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Performance

5-year period
(29/09/2012–29/09/2017, in euro, 
total return)

Government bonds

Europe

21.7%

Corporate bonds 

Europe
10.2%

Equities USA 72.0%

Equities Germany 57.5%

Equities Europe 51.8%

Equities emerging 

markets
28.2%

Source: Bloomberg, performance data, 31/12/2016 – 29/09/2017

Performance of selected asset classes¹
Year to date as per 29th September 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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Economics

• Europe: Domestic demand is stable; exports and business investment are rising; outlook is positive; ECB to tighten 
monetary policy in 2018.

• USA: Hopes for tax reform; economy is expanding at a moderate pace; Fed to raise interest rates cautiously. 
• Lower political hurdles: No trade war between the US and China; no new elections in Italy; Macron plans reforms.

Bonds

• The yields of European government bonds rose somewhat in September; monetary policy was a negative factor.
• Many risk premiums are historically low; opportunities in specialised segments and second-tier issues. 
• We are sticking with a short duration; the opportunity-risk profile is still asymmetrical.

Alternative investments / commodities

• Oil: Persistent oversupply, the forward curve slopes down until the end of 2019; crude oil prices are anchored by US 
shale oil.

• After rising substantially, the price of gold has fallen back to below USD 1,300 per ounce.
• Industrial metals: Stable economic growth supports medium-term price growth.

Currencies

• The euro is correcting now after soaring earlier. The exchange rate had risen too fast in the meantime.
• Sterling is under constant pressure due to Brexit uncertainties. However, the prospect of rising interest rates has given 

the pound some tailwinds of late. 
• The euro has also risen against the Swiss franc. Key question: Will safe havens remain in demand?

Equities

• International equity markets continue their upswing. New record highs, especially in the S&P 500 Index.
• Economic data and corporate profits are still good, but the stronger euro exchange rate is expected to be a negative 

factor. 
• We are neutrally weighted; new purchases are planned only in the event of a correction or new positive drivers. 

Capital Markets Outlook ǀ October 2017
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Berenberg Asset Allocation
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Europe USA Emerging Markets
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Bonds
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ECONOMICS



Eurozone

Economic growth and inflation

Source: Eurostat. Time period: 31/01/1999 – 30/09/2017.Sources: Eurostat, European Commission. Time period: 26/02/1999 – 29/09/2017.

Eurozone GDP growth and economic sentiment Eurozone inflation

• After inflation declined by 1.3% in both June and July, 

consumer prices rose at a somewhat stronger rate again 

in August and September (1.5% in both cases). The 

reason is the renewed rise of energy prices. The core 

rate excluding energy and food prices fell from 1.2% to 

1.1%.

• Therefore, the rate of inflation has come somewhat 

closer again to the ECB's target of "less than, but close 

to 2%". We expect an average annual inflation rate of 

1.5% in 2017 and 1.4% in 2018.  

Stable upswing Renewed, modest rise of inflation

• The Eurozone economy has weathered nearly all shocks 

(incl. Brexit vote, Presidential election in the United 

States) with hardly a dent. GDP expanded briskly again 

in Q2 2017, at a rate of 0.6%.

• Sentiment indicators continue to be very promising. 

Business and consumer confidence rose in September; 

economic sentiment reached its highest level in ten 

years. We expect GDP growth of 2.2% in 2017 and 

1.9% in 2018. 
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USA

Economic growth and inflation 

US GDP Growth and Purchasing Managers Index US inflation

• US President's Trump record of success in economic 

policy is skimpy to say the least. The disappointment is 

reflected in the weakened US dollar. In the meantime at 

least, hopes for tax reform and much lower tax rates 

have grown. We still expect growth of 2.4% in 2018. 

• In the second quarter of 2017, the US economy 

expanded at an annualised rate of 2.6%, after only 1.4% 

in the first quarter. We expect GDP growth of 2% or 

slightly more for the full year.  

• At the beginning of the year, inflation rates were rising on 

the back of higher energy prices, higher rents and 

healthcare costs, and moderately increasing wage 

pressure. The inflation rate stabilised in the summer 

(June: 1.6%; July: 1.7%), but the newest data for August 

shows an uptick to 1.9%. However, the core rate 

remains stuck at 1.7%.

• The Fed is trimming its balance sheet and will raise 

interest rates one more time before the end of 2017. We 

expect two interest rate hikes (of 25 basis points each 

time) in the coming year.

Economic policy riddle Fed: Probably one more interest rate hike in 2017

Sources: BEA, ISM. Time period: 31/12/1996 – 31/08/2017. Time period: 31/01/1999 – 31/08/2017.Source: BLS.
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China

Economic growth and inflation

Chinese GDP Growth and PMI Chinese inflation (YoY)

• We expect growth of 6.6% in 2017. Despite the fact that 

growth rates are trending down, growth remains 

dynamic: The growth rate of 6.9% in the first and second 

quarters of 2017 exceeded expectations slightly. 

Progress continues to be made with the intended 

reorientation – less reliance on exports, more domestic 

demand.

• All in all, it has been shown that the erstwhile fears of a 

hard economic landing were unfounded. It continues to 

look like a controlled descent.

• According to August data, Chinese currency reserves 

rose modestly for the seventh time in a row and have 

stabilised above the level of USD 3 trillion (August: USD 

3.09 trillion).

• The value of the yuan has declined further. The central 

bank did not simply watch the strong appreciation of the 

last few months without taking action. Earlier, there had 

been a three-year downward trend against the US dollar, 

which fuelled tensions in the relationship between China 

and the United States.

Solid growth again Currency reserves rose again modestly in August

Sources: NBS, CFLB. Time period: 31/03/2005 – 31/08/2017. Time period: 30/09/2002 – 31/08/2017.Source: NBS.
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EQUITIES



Market developments 

Performance of selected indices

• Equity markets continued their upward march in September. The best performance was 

posted by European equities, closely followed by US equities. Emerging-market equities, on 

the other hand, fell behind those of developed markets. European equities benefitted from the 

stronger US dollar, while emerging-market equities were weighed down by the same thing.

• We continue to expect positive fundamental data from the economy and businesses.

International equity markets continue their upward march

Performance of the 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: 29/09/2012–29/09/2017.
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Market developments

Corporate profits are supported by good economic data

Capital Markets Outlook ǀ October 2017

Stoxx Europe 600: Performance and earnings per share S&P 500: Performance and earnings per share

• Profit growth of almost 13% is expected for the Stoxx 

Europe 600 Index in the current year. Profit growth in 

2018 and 2019 will be at the level of around 8% to 9%. 

• The positive momentum of the European economy will 

continue to have a supporting effect on profits. 

• In September, a significant leading indicator, the 

Business Sentiment Indicator produced by the European 

Commission, reached a 10-year high.

Europe

Sources: Bloomberg. Source: Bloomberg

USA

12

Time period: 29/09/2015–29/09/2017. Time period: 29/09/2015–29/09/2017.

• Profit growth of almost 11% can be assumed for the 

current calendar year; the Q3 reporting season will bring 

more clarity. 

• Positive profit growth of +11% and +10% in the coming 

years 2018 and 2019, respectively, will continue to 

support equity prices.

• If Trump's desired tax reform is successfully 

implemented, that would additionally boost the profit 

performance of US enterprises.

Equities1 2 3 4 5 6



Market developments

Assessment: Equities are still attractive from a dividend standpoint

Capital Markets Outlook ǀ October 2017

Stoxx Europe 600: PER and dividend yield (in %) S&P 500: PER and dividend yield (in %)

• Historically speaking, European equities are currently 

valued at a high price-earnings ratio. However, 

considering the positive profit situation, the further 

outlook for corporate profits, and the low bond yields, 

equities still appear to be fairly valued, relatively 

speaking. 

• Compared to US equities, European equities can still be 

regarded as inexpensive.

• A dividend yield of 3.6% is expected for next year.

• The price-earnings ratio of US equities is currently 

above the historical average. In relation to bonds and 

macroeconomic indicators, however, the valuation still 

appears to be appropriate.

• The expected dividend yield for next year is 2.1%. US 

equities traditionally pay lower dividends because share 

buybacks are a popular dividend substitute in the United 

States. 

Europe

Sources: Bloomberg. Source: Bloomberg.

USA

13

Time period: 29/09/2012–29/09/2017. Time period: 29/09/2012–29/09/2017.
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Capital markets strategy

Regional focus

Capital Markets Outlook ǀ October 201714

USA

Underweight

• We currently have a growth expectation 

of +2.1% for US GDP in 2017 and 2.4% 

in 2018.

• In the current year, earnings per share 

are expected to grow by around 11%, 

followed by 11% again next year.

• US equities are highly valued from a 

historical perspective, but they are still 

appropriate considering the positive 

macroeconomic data. 

Emerging markets

Underweight 

• Profit momentum is slowing at the 

moment. The development of crude oil 

prices is an important factor for 

emerging markets.

• The weaker US dollar since the 

beginning of the year is a positive 

development for countries with high 

dollar-denominated debts. Historically, a 

weaker US dollar has led to better 

corporate results in emerging-market 

countries.

Europe

Overweight

• Economic data continue to be positive.   

• Gross domestic product will expand at a 

rate of 1.9% in the current year and 

2.0% next year. 

• Corporate profit growth is expected to 

reach 13%  in 2017 and 8% in 2018. 

• Europe is the most attractive from the 

standpoint of valuations and dividends.

Equities1 2 3 4 5 6
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FIXED INCOME



Market developments 

Interest rates

Source: Bloomberg.

• The ECB will stick to its extremely expansive course for now, 

but has announced that it will make a decision in the autumn 

about the future of its securities purchasing programme 

(tapering) starting in 2018. We do not expect the first increase 

in base interest rates until the autumn of 2019.

• Notwithstanding the recently weaker labour market data, the 

Fed will probably increase base interest rates one more time 

by 25 basis points in December 2017. We expect two further 

moves in 2018. In addition, the Fed announced that it will 

begin trimming its balance sheet in October.

• The positive economic data and the Fed's interest rate-raising 

cycle support the case for somewhat higher interest rates on 

both sides of the Atlantic. Furthermore, a gradual end to the 

ECB's ultra-expansive policy is in sight.

• On the other hand, the rise in yields is being slowed by the 

only restrained rise of inflation and by doubts concerning the 

outlook for implementation of Trump's policies. Furthermore, 

German Bunds will remain in demand as a safe haven 

investment due to the continued presence of geopolitical 

risks, such as the North Korea conflict presently.

Divergent monetary policy The rise in yields remains subdued

Base interest rates Comparison of 10-year government bond yields

Time period: 01/02/1999 – 28/09/2017. Source: Bloomberg. Time period: 28/09/2007 – 28/09/2017.

Capital Markets Outlook ǀ October 201716
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Market developments

Asymmetrical opportunity-risk profile: Keep durations short.

Yields are being driven by monetary policy and inflation expectations

Source: Bloomberg.

Capital Markets Outlook ǀ October 201717

10-year yields of selected bond indices, GDP-weighted aggregates

Eurozone periphery 

bonds still appear 

to be more 

attractive than core 

Europe bonds:

1. They offer 

comparatively 

higher current 

yields …

2. … and steeper 

yield curves, 

and are 

therefore more 

attractive on a 

duration-

adjusted basis.

Time period: 01/01/1999–29/09/2017.

• The yields of European government bonds rose somewhat in September.

• The Fed will begin to normalise its balance sheet in October by not re-investing the first 10 

billion of nominal bond amounts when they mature every month. The ECB will make a 

statement on the future of the bond purchasing programme in October.

• Bond yields can be expected to rise moderately in the medium term. Leading indicators point 

to continued economic growth and inflation expectations are rising modestly.

• Durations should be kept short because duration risks are not adequately compensated.  

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: 29/09/2012–29/09/2017

High-yield credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/09/2012–29/09/2017

Investment-grade credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/09/2012–29/09/2017

High-yield credit spread over LIBOR swap rate

Sources: Bloomberg Time period: 29/09/2012–29/09/2017

Market developments

Risk premiums are still on low levels

Fixed Income1 2 3 4 5 6
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Corporate bonds

Underweight

• Yield spreads for corporate 

risks fell slightly in September.

• The ECB's purchasing volume 

was much higher in 

September than during the 

summer.

• Risk of rising risk premiums.

Capital markets strategy

Bonds

Financial bonds

Underweight

• Yield premiums are still higher 

than those of corporate bonds.

• Compared to corporate bonds, 

the risk premiums for financial 

bonds have fallen substantially 

since the beginning of the year.

High-yield bonds

Neutral

• European high yields are 

currently unattractive: too little 

potential for narrowing 

spreads.

• Avoid US high yields: Despite 

the higher risk, they offer only 

very little higher returns.

Government bonds

Underweight

• Solid economic growth and 

rising inflation are expected.

• Persistently strong demand 

thanks to the ECB; purchases 

could be further reduced next 

year.

• Keep the duration short.

• Overweight Eurozone 

periphery bonds.

Covered bonds

Underweight

• The yield spreads to 

government bonds are still 

low.

• Eurozone periphery bonds are 

still relatively more attractive 

than core Eurozone bonds.

• Danish covered bonds are 

attractive.

Emerging-market bonds

Overweight

• Evenly balanced return-risk 

ratio.

• Declining risk spreads with 

developed country bonds.

• Supported by the search for 

yield.

• Interesting opportunities in 

local currency bonds.

Core segments

Other segments

Capital Markets Outlook ǀ October 201719
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ALTERNATIVE INVESTMENTS



• The Fed will begin to normalise its balance sheet in 

October by not re-investing the first 10 billion of nominal 

bond amounts when they mature every month. 

• Expected inflation rates in the United States and Europe 

appear to be stabilising and at least the downward trend 

has stopped for now. Rising inflation rates could become 

a negative factor for gold if bond yields rise at an even 

stronger rate, resulting in higher real interest rates. 

• The yield of US Treasuries rose in September.

• These factors were negative for the price of gold in 

September.

Market developments 

Alternative investments

Oil: Oversupply to persist in the medium term Precious metals: The gold price has fallen appreciably

Oil price (Brent) and US rig count

Time period: 28/09/2007–29/09/2017.Source: Bloomberg. Time period: 28/09/2007–29/09/2017. Source: Bloomberg.

Capital Markets Outlook ǀ October 2017
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• Geopolitical risks drove the price of crude oil considerably 

higher in September. If the Kurdish region of Iraq declares 

itself a sovereign state, for example, that could prompt Turkey 

to block the Kirkuk-Ceyhan oil pipeline that runs through its 

territory. That would reduce the oil supply by 1.6 million 

barrels per day and would therefore push oil prices higher.

• Currently, the forward curve for Brent crude slopes down 

through the end of 2019, meaning that the oversupply is 

expected to persist in the medium term.  

• The price of crude oil is anchored by the supply of US shale 

oil.

Gold price vs. global gold ETF holdings



Market developments 

Alternative investments

Market Outlook ǀ October 2017

Copper, aluminium and zinc

Source: Bloomberg. Time period: 28/09/2007–29/09/2017.

Industrial metals: Steady economic growth supports medium term price development

22

Alternative Investments1 2 3 4 5 6

Source: Bloomberg. Time period: 28/09/2007–29/09/2017.

Nickel, tin and lead

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

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

of the Chinese economy.

• The marginal costs of producing copper, aluminium and zinc are considerably less than quoted prices in some cases. This

could lead to a reactivation of production capacities that had been shut down in the last few years and dampen the current

rise in prices in the medium term.

• Copper: The price of copper could well come under pressure next year due to production capacity increases and globally

shrinking demand overall.

• Aluminium: This commodity is being supported by the discussion of motor vehicle pollutant emissions. As a lightweight

building material, aluminium can lower the CO2 emissions of conventional drive vehicles and increase the range of electrically

powered vehicles.
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Market developments 

Currencies

• The last meeting of the US Federal Reserve helped the 

US dollar make modest gains against the euro. After 

that, the strength of the dollar or weakness of the euro 

continued. Whereas hopes for a tax reform are growing 

again in the United States and supporting the dollar, the 

outcome of the German federal parliamentary elections 

was negative for the euro.

• Fundamental data continues to support the case for a 

strong euro. However, the interruption of the upward 

trend did not come as a surprise.

• The fundamental situation of the pound is unclear. On 

the one hand, the monetary policy prospect of probably 

rising interest rates speaks for the pound; on the other 

hand, however, Brexit uncertainties are negative for the 

exchange rate. 

• The pros and cons will probably neutralise each other in 

the longer term. After a period when Brexit uncertainties 

were dominant, a rather strong counter-trend emerged in 

the last few weeks. Whereas one euro was worth 0.93 

pound in late August, it is currently worth slightly less 

than 0.89.

British pound can hold on to gains

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

Source: Bloomberg. Source: Bloomberg.

EUR/USD: Losses for the euro

Capital Markets Outlook ǀ October 201724
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Economic Environment

GDP Inflation Unemployment Rate Fiscal Balance

Share 2016 2017 2018 2019 2016 2017 2018 2019 2016 2017 2018 2019 2016 2017 2018 2019

World* 100.0 2.4 2.7 2.8 2.8

USA 24.7 1.5 2.1 2.4 2.4 1.3 2.0 2.2 2.3 4.9 4.4 4.1 4.0 -3.0 -3.2 -3.6 -4.1

China 14.9 6.7 6.6 6.2 5.8 2.0 1.6 2.3 2.2 4.0 4.0 4.1 4.1 -3.0 -3.0 -3.0 -3.2

Japan 6.6 1.0 1.5 1.2 1.0 -0.1 0.4 0.7 0.8 3.1 2.8 2.9 3.0 -6.3 -5.0 -5.1 -5.3

India 3.0 6.9 7.5 7.7 7.9 5.0 4.5 4.7 4.8 -5.0 -4.0 -3.6 -3.3

Latin America 6.6 -1.2 1.5 2.5 3.0 6.9 25.8 15.3 9.6 -6.9 -6.5 -6.0 -5.4

Europe 25.4 1.7 2.1 2.0 1.9

Eurozone 15.8 1.8 2.2 1.9 1.8 0.2 1.5 1.4 1.6 10.0 9.1 8.4 7.8 -1.5 -1.2 -1.0 -0.8

Germany 4.6 1.9 2.2 1.9 1.8 0.4 1.6 1.5 1.6 4.2 3.8 3.9 4.1 0.8 0.9 0.6 0.5

France 3.3 1.1 1.7 1.8 1.9 0.3 1.1 1.4 1.6 10.4 9.6 9.0 8.4 -3.4 -3.0 -2.7 -3.0

Italy 2.5 0.9 1.5 1.4 1.3 0.0 1.4 1.2 1.3 11.7 11.3 10.8 10.2 -2.5 -2.3 -2.2 -2.1

Spain 1.6 3.2 3.1 2.9 2.7 -0.3 2.0 1.6 1.8 19.6 17.3 15.6 14.5 -4.5 -3.3 -3.0 -2.5

Portugal 0.3 1.5 2.7 2.0 2.1 0.6 1.4 1.2 1.5 11.2 9.2 8.4 7.8 -2.0 -1.6 -1.3 -1.1

Other Western Europe

UK 3.5 1.8 1.6 1.6 1.7 0.6 2.6 2.6 2.3 4.9 4.4 4.3 4.3 -3.0 -2.7 -2.5 -2.3

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

Sweden 0.7 3.1 3.0 2.8 2.5 1.0 1.6 1.8 2.0 6.9 6.5 6.1 5.8 -0.5 0.1 0.3 0.4

Eastern Europe

Russia 1.7 -0.2 1.5 1.9 1.9 7.1 4.3 4.6 4.6 5.5 5.4 5.3 5.3 -3.9 -2.5 -2.0 -2.0

Turkey 1.1 2.9 3.8 3.2 3.1 7.8 10.7 8.6 7.9 10.9 12.0 11.5 11.8 -3.1 -2.8 -2.7 -2.9

Market Outlook ǀ October l 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 2016 estimated GDP figures.
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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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