition, the huge split 
within the Fed about how it should proceed going forward is 
likely to continue holding back the markets for a little while yet. 
Weighing up these opposing factors does not produce a clear 
picture, which is why we are standing on the sidelines for the 
time being. 

In view of the marginally improved situation as regards a possible 
‘mini deal’ in the US-China trade dispute, we are closing our 
position in US dollars vs. emerging market currencies. The chances 
of a further flare-up can be discounted for the time being. Pound 
sterling is likely to remain volatile because of the situation in  
the UK. Now that the prorogation of parliament has been ruled 
unlawful, the next few weeks are likely to see a lot of action in 
the Brexit talks. Given how messy the situation is, we expect the 
withdrawal date to be delayed again and then an early election to 
be called. It will be difficult to predict the outcome of this, so we 
are not looking to position ourselves here.

• Decision: The US dollar position is looking less attractive;  
our assessment of EM currencies is now neutral again.

• Positioning: Neutral across the board.

Office market in Asia

The economic picture in the Asia-Pacific region has turned slightly 
gloomier of late because of the weakening global economy and the 
continuing escalation in the US-China trade dispute. Nevertheless, 
the growth prospects of the individual economies generally remain 
much more positive than in the western industrialised countries. 
This is reflected in the sustained strength of demand for office 
space in 2019 so far, as demonstrated by the healthy growth in 
lettings in numerous cities.

Despite the often high number of new build completions, many 
markets in Asia-Pacific have registered a fall in vacancy rates. 
The average vacancy rate in the region’s five biggest office markets 
declined by 120 basis points year on year to end June 2019 at an 
average of 7.6 per cent. In Seoul, Singapore, Sydney and Tokyo, 
vacancy rates declined by between 0.4 and 4.1 percentage points 
year on year. Only in Kuala Lumpur did demand fail to keep pace 
with the supply of new building space, with vacancy rates increasing 
by 2.9 percentage points on the corresponding quarter of 2018 
to reach 18.5 per cent.

Due to this excess demand, prime rents for offices in these five 
cities have risen by an average of 5.1 per cent over the past 
twelve months. Singapore was the top performer with rents going 
by up 12.3 per cent, followed by Tokyo with a 7.3 per cent 
increase. Rental prices were even up slightly in Kuala Lumpur 
despite the rising vacancy rate. 

Demand from investors for commercial real estate in the Asia-
Pacific region remained high in the second quarter of 2019. 
Whereas initial yields in Seoul and Tokyo fell again year on year, 
by 10 basis points and 20 basis points respectively, they held 
steady in Singapore, Sydney and Kuala Lumpur. Overall, yields 
appear to be bottoming out.
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Our assessment at a glance

Our current risk assessment

• Fixed income: The focus is largely on asset classes that offer a 
risk premium. We are taking a cautious approach with regard to 
core government bonds and covered bonds. 

• Equities: Despite recent negative data, the equity markets are 
doing exceptionally well. Much of the bad news appears to 
already be priced in. Healthy US economic data has restored 
our faith in equities.

• Currencies: No clear picture is emerging in the currency 
markets at present. We are therefore adopting a neutral 
position.

• Commodities: The attack on an oil facility in Saudi Arabia has 
exhausted reserves. Any further negative news is therefore likely 
to drive up the price. By contrast, there appears to be little 
potential in gold.

• 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

• The weakening of the economy has slowed a little.
• ECB and Fed have met the expectations of the markets. 

However, the positive momentum provided by their monetary 
policy is likely to fade going forward.

• The Iran dispute is back in focus on the geopolitical front. Brexit 
and the trade dispute have taken something of a back seat.

• The expectations for the upcoming reporting season are modest. 
The weakness of industry is likely to make its presence felt in the 
cyclical sectors.

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

Source: Union Investment, as at 24 September 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 24 September 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 decision made at the UIC’s previous 
regular meeting.
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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 1 October 2019.


