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Horizon Handout – Capital Market Outlook 

Disclaimer 

The information presented here is a marketing communication. It does not constitute an investment strategy recommendation within the meaning 

of section 3 para. 1 No. 34 of EU Regulation No. 596/2014, nor an investment recommendation within the meaning of section 3 para. 1 No. 35 of 

EU Regulation No. 596/2014, each read in conjunction with section 85 para. 1 WpHG.  

 

As a marketing communication, this information does not meet all legal requirements to warrant the objectivity of investment recommendations 

and investment strategy recommendations and is not subject to the ban on trading prior to the publication of investment recommendations and 

investment strategy recommendations. This information is meant to give you the chance to learn something about an investment opportunity. 

However, it is not a substitute for legal, tax or individual financial advice. Moreover, no consideration is given here to your investment objectives 

or your personal and financial situation. We therefore expressly point out that this information does not constitute personal investment advice. 

The information has not been reviewed by an independent audit firm or any other independent expert.  

 

The statements made in this document are based on either our own sources or generally accessible third-party sources and are based on the 

status quo at the time when this document was prepared. Subsequent changes cannot be considered. Due to the lapse of time and/or owing to 

changes in legislation, political, economic or other changes, some of the information may turn out to be no longer correct. We do not commit to 

pointing out such changes and/or to preparing an updated document. We would like to point out that past performance, simulations or estimates 

are not reliable indicators of future performance and that fees may be charged for the administration of the safe custody account, which will 

lower the performance.  

 

For an explanation of related technical terms, please see the online glossary at www.berenberg.de/en/glossary. 

 

Status: 2 July 2019. 

http://www.berenberg.de/en/glossary
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Concise overview of capital markets 

Performance review 

Performance of selected asset classes 

Total return of asset classes in the last 4 weeks, year to date, and over 5 years (%, EUR) 

Time period: 02/07/2014–02/07/2019. 

Overview of capital markets outlook and asset allocation 1 2 3 4 5 6 

Sources: Bloomberg, Berenberg. 

Note: The historical performance presented here is not a reliable indicator of future performance . 

   4W (04/06/19 - 02/07/19) 02/07/18 02/07/17 02/07/16 02/07/15 02/07/14

        YTD (31/12/18 - 02/07/19) 02/07/19 02/07/18 02/07/17 02/07/16 02/07/15

Gold 17.8 -1.8 -9.8 14.4 8.3

Topix 1.2 7.1 16.9 -7.0 33.4

MSCI Emerging Markets 5.8 5.5 20.0 -11.8 15.5

S&P 500 14.1 12.9 14.8 3.1 32.1

Euro Stoxx 50 6.9 0.6 22.5 -14.3 9.3

DAX 2.4 -0.7 26.1 -11.9 12.0

EUR IG Bonds 5.1 1.1 1.0 5.3 1.6

Brent -13.0 62.8 -16.0 -33.2 -38.7

EM Hard Currency Bonds 9.4 0.3 5.4 7.7 -2.3

EUR Sovereign Bonds 3.8 0.7 -1.2 5.0 2.3

Eonia -0.4 -0.4 -0.4 -0.2 0.0

USDEUR 3.1 -1.8 -2.5 -0.5 23.2

S&P 500: S&P 500 TR (US equities); Euro Stoxx 50: Euro Stoxx 50 TR; DAX: DAX TR (German equities); Topix: Topix TR (Japanese equities); 

MSCI Emerging Markets: MSCI EM NR (EM equities); EUR Sovereign Bonds: IBOXX Euro Eurozone Sovereign  1-10 TR; EUR IG Bonds: IBOXX Euro Corporates Overall TR;

EM Hard Currency Bonds: Barclays EM Hard Currency Agg Govt Related TR; Gold: Gold US Dollar Spot; Brent: Bloomberg Brent Crude Subindex TR;

Eonia: Eonia Capitalization Index; USDEUR: USDEUR: Price of 1 USD in EUR. All return data are calculalated in EUR.

4-week & YTD 12-month periods over that last 5 years
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Concise overview of capital markets 

General outlook for Q3 2019   

Later recovery 

Heightened political uncertainty is weighing on sentiment and growth: A sustained 

economic recovery will be delayed at the very least. 

Lack of catalysts 

Equity markets have already priced in a stabilisation of growth and bond markets 

have already priced in several interest rate cuts by the Fed. 

Summer weakness 

Without a breakthrough in the trade dispute, anything more than a volatile sideways 

movement for equities over the summer seems improbable. 

Overview of capital markets outlook and asset allocation 1 2 3 4 5 6 
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Concise overview of capital markets 

Outlook by asset classes 

Economics 

• Economy: The economic problems continue. The trade dispute threatens to lengthen the weak phase for manufacturing. 

• Fresh momentum is probable if the political risks (e.g. the trade conflict) subside. 

• The US Federal Reserve is on the verge of cutting interest rates. The ECB's interest rate policy remains extremely expansive. 

Bonds 

• European government bond yields are increasingly stuck at all-time lows. No end in sight to the ECB's zero-interest rate policy.  

• Risk spreads for corporate and high-yield bonds have narrowed recently. We remain cautious towards these segments.  

• We are underweighting bonds in the multi-asset portfolio and keeping the duration short. US Treasuries are useful as a hedge.  

Alternative investments / commodities 

• Gold has risen above USD 1,400 per ounce, buoyed by geopolitical risks, declining base interest rates, and investors.  

• The price of oil (Brent) has recovered recently, supported by tensions in the Middle East and tight oil supplies. 

• Industrial metal prices have stabilised; no trend reversal without an end to the trade war and an economic recovery.  

Currencies 

• The EUR/USD exchange rate has temporarily risen to 1.14 as the US dollar is weakened by the expected cuts to US base 

interest rates and economic data.  

• The British pound is under pressure, falling in the direction of 0.90 pounds per euro due to the unclear Brexit outcome.  

• The EUR/CHF exchange rate has fallen to 1.11 as ECB monetary policy remains expansive. 

Equities 

• Markets have been supported in the last weeks by the pricing-in of more expansive monetary policy by the Fed and the ECB.  

• Without a breakthrough in the trade dispute, anything more than a volatile sideways movement over the summer is improbable. 

• We are underweighting equities in the multi-asset portfolio. We will only seize opportunities when the picture brightens. 

Overview of capital markets outlook and asset allocation 1 2 3 4 5 6 
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Concise overview of Berenberg's asset allocation 

Current positioning within asset classes 

Portfolio positioning of a balanced mandate at a glance 

Source: Berenberg. As of 02/07/2019. 

Overview of capital market outlook and asset allocation 1 2 3 4 5 6 
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Concise overview of Berenberg's asset allocation 

Review of Core Strategy 3 

Management of the equity allocation of a balanced multi-asset mandate since inception 

• After prices recovered, we reduced the equity allocation to almost neutral in Q1 2019, given the persistence of numerous political risks. 

In April, however, our equity allocation increased to a slight overweight again as a result of market performance and our stock selection.   

• We reduced portfolio risks in May in reaction to the escalation of the trade war between the United States and China, as well as the 

other trade conflicts and the delayed economic recovery. We gradually lowered the equity allocation in the multi-asset portfolio from a 

slight overweight to a medium underweight. In exchange, we increased our positions in US Treasuries and gold, for hedging purposes. 

Since more than a volatile sideways phase over the summer seems unlikely without a breakthrough in the trade dispute, we will initially 

remain more defensive with our portfolios. 

Time period: 26/06/2014 – 26/06/2019. 

 
Sources: SimCorp, Bloomberg, Berenberg.  *The "equity benchmark" is 70% STOXX Europe Net Return Index and 30% S&P 500 Net Return Index. 

Note: The historical performance presented here is not a reliable indicator of future performance. 

Overview of capital market outlook and asset allocation 1 2 3 4 5 6 
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Eurozone 

GDP and inflation 

Who will take the reins in the future? 

• Deliberations on Juncker's and Draghi's successors 

intensified at the EU Summit. Ursula von der Leyen has 

been nominated as EU Commission Chief. IMF Chief 

Christine Lagarde is likely to become ECB President. 

• The final Purchasing Managers Index for Manufacturing 

for May printed at 47.7 points, lower than the preceding 

month. The final print of the corresponding services 

index increased modestly to 52.9 points. The overall 

picture is subdued.  

Eurozone GDP growth and economic sentiment 

Eurozone inflation lower in May 

• Overall inflation (year over year) for the month of April 

was 1.7%, in line with expectations. The preliminary 

Eurozone inflation rate in May fell short of expectations, 

which were low to begin with, by falling to 1.2%. The 

ECB is likely to see this as a vindication of its more 

expansive policy. 

• Also in view of our weaker economic forecast, we expect 

an inflation rate of only 1.3% for the full year 2019. 

Economics 1 2 3 4 5 6 

Eurozone inflation 

Source: Eurostat. Time period: 31/01/1999 – 31/05/2019. Sources: Eurostat, European Commission. Time period: 31/03/1999 – 31/05/2019. 
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USA 

GDP and inflation 

US economy is still robust; stronger housing market 

• Apparently, the trade conflict with China is less 

problematic for the United States than for China. 

Nevertheless, the hardened stances in the trade dispute 

are slowly having an impact on the US economy as well. 

At least, an escalation of the tariff dispute with Mexico 

was averted. 

• The final readings of the purchasing manager indices for 

manufacturing and services, as well as the 

unemployment rate for June, will be published next 

week. The housing market seems to have strengthened 

again. 

US GDP growth and Purchasing Managers Index US inflation 

Inflation slows a bit 

• Inflation has slowed a bit, as consumer prices were 1.8% 

higher in May than a year ago (April: 2.0%). Thus, the 

inflation rate is somewhat weaker than expected 

(consensus: 1.9%). The pace of inflation acceleration is 

slowing. 

• We expect 1.9% inflation for the full year 2019. Thus, 

inflationary pressure will remain moderate for now. 

However, the Fed has signalled its willingness to cut 

interest rates towards the end of the year to reinforce the 

credibility of the inflation target.  

Economics 1 2 3 4 5 6 

Sources: BEA, ISM. Time period: 31/12/1998 – 31/05/2019. Time period: 31/01/1999 – 31/05/2019. Source: BLS. 
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China 

GDP and inflation 

Economy under stress; yuan under depreciation 

pressure 

• The trade conflict with the United States is taking a 

heavy toll on the Chinese economy. The constant tit-for-

tat escalation is clouding the prospects for a near-term 

improvement. The yuan is being kept relatively stable 

politically even though depreciation would be good for 

the Chinese currency. However, this will probably not 

happen for political reasons, given the trade dispute. 

• Moreover, fiscal policy successes have yet to 

materialise. Purchasing manager indices recently 

declined into contraction territory on a broad front. 

Chinese GDP growth and Purchasing Managers Index Chinese inflation (YoY) 

Inflation continues to accelerate 

• Prices increased 2.7% year-over-year in May (April: 

2.5%). Thus, inflation continues to accelerate. This 

development had also been anticipated by observers. 

The somewhat weaker yuan against the US dollar has 

contributed to the rise in prices. The numbers for June 

will be published on 10/07. 

• The annual average rate of increase in prices will 

probably be 2.2% in 2019, followed by a slightly slower 

2.1% rate in 2020. 

Sources: NBS, CFLB. Time period: 31/03/2005 – 31/05/2019. Time period: 30/06/2004 – 31/05/2019. Source: NBS. 

Economics 1 2 3 4 5 6 
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  GDP growth (in %)   Inflation (in %) 

  

2018 2019 2020    2018 2019 2020 

  Ø** Ø** Ø**   Ø** Ø** Ø** 

USA 2.9 2.9 2.5 2.5 2.1 1.8   2.4 2.4 1.9 1.8 2.2 2.1 

Eurozone 1.9 1.8 1.1 1.2 1.5 1.3   1.8 1.8 1.3 1.3 1.5 1.4 

Germany 1.5 1.5 0.7 0.8 1.5 1.2   1.9 1.9 1.5 1.5 1.5 1.5 

France 1.7 1.5 1.2 1.3 1.5 1.3   2.1 2.1 1.2 1.3 1.5 1.5 

Italy  0.7 0.8 0.1 0.2 0.8 0.6   1.2 1.2 0.8 0.9 1.1 1.1 

Spain  2.6 2.5 2.3 2.3 2.0 1.9   1.7 1.7 1.1 1.1 1.3 1.4 

United Kingdom 1.4 1.4 1.6 1.4 2.1 1.4   2.5 2.5 2.0 1.9 2.2 2.0 

Japan  0.8 0.8 0.9 0.7 1.0 0.4   1.0 1.0 0.8 0.7 1.4 1.1 

China  6.6 6.6 6.2 6.2 5.9 6.0   2.1 2.1 2.2 2.3 2.1 2.3 

World* 2.8 3.7 2.5 3.3 2.6 3.3   - 3.3 - 3.2 - 3.0 
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Economic forecasts 

Most important estimates at a glance 

Economics 1 2 3 4 5 6 

Source: Bloomberg, Berenberg as of 27/06/2019. 
* At actual exchange rates, not purchasing power parity; PPP would give more weight to the fast-growing emerging-market countries. 

** Average of estimates of other experts (Bloomberg); consensus.  
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Market developments  

The summer could well be difficult 

Persistent summer weakness for equities 

• The lack of positive catalysts will probably continue as long as the trade dispute remains unresolved. Equity markets are 

already pricing in a stabilisation of growth at the current level (left chart) and even if the Fed lowers interest rates, the market 

will have already anticipated this, having priced in more than three interest rate cuts in the next 12 months (right chart). 

• Moreover, many analysts’ profit estimates for this year and next year appear to be too high, considering the changed 

environment. We think it is realistic to assume that profits will grow at only a stable rate, or at most at a rate in the low single 

digits, in the current year. Many companies can be expected to lower their outlooks in the second-quarter reporting season.  

• For these reasons, we do not expect anything more than a volatile sideways movement for equities over the summer, 

especially considering that key buyer groups will probably be inactive. Hence, we have reduced risks and are now 

underweighting equities in the multi-asset portfolio. The higher amount of cash on hand will enable us to react to opportunities 

and raise the equity allocation quickly if the situation improves, e.g. if there is a trade deal between the US and China.  

Equities 1 2 3 4 5 6 

Without growth stabilisation, equities will decline Market is pricing in more than three Fed rate cuts 

Source: Bloomberg. Source: Bloomberg, own calculations. Time period: 01/01/1988 – 01/06/2020.   Time period: 01/01/2012 – 27/06/2019. 
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Corporate profits 

Temporary stabilisation of profit expectations 

Positive profit estimate revisions for emerging markets 

• The profit estimate revisions for industrial nations have 

recently stabilised. With the exception of Japan, analysts 

have changed profit estimates for the next twelve 

months only marginally, despite continued disappointing 

economic data. 

• The negative trend of profit estimate revisions for 

emerging markets has been reversed. Last month, 

estimates were upgraded by 0.5%. Over the past three 

months, there have been downward revisions of just 

under 4% for emerging-market equities. 

 

Stabilisation of profit estimate revisions  Analysts are sceptical towards Asian companies 

Trade war likely to weigh on profit expectations 

• Profit expectations have been adversely affected by 

higher wages and tariffs, in addition to heightened 

political uncertainty. Additional tariffs are likely to disrupt 

supply chains and squeeze companies’ profit margins.  

• We expect that further downgrades will be necessary, 

especially to European profit estimates for 2019. The 

consensus expectation for European companies’ profit 

growth is around 6%. We consider that to be too 

optimistic. Indeed, we expect profit warnings in the 

upcoming reporting season. 

Equities 1 2 3 4 5 6 

Source: FactSet. Source: FactSet. As of 26/06/2019. As of 26/06/2019. 
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Valuations / positioning 

Equities are fairly valued, but risks remain elevated 

Equity market valuations are fair by their own history 

• The price-earnings ratios (P/E ratios) for European and 

US equities have recently climbed on the back of rising 

stock markets. However, the P/E ratio for the S&P 500 is 

only slightly above the historical average, at 17.6.  

• The P/E ratio for the Stoxx 600 stands at 14.4, which 

also happens to be the historical average (since 1987). 

Thus, European equities appear to be relatively 

inexpensive.  

Equity P/E ratios are close to their historical averages EM economic data have been very disappointing 

Frontier markets preferred over emerging markets 

• EM equities should underperform in the coming months. 

The reconsideration of international supply chains is a 

big challenge for emerging markets. Disappointing 

economic data and fund outflows are also having a 

negative impact.  

• We find frontier markets (FM) more attractive. First, FM 

companies generate most of their sales in the domestic 

market and are therefore less dependent on the global 

economy and trade wars. Second, fewer international 

investors are invested in these markets, which means 

that less money can be withdrawn in crisis situations. 

  

Equities 1 2 3 4 5 6 

Source: Bloomberg; *The history of MSCI  

Europe before 2000 was applied for the Stoxx 600. 
Source: Bloomberg, own calculations. Time period: 01/01/1988 - 25/06/2019. Time period: 25/06/2013 - 25/06/2019. 
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Equity allocation 

Europe has the greatest recovery potential 

USA 

Underweight 

• Based on leading indicators, 

GDP growth will probably slow. 

• Corporate profits will probably 

increase only marginally this 

year, especially considering the 

adverse impact of tariffs on profit 

margins.   

• The trade conflicts, especially 

with China, are likely to fuel 

volatility.  

• The higher valuations of US 

equities suggest a greater 

potential for disappointment. 

United Kingdom 

Underweight 

• Even after the postponement of 

the Brexit deadline and the 

search for a new Prime 

Minister, there is no political 

solution in sight for Brexit.   

• If a hard Brexit is avoided, our 

economists expect growth of 

1.6% and a stronger pound.  

• The equity market is historically 

cheap; however, that will 

probably not change very much 

until a final Brexit decision is 

reached.  

Emerging markets 

Add for diversification  

• In the wake of the latest 

escalation of the trade dispute 

between the United States and 

China and the other trade 

conflicts, the short-term outlook 

for emerging markets has 

dimmed. Valuations seem fair, 

but profit estimate revisions are 

still negative.  

• We are focusing on frontier 

markets, which will be less hard 

hit by higher tariffs.  

Europe ex. UK 

Neutral weighting - Focus on 

Germany 

• The economic recovery has 

been delayed, especially in view 

of the fact that no trend reversal 

can be detected in purchasing 

manager indices.  

• Analysts expect that corporate 

profits will rise by 6% in 2019. 

We consider that to be too 

optimistic.    

• Valuations are fair and offer 

upside potential for prices in the 

medium term.  

Equities 1 2 3 4 5 6 



  

  
Current       Ø* 

Index forecasts 02/07/2019   31/12/2019 30/06/2020   in 12 months 

S&P 500 2,973   2,950 3,050   3,188 

Dax 12,527   12,600 12,900   13,992 

Euro Stoxx 50 3,508   3,500 3,650   3,817 

MSCI UK 2,177   2,200 2,300   2,333 

  

  
            

Index potential (in %)             

S&P 500 -   -0.8 2.6   7.2 

Dax -   0.6 3.0   11.7 

Euro Stoxx 50 -   -0.2 4.0   8.8 

MSCI UK -   1.1 5.6   7.2 
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Equity market forecasts 

Estimates for selected indices 

Equities 1 2 3 4 5 6 

Source: Bloomberg, Berenberg, as of 03/07/2019. 

*Average based on bottom-up estimates. 
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Market developments 

Interest rates and yields 

Fed tends to change course; ECB is ready for new 

stimulus 

• Although the US central bank recently left its base interest 

rate unchanged, it has signalled interest rate cuts before 

the end of the year. It is therefore inclined to pursue a 

rather more expansive monetary policy again. Trump is 

likely to welcome this development. 

• The ECB is willing to take further action to lift Eurozone 

inflation back into the target range. The first measures 

could be announced in September. 

Yields are declining from already low levels 

• Investors have returned to "safe havens' in reaction to 

the difficult global environment. Following the recent 

sharp declines, yields of 10-year German Bunds had 

initially stabilised at the lowest levels, but are now even 

lower at around -0.3%. The Bund future remains at 

record-high levels, reaching a fresh all-time high of 

slightly less than 173 points on 18/06. 

• Ten-year US Treasuries are likewise trending down and 

are currently at around 2%.  

Base interest rates Comparison of the yields of 10-year government bonds 

Bonds 1 2 3 4 5 6 

Source: Bloomberg. Time period: 01/02/1999 – 24/06/2019. Source: Bloomberg. Time period: 24/06/2009 – 24/06/2019. 
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Government bonds 

Between safety and income 

Challenging environment 

• Bond markets find themselves in a challenging 

environment characterised by rising probabilities for an 

interest rate cut in the United States, additional liquidity 

injections by the ECB beginning in September, weak 

inflation expectations, persistent political risks, and 

downward-trending economic forecasts. 

• The bond yields of several European countries have 

fallen to fresh all-time lows. Both US Treasuries and 

British Gilts are their lowest levels of the year to date. 

 

 

Yields of 10-year Bunds are at record-low levels End of crisis means end of the rally  

Safe government bonds 

• We expect an easing trend accompanied by rising yields 

again by the end of the year at the latest. For this 

reason, we do not recommend German government 

bonds in any case, given the negative yields. With a 

yield advantage of around 240 basis points, US 

Treasuries are attractive for portfolio diversification or 

hedging purposes in phases of heightened uncertainty. 

• On the other hand, we are shunning Italy except for 

short-dated bonds due to the smouldering conflict 

surrounding the national government's budget.  

Bonds 1 2 3 4 5 6 

Source: Bloomberg, 10-year government bonds. Source: Bloomberg, iBoxx Government Bond 

Indices (7-10 years, TR). 

Time period: 01/01/2014–26/06/2019. Time period: 26/06/2014 - 26/06/2019. 
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Corporate bonds 

Risk premiums are still too low 

Lack of concern in the credit markets 

• Sceptical as we have been regarding the extent and 

speed of the recovery of credit markets since the 

beginning of the year, we have successively pulled out 

of corporate and financial bonds since then. 

• We expect spreads to widen, especially for high-yield 

bonds and subordinated financial bonds, in the more 

illiquid markets over the summer months.  

• We have therefore taken a defensive position, favouring 

short maturities and better credit qualities while avoiding 

cyclical sectors such as commodities and automotive.  

European high-yields are still unattractive Emerging-market bonds are relatively attractive 

Emerging-market bonds are still promising 

• After a strong first quarter, emerging-market bonds 

denominated in both local currency and hard currency 

consolidated in the subsequent weeks, but without giving 

up much in the way of performance.  

• Both asset classes remain attractive both in absolute 

terms and in comparison with other fixed-income 

segments. Moreover, they are converging again, as 

yields in the hard-currency segment are now slightly 

lower than those in the local currency segment. 

Bonds 1 2 3 4 5 6 

Source: Bloomberg. Source: Bloomberg. Time period: 26/06/2014–26/06/2019. Time period: 01/01/2013–26/06/2019. 
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Corporate bonds 
Underweight 

• We have taken a defensive position because we expect risk 

spreads to widen further in the coming months.  

• Within the segment of corporate bonds, we prefer short-dated 

bonds in order to minimise spread and duration risk. 
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Capital market strategy 

Bonds 

Government bonds & covered bonds 
Underweight 

• Volatility could rise further due to (trade) political risks and bonds 

will remain in demand in risk-off phases.  

• We expect bond yields to rise in the medium term if economic 

growth recovers and inflation accelerates. Therefore, duration 

should still be kept short. Interest rate risks are not adequately 

compensated. 

• US Treasuries offer more attractive yields and seem suitable to 

us as a hedge against political and growth risks in the portfolio 

context. 

Emerging-market bonds 
Overweight 

• Emerging-market bonds are still strategically attractive 

at the current risk spreads. 

• If an agreement is reached in the trade dispute, 

emerging-market bonds can be expected to benefit more 

than others, especially considering our expectation of an 

end to US dollar strength, which should also benefit 

emerging-market countries.  

Core segments Other segments  

High-yield bonds 
Neutral 

• The growing debt of US companies, coupled with rising 

interest rates, makes USD high-yield bonds unattractive. 

• We are still invested in European high-yield bonds, but 

are cautiously positioned, especially in the BB rating 

class. 

 

Bonds 1 2 3 4 5 6 



      02/07/2019   31/12/2019   30/06/2020 

Base interest rates and 

government bond yields (in %) 
  Current   Ø*   Ø* 

USA                 

  Base interest rate   2.25 - 2.50   1.75 - 2.00 2.15   1.75 - 2.00 2.05 

  10Y US yield   1.98   2.30 2.31   2.30 2.39 

Eurozone                 

  Base interest rate   0.00   0.00 0.00   0.00 0.00 

  10Y Bund yield   -0.37   0.00 0.03   0.30 0.13 

United Kingdom                 

  Base interest rate   0.75   0.75 0.80   1.00 0.90 

  10Y Gilt yield   0.72   1.10 1.18   1.50 1.34 
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Forecasts 

Estimates for selected bond markets 

Bonds 1 2 3 4 5 6 

Source: Bloomberg, Berenberg as of 03/07/2019. 

*Average of estimates by other experts (Bloomberg), consensus. 
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Crude oil  

Demand worries vs. political tensions in the Middle East 

Wide fluctuations can be expected in the price of oil 

• The price of oil will probably still be subject to wide fluctuations. As late as early May, Brent crude had risen to as high as USD 

75 per barrel, driven by tight OPEC oil supplies and worries that stricter US sanctions against Iran would worsen the supply 

situation. But shortly after that, the escalation of the trade war caused prices to plummet to as low as USD 60 per barrel 

through mid-June. Financial investors pulled back in the risk-off environment as increasing growth worries, which imply lower 

demand for oil, gained the upper hand. 

• Due to booming shale oil production, US oil inventories are relatively high, but oil supplies are rather tight in the rest of the 

world. This divergence is reflected in the steep Brent futures curve and the high price difference between Brent and WTI.  

• OPEC has been extending its oil production cuts into Q1 2020 to offset the growing supply of US oil. Although a stable oil 

price would appear to be justified on the basis of fundamentals, volatility will probably remain high in the short term. If growth 

worries return, sales by financial investors will probably bring the price down, even as political tensions in the Middle East, 

including concerns about production or transportation problems, could cause the price to rise.  

Price of oil is heavily influenced by investor positioning US oil production is rising at the expense of OPEC+ 

countries 

Commodities 1 2 3 4 5 6 

Source: Bloomberg. Time period: 01/01/2015 – 27/06/2019. Source: Bloomberg. Time period: 01/01/2014 – 31/05/2019. 

20

30

40

50

60

70

80

90

0

200

400

600

800

1,000

1,200

1,400

Jan. 15 Jul. 15 Jan. 16 Jul. 16 Jan. 17 Jul. 17 Jan. 18 Jul. 18 Jan. 19

Speculative net long positions WTI (lhs) Speculative net long positions Brent (lhs)

Brent Crude Oil in USD per Barrel (rhs)

in thousand contracts

7.0

8.0

9.0

10.0

11.0

12.0

13.0

7.0

8.0

9.0

10.0

11.0

12.0

13.0

2014 2015 2016 2017 2018 2019

US oil production (in mbpd)
Russia oil production (in mbpd)
Saudi Arabia oil production (in mbpd)



03/07/2019 Horizon Handout ǀ July 2019 29 

Precious and industrial metals 

Only gold glitters; industrial metals remain under pressure 

Gold to benefit from risk aversion and monetary policy  

• After a consolidation phase, the price of gold has soared 

above USD1,400 per ounce. First, gold has benefited from 

the numerous uncertainties and its safe-haven status. 

Second, it has been supported by the hopes for US 

interest rate cuts, leading to lower bond yields and real 

interest rates. Moreover, the weaker US dollar also helps 

the gold price. 

•  Although financial investors have increased their 

positions, there is still potential for a higher price of gold. 

In addition, gold remains attractive as a portfolio hedge. 

Stronger ETF demand is supporting the price of gold Still no trend reversal in sight for industrial metals 

Growth worries weigh on Industrial metal prices 

• A series of negative developments can explain the 

substantial declines in prices of industrial metals in the 

last few months: the trade war between the US and 

China, the various US tariffs, the weakening of 

worldwide PMIs stoking recession fears, US dollar 

strength and the pull-back of financial investors.  

• Without an end to the trade war and an economic 

recovery, including of Chinese manufacturing, the 

outlook remains bleak. Only the possibility of additional 

stimulus measures in China gives reason for hope. 

Commodities 1 2 3 4 5 6 

Time period: 01/01/2014 – 27/06/2019. Source: Bloomberg. Time period: 01/01/2014 – 26/06/2019. Source: Bloomberg. 
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Market developments  

Currencies 

EUR/USD: Euro is trending up 

• The euro is basically weak against the dollar, but has 

trended up over the course of the past week. The 

exchange rate moved in the direction of 1.14 dollars per 

euro. 

• The Fed's signals of interest rate cuts this year have 

confirmed the policy reversal. Only about six months 

ago, all signs pointed to much tighter monetary policy 

with multiple interest rate hikes in 2019. This change of 

direction could give further tailwinds to the euro. On the 

other hand, the ECB has also hinted at a more 

expansive policy. 

EUR/GBP: Pound is suffering from the political crisis 

• The pound has weakened. One euro currently fetches a 

little more than 0.89 pounds. The euro's rise can be 

attributed above all to the crisis of the British 

government and the uncertainty surrounding the future 

Brexit line. If it comes to a hard Brexit, the two 

currencies could even reach parity. 

• If a hard Brexit is avoided, however, the pound would 

probably appreciate against the euro again to around 

0.87 pounds per euro at the end of this year. The risks 

and opportunities are unevenly distributed, just like the 

probabilities of the various possible scenarios. 

Euro/US dollar exchange rate Euro/British pound exchange rate 

Currencies 1 2 3 4 5 6 

Source: Bloomberg. Time period: 24/06/2014 – 24/06/2019. Source: Bloomberg. Time period: 24/06/2014 – 24/06/2019. 
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    02/07/2019   31/12/2019   30/06/2020 

Exchange rate forecasts   Current   Ø*   Ø* 

 EUR/USD   1.13   1.15 1.15   1.17 1.17 

 EUR/GBP   0.90   0.87 0.89   0.87 0.88 

 EUR/CHF   1.11   1.14 1.13   1.15 1.15 

 EUR/JPY   122   128 124   130 125 

                  

Change against the euro (in %)                 

 USD   -   -1.9 -1.9   -3.5 -3.5 

 GBP   -   3.0 0.7   3.0 1.8 

 CHF   -   -2.4 -1.5   -3.2 -3.2 

 JPY   -   -4.9 -1.8   -6.3 -2.6 
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Forecasts 

Estimates of the most important currencies 

Currencies 1 2 3 4 5 6 

*Source: Bloomberg, Berenberg as of 03/07/2019. 

*Average of estimates of other experts (Bloomberg); consensus. 
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