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Concise overview of capital markets
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Performance

5-year period
(31/05/2012–31/05/2017, in euro, 
total return)

Government bonds

Europe

24.5%

Corporate bonds 

Europe
11.8%

Equities USA 78.0%

Equities Germany 70.0%

Equities Europe 65.7%

Equities emerging 

markets
31.7%

Source: Bloomberg, performance data, 31/12/2016 – 31/05/2017

Performance of selected asset classes¹
Year to date as per 31st of May 2017, in euro, total return

¹Equities USA (S&P 500); equities emerging markets (MSCI Emerging Markets); bonds emerging markets USD (Bloomberg USD 
Emerging Market Sovereign Bond Index); equities world (MSCI World); equities Germany (DAX 30); corporate bonds Europe (iBoxx 
Liquid Corporates 100 Non-financials);  equities Europe (EURO STOXX 50); government bonds Europe (iBoxx Euro Eurozone Overall 
TR Index); equities Great Britain (FTSE 100); financial bonds Europe (iBoxx Liquid Corporates 100 Financials). 
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Concise overview of capital markets 
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Economics

• Eurozone: The economy continues to pick up. Political risks have subsided since the election in France. 

• USA: Trump's economic policy would have an expansive effect, but implementation is uncertain.

• China: Growth is trending down. The yuan has stabilised.

Bonds

• Declining inflation is dragging bond yields down. 

• Restraint in riskier sub-segments: many risk spreads are comparatively low. 

• We are sticking with a short duration and waiting patiently for new investment opportunities. 

Alternative investments / commodities

• The gold price is stable above USD 1,250 per ounce, supported by the weaker US dollar; useful as a hedge.

• The oil price is fluctuating around the level of USD 50: not boosted by the OPEC production cut.  

• Industrial metals in reverse gear, weighed down by the unwinding of the "Trump trade".

Currencies

• The dollar euphoria has dissipated, the sentiment in the currency market has turned.

• The euro has benefitted from the outcome of the French election and from doubts surrounding the quick 

implementation of political reforms in the US. The British pound remains weak due to Brexit.

Equities

• Consolidation at high levels, likely to continue; seasonality gives reason for caution.  

• Further profit growth, constructive chart-technical signals, and a lack of investment alternatives.

• We remain modestly overweighted after selective profit-taking; taking advantage of singular opportunities. 
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ECONOMICS



Eurozone

Economic growth and inflation

Source: Eurostat. Time period: 31/01/1999 – 31/05-30/04/2017Source: European Commission. Time period: 31/01/1999 – 31/05-30/04/2017

Eurozone confidence indicators Eurozone inflation

• As expected, the substantial jump in the inflation rate to 

1.9% in April was only a temporary outlier. The inflation 

rate fell to 1.4% in May, which was even lower than the 

March value (1.5%). The price index had been pushed 

up in April particularly by the Easter holiday and the 

more expensive holiday trips taken in that time. The core 

rate excluding energy and food prices fell from 1.2% to 

0.9%. 

• We expect an average annual inflation rate of 1.6% for 

2017. 

Positive economic data Slower rate of inflation

• The Eurozone economy has not lost momentum, despite 

the Brexit vote. And no harm has resulted from the US 

Presidential election. GDP expanded by 0.5% in Q1 

2017.

• The economic data are positive and the outcome of the 

French election could lend a further boost. Purchasing 

manager indices, consumer confidence and business 

confidence indicators are showing a very promising 

development. We have raised our growth forecast 

slightly and now expect GDP growth of 1.8% in 2017. 
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USA

Economic growth and inflation

US GDP growth and Purchasing Managers Index US inflation

• Healthcare policy, tax policy, internal strife: The question 

is whether President Trump can achieve his ambitious 

economic policy goals. Doubts have arisen as to 

whether the tax reform plans, the main points of which 

have already been presented, can be implemented, and 

certainly concerning the time plan.

• GDP expanded by an annualised rate of 1.2% in Q1, but 

GDP growth should pick up speed in the further course 

of the year: We expect 2.2% for this year (2018: 2.9%). 

The latest labour market data were modestly positive.

• Inflation rates have clearly accelerated in the meantime, 

although growth is not overheating. This development is 

attributed to higher energy prices, rising rents and 

healthcare costs, but also moderately rising wage 

pressure. However, inflation rates declined further to 

2.2% in April (March: 2.4%). The core rate fell to 1.9%.

• As expected, the Fed recently left interest rates 

unchanged at 0.75–1.00%. Two more interest rate hikes 

can be expected in the further course of 2017.

Economy: Expansive economic policy Fed: Probably two more interest rate hikes in 2017

Sources: BEA, ISM. Time period: 31/12/1996 – 28/04/2017 Time period: 31/01/1999 – 30/04/2017Source: BLS.
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China

Economic growth and inflation

Chinese GDP growth and PMI Chinese inflation (YoY)

• China's government is aiming for growth of around 6.5% 

in 2017. Despite the trend of slowing growth rates, 

economic growth is still dynamic: The growth rate of 

6.9% in the first quarter 2017 was just slightly higher 

than expectations. Industrial production was especially 

convincing, while retail sales declined only slightly in 

April. We expect growth of 6.4% in 2017 and 5.9% in the 

following year.

• Moody's lowered its rating for foreign currency-

denominated debts, citing higher levels of corporate 

debt.

• Chinese currency reserves did not shrink further in April, 

but stabilised further above the level of three trillion US 

dollars. 

• The conflict concerning the yuan's exchange rate has 

eased. Donald Trump had repeatedly referred to China 

as a currency manipulator, but has since backed off of 

this claim. It is helpful that the US dollar has not 

depreciated further against the Chinese yuan for months 

now.

Slowing growth trend Currency reserves have risen again slightly

Sources: NBS, CFLB. Time period: 31/03/2005 – 28/04/2017 Time period: 31/052002 – 30/04/2017Source: NBS.
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EQUITIES



Market developments 

Performance of selected indices

• Equity markets continued to rise in May. Emerging markets were the best performers last 

month. 

• US equities reached a new all-time high in a confirmation of the bull market; however, the 

upward momentum has slowed.

• European equities benefited from the positive performance of corporate profits.

Equity markets continue to rise

Development of DAX, S&P 500, MSCI EM and STOXX Europe 50, scaled to 100

Source: Bloomberg.
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Positioning:

Equities overall:

Europe: 

USA: 

Emerging markets:

Time period: 29/05/2012–29/05/2017
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Market developments

Consistently positive outlook for corporate profits
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Stoxx Europe 600: Price trend and earnings per share S&P 500: Price trend and earnings per share

• The first-quarter reporting season was very good on the 

whole. In an especially positive sign, profit expectations 

were actually revised upward, unlike the prior years 

(since 2013).

• Analysts currently expect profit growth of almost 15% for 

the year 2017, followed by profit growth of around 9% in 

2018.

• The positive momentum of the European economy will 

continue to support rising profits.

Europe

Sources: Bloomberg. Source: Bloomberg.

USA

12

Time period: 29/05/2015–29/05/2017 Time period: 29/05/2015–29/05/2017

• US companies generated substantial year-over-year 

profit growth. Their profit performance can be expected 

to remain good in the coming quarters.

• Whether and to what extent "Trumponomics" will actually 

come into effect is increasingly questionable. The 

"Trump trade" has already been unwound in US equity 

markets.

• Profit growth of around 10% is expected for 2017, 

followed by 12% in 2018.

Equities1 2 3 4 5 6



Market developments

Valuations: Equities remain attractive from a dividend standpoint
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Stoxx Europe 600: PER and dividend yield (in %) S&P 500: PER and dividend yield (in %)

• In absolute terms, European equities are in the range of 

moderate valuations; they can be seen as inexpensive 

compared to US equities.

• A 3.4% dividend yield is expected for European equities 

in the next twelve months.

• The valuations of US equities are currently high. The 

improved profit expectations have already been priced 

in.

• At the moment, the expected dividend yield over the 

next 12 months is 2.1%. US enterprises traditionally pay 

lower dividends than European enterprises because 

share buybacks are a popular "dividend substitute" in the 

United States. 

Europe

Sources: Bloomberg. Source: Bloomberg.

USA
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Time period: 29/05/2012–29/05/2017. Time period: 29/05/2012–29/05/2017.
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Capital markets strategy

Regional focus
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USA

Neutral

• Profit growth of 10% is expected for the 

current year, following by 12% next year.

• Good outlook for GDP growth: +2.2% 

expected for 2017 and +2.9% for 2018.

• Potential for disappointment with regard 

to fiscal and foreign trade policies.

• US equity valuations are high from an 

historical perspective.

Emerging markets

Underweight

• Earnings: The expected earnings per 

share have recovered considerably, but 

the sustainability is questionable, 

considering the growing trend of 

protectionism in the world.

• Further monetary tightening of the US 

Fed could prompt fresh capital outflows 

to the US and put considerable strain 

again on some emerging-market 

countries with high USD-denominated 

debts or political problems.

Europe

Overweight

• Good corporate profit reports in the first 

quarter and raised forecast for the 

current year. Profit growth of 15% is 

expected for 2017. Profit growth will 

probably be somewhat higher, at 9%, in 

2018.

• The forecast economic growth rates are 

+1.8% for 2017 and +1.9% for 2018.

• Europe is more attractive than the US 

from the standpoint of valuations and 

dividends.

Equities1 2 3 4 5 6
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Market developments 

Interest rates

• The ECB is holding to its extremely expansive course: 

The securities purchasing program will run until at least 

the end of 2017, but now only with a monthly volume of 

EUR 60 billion (previously EUR 80 billion). The deposit 

facility rate (–0.40 %) could still be raised this year, while 

the base interest rate will probably remain at 0.00% until 

mid-2019.

• The Fed raised its base interest rate by 25 basis points 

to 0.75% – 1.00% in mid-March, and two more small 

steps are expected in 2017.

• The investments announced by Trump, higher oil prices, 

and accelerating inflation, as well as the Fed's interest 

rate raising cycle that has already commenced support 

the prospect of somewhat higher interest rates on both 

sides of the Atlantic. It remains to be seen how much of 

the Trump administration's plans can be implemented.

• Even after the election of Macron, German government 

bonds are still in demand as a safe haven asset due to 

the continued existence of geopolitical risks, and interest 

rates will rise only moderately in 2017 despite somewhat 

higher inflation.

Divergent monetary policies Higher yields possible: the Fed and inflation

Base interest rates Comparison of 10-year government bond yields
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Market developments

The opportunity-risk profile is still asymmetrical: keep durations short.

• The yields of European government bonds declined in May. Whereas German Bunds saw an 

only marginal yield decline of 0.02%, the decline of Eurozone periphery bond yields was more 

pronounced. For example, the yield of 10-year Portuguese government bond was 0.50 

percentage points less than at the end of the preceding month.

• Portugal: The yield has fallen because fundamental data show substantial progress. For 

example, unemployment has fallen by almost half from its high and leading indicators have 

been consistently rising. Moreover, the government has been able to sharply reduce its 

budget deficit.

Yields of low-risk government bonds declined in May

Source: Bloomberg
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10-year yields of selected bond indices, GDP-weighted by group

Eurozone periphery 

bonds still appear 

to be more 

attractive than 

those of core 

Europe:

1. They offer 

comparatively 

higher current 

yields …

2. …and steeper 

yield curves, 

making them 

more attractive 

on a duration-

adjusted basis.

Time period: 01/01/1999–29/05/2017

Fixed Income1 2 3 4 5 6
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Europe USA
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Investment-grade credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/05/2012–29/05/2017

High-yield credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/05/2012–29/05/2017

Investment-grade credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/05/2012–29/05/2017

High-yield credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/05/2012–29/05/2017

Market developments

Declining risk premiums thanks to good economic outlook

Fixed Income1 2 3 4 5 6
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Corporate bonds

Underweight

• The yield premiums for 

corporate risks remain at low 

levels.

• High probability of rising risk 

premiums.

Capital markets strategy

Bonds

Financial bonds

Underweight

• The yield premiums are still 

higher than those of corporate 

bonds.

• Compared to corporate bonds, 

the risk premium of financial 

bonds has narrowed since the 

beginning of the year.

High-yield bonds

Neutral

• European high-yields are 

currently unattractive because 

the potential for declining 

spreads is too low.

• US high-yields are too 

expensive; despite the longer 

duration and higher risk, they 

offer only a marginally higher 

yield above the swap rate. 

Government bonds

Underweight

• Moderate economic growth & 

rising inflation rates expected.

• Steady demand expected from 

the ECB, although volumes 

are reduced since April.

• Keep durations short.

• Eurozone periphery 

overweighted.

Covered bonds

Underweight

• Yield spreads to government 

bonds are close to historically 

low levels.

• Eurozone periphery 

instruments are still more 

attractive than those of the 

core Eurozone.

• Danish covered bonds are 

attractive.

Emerging-market bonds

Overweight

• Balanced opportunity-risk 

ratio.

• Risks posed by further US 

interest rate hikes and the 

strong dollar.

• Declining risk premiums com-

pared to developed nations.

• Search for yield is supportive.

Core segments

Other segments 
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ALTERNATIVE INVESTMENTS



Market developments 

Alternative investments

• The OPEC countries resolved in May to extend their oil 

production cut until the end of the first quarter of 2018. 

Market participants had apparently expected stricter 

measures: The price of crude oil tumbled in response to 

the announcement. 

• In the medium term, the current level of oil prices will 

drive a further expansion of the US shale oil industry, 

leading to a lower equilibrium price overall. Finally, oil rig 

counts in the United States have risen considerably 

again since the beginning of 2016.

• Gold is in demand as a safe haven asset.

• The gold price is being supported today by various 

political uncertainty factors:

• Smouldering political uncertainties in Europe and the 

United States

• Escalating geopolitical risks in Syria and North Korea 

and other places

• Negative real interest rates are also favourable for the 

development of the gold price.

Oil: US shale oil industry is expanding Gold continues to rise

Oil price (Brent crude) and number of US oil rigs Gold price vs. global gold ETF holdings

Time period: 30/05/2007 – 30/05/2017Source: Bloomberg. Time period: 30/05/2007 – 30/05/2017 Source: Bloomberg.
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Market developments 

Alternative investments

Market Outlook ǀ June 2017

• Nearly all industrial metals have halted their multiyear downward trends. Global economic growth is having a positive effect

on prices. However, positive economic growth in the United States and Europe is countered by the increasingly weaker

Chinese economy.

• Copper: Global stocks can be expected to rise further in 2017 and 2018 because supply will exceed demand in both years. In

the absence of additional economic impetus, the copper price will decline.

• Aluminium: The increase in the price of aluminium was mainly driven by the expected Chinese production controls. The

underlying, worldwide, year-on-year demand growth was 6% at the end of April. The actual implementation of production

controls in China will be critical to the further development of aluminium prices.

• Nickel: The demand for nickel could decline as a result of production cuts by stainless steel makers. This combined with

excess global supply means that the nickel price will probably consolidate further in the short to medium term.

Copper, aluminium and zinc

Source: Bloomberg. Time period: 04/01/2008–30/05/2017

Industrial metals: Consolidation after fresh multi-year highs

22
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Source: Bloomberg. Time period: 04/01/2008–30/05/2017

Nickel, tin and lead
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CURRENCIES, KEY FIGURES & 

FORECASTS



Market developments 

Currencies

• The elections in France considerably reduced the risks 

for Europe and the Eurozone. At the same time, US 

President Trump is under pressure, leading to growing 

doubts about his ability to implement his economic 

program. Consequently, sentiment has turned in favour 

of the euro and EUR/USD has since risen to about 1.12, 

reflecting a gain of almost one cent compared to the 

prior week.

• We do not see any major upside potential for the US 

dollar at the present time and expect the exchange rate 

to be at around the current level in 12 months. 

• The British head of government hopes that the new 

elections will deliver a greater parliamentary majority 

and strengthen her hand in the upcoming Brexit 

negotiations. Her Conservative party is currently ahead 

in the pools, although the lead has recently narrowed.

• The economic growth rate for the first quarter was 

revised downward from 0.3% to 0.2%. This is 

substantially lower than the growth rate for the fourth 

quarter of 2016 (+0.7%). However, leading indicators 

point to a renewed revival of economic activity. 

British pound: Weaker growth

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

EUR/USD: Another small step higher

Market Outlook ǀ June 201724
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Economic Environment

GDP Inflation Unemployment Rate Fiscal Balance

Share 2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018

World* 100.0 2.6 2.2 2.6 2.8

USA 22.5 2.6 1.6 2.2 2.9 0.1 1.3 2.4 2.5 5.3 4.9 4.5 4.3 -2.4 -3.0 -3.2 -3.6

China 13.4 6.9 6.7 6.4 5.9 1.4 2.0 1.9 2.3 4.0 4.0 4.1 4.1 -2.3 -3.0 -3.0 -3.0

Japan 6.0 1.1 1.0 1.3 1.0 0.8 -0.1 0.3 0.4 3.4 3.1 2.8 2.7 -6.5 -6.3 -5.0 -5.0

India 2.7 7.2 6.9 7.5 7.8 5.9 5.0 4.5 4.7 -3.5 -5.0 -4.0 -3.6

Latin America 7.5 -0.3 -2.0 1.9 2.7 15.5 7.0 20.8 9.3 -7.0 -6.9 -6.2 -5.5

Europe 29.8 1.6 1.6 1.8 1.9

Eurozone 17.3 1.9 1.7 1.8 1.7 0.0 0.2 1.5 1.6 10.9 10.0 9.3 8.9 -2.1 -1.5 -1.3 -1.2

Germany 5.0 1.5 1.8 1.8 1.7 0.1 0.4 1.5 1.6 4.6 4.2 3.8 4.0 0.7 0.8 0.7 0.4

France 3.7 1.0 1.1 1.5 1.5 0.1 0.3 1.3 1.4 10.4 10.4 9.3 8.8 -3.6 -3.4 -3.1 -2.9

Italy 2.8 0.7 1.0 1.2 1.1 0.1 0.0 1.3 1.2 11.9 11.7 11.2 10.7 -2.7 -2.4 -2.3 -2.1

Spain 1.8 3.2 3.2 3.0 2.8 -0.6 -0.3 1.8 1.3 22.1 19.6 17.5 15.8 -5.1 -4.5 -3.5 -3.0

Portugal 0.3 1.6 1.4 2.2 1.7 0.5 0.6 1.5 1.3 12.6 11.2 9.7 9.3 -4.4 -2.0 -1.5 -1.3

Other Western Europe

UK 3.8 2.2 1.8 1.8 1.7 0.1 0.6 2.7 2.5 5.3 4.9 4.6 4.5 -4.3 -3.0 -2.7 -2.5

Switzerland 0.9 0.8 1.3 1.6 1.7 -1.1 -0.4 0.3 0.6 3.2 3.4 3.4 3.3 -0.2 -0.2 -0.1 0.4

Sweden 0.7 3.8 3.1 2.7 2.6 -0.1 1.0 1.6 1.8 7.4 6.9 6.7 6.5 -1.1 -0.5 -0.5 0.4

Eastern Europe

Russia 2.4 -3.7 -0.2 1.3 2.1 15.6 7.1 4.3 4.6 5.6 5.5 5.4 5.3 -2.8 -3.9 -2.5 -2.0

Turkey 1.0 5.9 2.9 2.2 2.8 7.7 7.8 10.6 8.8 10.3 10.9 12.0 11.5 -1.7 -3.1 -3.3 -2.8

Market Outlook ǀ June 2017

Unemployment rate: Harmonised definition (ILO/Eurostat); fiscal balance: general government deficit in % of GDP excluding one-off bank support.

*At current exchange rates. not purchasing power parity. PPP estimates give more weight to fast-growing emerging markets and inflate global GDP. 

Weights based on IMF World Global Outlook statistics 2014 estimated GDP figures.

Currencies, Key Figures & Forecasts1 2 3 4 5 6
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APPENDIX



Disclaimer

This document is only for information purposes.

This document is marketing communication. This does not constitute a financial analysis within 

the meaning of article 3 paragraph 1 number 34 of the EU act number 596/2014, nor does it 

constitute investment advice, an investment recommendation or a solicitation to purchase 

financial instruments within the meaning of article 3 paragraph 1 number 35 of the EU act 

number 596/2014 each in conjunction with section 34b of the WpHG. This document is not a 

substitute for legal, tax or financial advice. The data was not verified by an outside party, in 

particular an independent firm of auditors. In preparing this newsletter we have only used 

information sources which we believe to be reliable. No reliance should be placed on the 

accuracy or completeness of the information. We explicitly point to the date of preparation. The 

information contained in this newsletter has not been independently verified and accordingly we 

do not warrant or represent that it is complete or accurate. We would like to point out that past 

performances, simulations or estimates are no reliable indicator for future performance. For the 

explanation of used terms please visit our online glossary at www.berenberg.de/en/glossary.html
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Market Outlook ǀ June 201727

Appendix1 2 3 4 5 6


