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Dear reader,  

Market volatility subsided and equity markets recovered signifi-

cantly in the second quarter. And yet there was no shortage of 

tension. Fears of inflation and interest rates have been supersed-

ed by political uncertainties. US President Trump has stoked 

fears of a trade war, the US withdrew unilaterally from the nucle-

ar deal with Iran, and the formation of a populist government in 

Italy prompted sell-offs in the capital markets. 

 

However, the impact of political developments on stock markets 

will disappear as long as they do not significantly and permanent-

ly impair economic and profit growth. And that has not yet hap-

pened. So far, political concerns have only had the indirect effect 

of somewhat clouding economic and market sentiment. The 

direct effect of the tariffs that have been implemented is practi-

cally negligible. Granted, economic data in the eurozone and 

Japan have been disappointing in the last few months. Neverthe-

less, this development is probably due in no small part to the 

strong year-on-year appreciation of local currencies and higher oil 

prices.   

 

And yet the risks have not vanished. Continuous pressure on 

sentiment, an escalation of the trade dispute with both sides 

repeatedly imposing new tariffs – a so-called trade war – or a 

recurrence of fears that Italy will abandon the euro would have a 

more serious chilling effect. We do not expect these develop-

ments to occur, but consider them to be major risks. At the very 

least, markets will probably focus their attention more on political 

issues, in view of the necessary negotiations to work out the 

details of Brexit and the US mid-term elections in the second half 

of this year.  

  

We expect the political uncertainties to subside in the second half 

of the year and the stabilisation of economic growth in the euro-

zone and Japan to lead to more synchronous growth across the 

world’s regions. An end to the growth cycle is not in sight. Wag-

es, commodity prices and inflation should gradually increase and 

central bank rates in the United States should rise. The base ef-

fects of the oil price and currency developments could then trig-

ger a new wave of interest rate and inflation fears in the summer. 

Bond yields can be expected to rise as central banks withdraw 

their support. Safe-haven bonds will probably not generate posi-

tive overall income in the short term.  

 

Solid growth in corporate profits and far from stretched valua-

tions are strategic factors that favour equities, as before. If valua-

tions tighten only a little as a result of rising interest rates, equity 

investments would have potential. In view of the heightened 

uncertainty, however, we tactically reduced our overweight equi-

ties stance after the recovery rally. 

 

We hope you enjoy reading this issue of Horizon. 
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STRATEGY 

IN A NUTSHELL 

• Assuming that political risks do not intensify, economic 

stabilisation in the eurozone and Japan should lead to more 

synchronous growth in the remainder of the year.  

• Base effects could trigger a fresh wave of interest rate and 

inflation fears in the summer. Bond yields should rise as 

central banks withdraw their support.  

• Thanks to solid profit growth, equity markets still offer 

potential, if valuations tighten just a little.  

• Numerous risks (including a possible trade war and the 

situation in Italy) could fuel recurring volatility spikes: Tac-

tically, anti-cyclical action remains important. 

 

 

 

 
 

 

 

Portfolio positioning at a glance: Equities still in focus  

Our anti-cyclical approach after the correction in February, which 

led to a significant overweight in equities, paid off. After the sig- 

nificant recovery of equity markets that followed, and in view of 

the heightened political risks, we reduced our equities overweight 

to a medium level and kept the proceeds in cash over the course 

of the second quarter. However, a clear preference for equities 

over bonds is still an essential element of our positioning. Given 

the apparent absence of high inflation, which would lead to re-

strictive monetary policy, and the lack of excesses in the real 

economy, the growth cycle should last well into next year. Solid 

corporate profit growth and valuations that are far from 

stretched continue to favour the strategic overweighting of equi-

ties.  
 

 

The government bonds of supposedly safe issuers may perform 

negatively between now and the end of the year. The outlook for 

corporate bonds is not much better. We prefer emerging-market 

and convertible bonds. The recent strength of the US dollar can 

be expected to fade. For diversification reasons, however, we 

remain slightly overweighted in the dollar. 
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Q2: Oil price rally, recovery of equity markets, US dollar strength: European bonds have disappointed especially due to Italy 

 
Total return  Year-to-date and in Q2  (in %, in EUR)  12-month periods of the last 5 years (in %, in EUR)  CAGR* Std. dev.* 

 
    YTD (31/12/17 – 19/06/2018)  19/06/17 19/06/16 19/06/15 19/06/14 18/06/13  18/06/13 18/06/13 

 
    Q2 (31/03/18 – 19/06/2018)  19/06/18 19/06/17 19/06/16 19/06/15 19/06/14  19/06/18 19/06/18 

Brent  
  59.4 –15.0 –34.6 –40.8 13.0  –9.9 31.9 

S&P 500    10.7 22.1 1.0 32.0 19.1  16.5 15.1 

USDEUR    –3.8 1.2 0.7 19.9 –1.6  2.9 8.4 

US government bonds    –4.7 0.4 4.1 23.0 –1.3  3.9 7.9 

Gold    –1.4 –3.1 8.9 9.0 –5.0  1.5 13.8 

EUR government bonds    0.0 0.4 4.0 2.5 6.1  2.6 2.0 

Eonia    –0.4 –0.4 –0.2 0.0 0.2  –0.2 0.0 

EUR corporate bonds    0.6 2.3 4.5 1.9 6.1  3.0 2.0 

Stoxx Europa 50    –2.3 22.0 –14.9 11.6 19.2  6.2 15.3 

DAX    –1.6 33.8 –12.8 10.4 21.6  9.0 17.5 

MSCI EM    5.7 29.7 –14.7 14.0 10.8  8.1 15.6 

EM government bonds    –7.4 9.8 8.2 19.1 5.4  6.7 9.0 

Time period: 18/06/2013-19/06/2018 
Source: Bloomberg;    * CAGR = Annualised return (in %, in EUR); Std. dev. = Annualised standard deviation (in %, in EUR) 

20.48.43.63.01.40.0-0.2-0.5-1.8-1.9-1.9-2.4

16.811.66.36.42.3-0.5-0.1-0.1 4.44.8-0.8 1.5

Looking back: normalisation despite numerous disturbances  

Equities recovered significantly in the second quarter, despite 

numerous adverse factors. Fears of a trade war superseded the 

fears of inflation and rising interest rates that were dominant in 

the first quarter and put a dent in market and economic senti-

ment. US companies reported near-record results thanks to the 

reduced tax burden resulting from the tax reform and revenue 

growth, which beat expectations. Oil prices rose after the US 

withdrew unilaterally from the nuclear agreement with Iran. This 

development was followed by disappointing economic data in the 

eurozone. As a result of these strains and the strong euro com-

pared to last year, growth expectations for the eurozone, which is 

dependent on world trade, proved to be overly optimistic. Finally, 

the Italian election and the formation of a populist government 

in Italy, which had failed initially, stocked renewed fears of a euro 

crisis. The yields of 10-year US Treasuries climbed above 3% for 

a time, while German government bond yields declined. The 

yield difference between 10-year US Treasuries and German 

Bunds increased to more than 2.5 percentage points (ppt). The 

US dollar rose sharply, to the detriment of emerging-market 

currencies and investments.  

 

Re-synchronised growth ahead  

Following growth disappointments in the eurozone since the 

beginning of the year, expectations have already been corrected 

downward and therefore the hurdle for positive surprises has 

been lowered. Absent a further escalation of political risks, which 

we ultimately do not expect, growth should stabilise in the se-

cond half of this year, also with the support of a weaker euro. 

This development, coupled with continued strong growth in the 

US, a recovery in Japan, and lowered pressure on emerging-

market countries on the heels of fading US dollar strength, 

should lead to more synchronous growth across the world econ-

omy in the further course of this year. Gradually increasing wag-

es, commodity prices and inflation can be expected.  

 

Growth cycle to continue, no end in sight yet  

A recession leading to a larger and more sustained correction of 

equities (ie a bear market) remains improbable in the next 12 

months. Although some market participants point to a flattening 

of the US yield curve, as the difference between 10-year and two-

year yields has fallen to below 40 basis points (bp), an inversion 

of the yield curve, which has been a good indicator of a coming 

in the past, is still far removed and we do not expect it to happen 

this year. Furthermore, past recessions were presaged by two 

other interest rate developments that have not occurred to date. 

First, the US central bank interest rate was more than 2ppt above 

the core rate of inflation. The highly positive short-term real rate 

of interest was the sign of clearly restrictive monetary policy. At 

the moment, this difference is still negative, meaning that mone-

tary policy is not restrictive. Second, the US central bank interest 

rate was higher than the two-year US yield. At the present time, 

however, the two-year yield is still 0.6ppt higher than the central 

bank interest rate. In the past, an end to the bull market for equi-

ties has usually only been preceded by an inversion of this inter-

est rate difference (figure on top of page 5).  
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 An inverse yield curve at the short end would bode ill for equities  
Difference between two-year US Treasury yields and the US central bank inter-
est rate, compared with the S&P500 Index 

 

 

 Time period: 01/01/1977-19/06/2018 
Source: Bloomberg, own calculations 

 The wave of rising inflation expectations is likely to fade  

The year-over-year changes in the price of oil and the trade-weighted US dollar 
(inverted) are parallel with inflation expectations in the US 

 

 

 Time period: 01/01/2013-19/06/2018, assumption of unchanged oil prices and USD after that.  
Source: Bloomberg, own calculations 

 Higher bond yields due to diminishing central bank purchases  

The growth of central bank balance sheets over the last six months is approach-
ing zero: bond yields are likely to rise  

 

 
 Time period: 01/01/2010-19/06/2018  

*Weighted by the average US dollar exchange rate over the entire period 
Source: Bloomberg, own calculations 
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Renewed wave of inflation and interest rate fears  

On a year-over-year basis, the rise in oil prices, especially in July 

and August, will probably generate a strong inflationary effect. 

The implementation of high, multi-year collective wage agree-

ments in the eurozone and rising healthcare costs after the elimi-

nation of Obamacare and higher tariffs on imported goods in the 

US are further developments that are likely to stimulate inflation. 

The market has still not priced in a sufficient number of interest 

rate hikes to be implemented by the US central bank. Other 

factors such as more stable growth data in the eurozone, subsid-

ing fears of a trade conflict, the growing supply of US govern-

ment bonds to finance the fiscal stimulus, the reduction of the 

Fed’s balance sheet, and the further reduction of bond purchases 

by the ECB can be expected to push the yields of safe-haven 

bonds higher. The wave of inflation and interest rate fears should 

subside when the base effects run out because underlying infla-

tion is still limited, especially in the eurozone. This should, in 

turn, slow the pace of a further rise in yields. For the time being, 

however, safe-haven bonds cannot be expected to generate posi-

tive total income. 

 

Still no alternative to equities – despite manifold risks  

We are still of the opinion that equity valuations will not widen in 

this environment. Nevertheless, equity markets still offer poten-

tial, driven by solid profit growth, if valuations tighten even just a 

little. Expected profit growth for the S&P500 in 2018 is 22%, as 

compared to 8% for the eurozone. In the eurozone, the head-

winds caused by the strong, year-over-year appreciation of the 

euro are fading, so that European companies are likely to report 

better results in the second half of the year, and that will support 

market sentiment. Given the multitude of risks that will likely 

preoccupy the markets over the summer, a return to the unusual-

ly low volatility of last year is not to be expected. The terms and 

conditions of Brexit must be fleshed out by October; the publica-

tion of the Italian budget for 2019 could provoke strident con-

frontations between Brussels and the populists in Italy, beginning 

in September; considering that the Republications could lose 

their Congressional majority in the US mid-term elections, Presi-

dent Trump still urgently needs successful “deals”, which could 

lead to an escalation of the trade conflict in the meantime; an 

escalation of the Iran conflict could push the price of oil higher. 

Although a strategic preference should still be given to equities, 

the extent of the equities overweight must be tactically managed. 
Dr Bernd Meyer, Chief Strategist, Wealth and Asset Management 
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THE UPSWING CONTINUES, DESPITE NEW RISKS  

IN A NUTSHELL 

• The economic upswing continues. However, worries about 

world trade and Italy are crimping growth somewhat in Eu-

rope, while the US economy is picking up steam. 

• Gradual interest rate reversal: central banks can stick to 

their timeframes. The Fed will raise interest rates two more 

times this year and the ECB will end its bond purchases in 

December. 

• The outlook is clouded by political uncertainties. However, 

inflationary pressure remains within narrow bounds. 

 

 

 

   

World trade supports the upswing: what is at stake? 

World trade and economic growth by year; G7: US, Japan, Germany, France, 
UK, Italy, Canada 

 Germany well ahead of Italy since the reforms of Agenda 2010 

Real gross domestic product, rebased on Q1 1991 = 100 

 

 

 
Time period: 01/01/1993–31/03/2018, quarterly data 
Source: OECD, Dutch Economics Ministry, own calculations 

 Time period: 01/01/1991-31/03/2018 
Source: Destatis, Istat 

-20

-15

-10

-5

0

5

10

15

20

-8

-6

-4

-2

0

2

4

6

8

1993 1996 1999 2002 2005 2008 2011 2014 2017

G7 real GDP (% yoy, lhs) World trade volume (% yoy, rhs)

90

100

110

120

130

140

150

90

100

110

120

130

140

150

1991 1995 1999 2003 2007 2011 2015

Germany Italy

 

Trans-Atlantic chasm  

After the economic upswing took hold in much of the world in 

2017, a trans-Atlantic chasm looms on the horizon in 2018. In 

the US, a reduction of regulations is boosting business sentiment, 

especially among small and medium-sized businesses. On top of 

that, US tax reform is increasing the investment propensity of 

businesses and artificially stimulating the demand of private 

households. After a subdued start to 2018, signs point to growth 

rates above 3% in the rest of the year. Thanks to the tax stimulus, 

households and businesses can easily absorb the losses caused by 

President Trump’s trade barriers at this time.  

Unlike the US, its key trading partners, which have not afforded 

themselves the luxury of a fiscal stimulus, are being harmed by 

Trump’s trade policies. Although the direct costs of US duties on 

steel and aluminium are very low, fears of a further escalation are 

weighing on sentiment. The business climate in Germany, which 

is especially dependent on exports, and in many other parts of the 

eurozone has visibly deteriorated since around February. Alt-

hough the business climate is still indicative of reasonable 

growth, growth rates can be expected to fall back to a pace of 

around 1.5%, in line with the long-term trend in Germany and 

the eurozone, for a few quarters.  

Another factor contributing to the trans-Atlantic chasm are the 

somewhat higher oil prices, which are a burden for consumers 

especially in Europe, whereas in the US they are fuelling higher 

investment in the oil and gas sector, besides higher fuel costs for 

all. 

 
Growth dip in Europe 

For the full year 2018, we expect 3% growth in the US, after 

2.3% last year. By contrast, eurozone growth can be expected to 

slow from 2.5% to a still respectable 2.1% in 2018. Whether that 

rate of growth can be achieved in the eurozone will depend pri-

marily on whether the worries about world trade and Italy sub-

side in the further course of the year. We expect either that the 

US will reach trade agreements with China and the EU within a 

few months, or that businesses and households will simply be-

come accustomed to a certain level of uncertainty, provided that 

it is not repeatedly intensified by US actions. After all, even 

Trump is presumably more interested in making “deals” than in 



 

  Q3 | 2018      HORIZON 7 

 

 

 

 

 

   

Growth and inflation forecasts 

 
 GDP Growth (in %)  Inflation (in %) 

 
 2017 2018 2019  2017 2018 2019 

 
 

 **  **  **  
 **  **  ** 

USA  2.3 2.3 3.0 2.9 2.7 2.4  2.1 2.1 2.6 2.6 2.3 2.3 

Eurozone  2.5 2.5 2.1 2.2 2.0 1.9  1.5 1.5 1.7 1.6 1.6 1.6 

Germany  2.5 2.5 2.1 2.1 2.1 1.9  1.7 1.7 1.9 1.8 1.7 1.8 

France  2.3 1.9 1.9 2.0 2.2 1.8  1.2 1.2 2.0 1.6 1.7 1.5 

Italy  1.6 1.5 1.2 1.3 1.3 1.2  1.3 1.3 1.1 1.2 1.3 1.4 

Spain  3.0 3.1 2.7 2.8 2.6 2.3  2.0 2.0 1.7 1.6 1.6 1.6 

UK  1.8 1.7 1.4 1.4 1.8 1.5  2.7 2.7 2.5 2.5 2.2 2.1 

Japan  1.7 1.6 1.2 1.1 1.1 1.0  0.5 0.5 0.9 1.0 1.0 1.0 

China  6.8 6.9 6.5 6.5 6.1 6.3  1.6 1.6 2.2 2.2 2.2 2.2 

World*  2.9 3.5 3.0 3.6 2.9 3.4  - 3 - 3 - 3 
 

* Berenberg data on actual exchange rates, not purchasing power parity because PPP would give more weight to the fast-growing emerging-market countries  

** Average, Bloomberg consensus, as of 20/06/2018 

  

causing more and more damage. If, however, the trade dispute 

escalates further, growth rates in Germany and the EU would 

remain quite subdued for the foreseeable future. While we do not 

consider this scenario to be probable, we cannot rule it out either, 

unfortunately. 

 

The Italian risk  

In Rome, a government composed of left and right anti-

establishment parties is proceeding to implement an agenda that 

could lead Italy into a deep crisis that would also affect Europe.   

Will the radical government in Rome push the  

country into a debt crisis in the near future? 

The coalition of the 5-Star party and the Northern League wants 

to increase spending, reduce taxes, lower the retirement age and 

reverse a key labour market reform. Highly indebted as it is al-

ready, Italy truly cannot afford any of these steps.  

We expect that the radical government, under pressure from the 

markets and the EU, and constrained by the Italian constitution, 

which sets strict limits on new debt policy, will weaken their 

plans and drag them out long enough to avert an immediate and 

serious crisis. Nevertheless, the risk of an imminent debt crisis is 

indeed significant. Fortunately, the eurozone now has some ef-

fective instruments in the form of the ECB’s European Stability 

Mechanism (ESM) and the Outright Monetary Transactions 

(OMT) programme to limit the risk that an Italian crisis would 

spill over to other countries. But like an escalating trade war, an 

Italian crisis could temporarily derail the upswing in Europe.  

 

China is stable, mixed outlook for other emerging-market countries  

China remains on a growth course. Although the country is put-

ting off the big problem of massive public-sector and private-

sector debt, China can still afford to do so in the foreseeable 

future, thanks to its very high reserves and 40% savings rate. The 

outlook for other emerging-market countries is mixed. Whereas 

east Asia can export more goods to the US, Turkey, which is 

dependent on capital imports has put itself in a precarious posi-

tion. 

 
Gradual return to normal monetary policy  

The subdued inflationary pressure gives central banks the room 

they need to exit gradually from their extremely expansive mone-

tary policy. In the US, the Fed will probably raise its base interest 

rates again in September and December 2018 by 0.25ppt at a 

time. At the same time, it will gradually reduce its balance sheet 

by replacing fewer maturing bonds with new bonds.  

Despite the somewhat weaker pace of economic growth, the 

ECB too will reduce its bond purchases further in October 2018 

and end them completely at the end of the year. Assuming that 

the economy remains stable, it could then raise its refinancing 

rate in September and December 2019 by 0.25ppt in total. 
Dr Holger Schmieding, Chief Economist 
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SELECTIVE UPSIDE POTENTIAL AFTER THE RECOVERY RALLY 

IN A NUTSHELL 

• Equities have recovered significantly thanks to rising corpo-

rate profits and subsiding fears of a trade war.  

• The equities environment remains constructive thanks to 

strong M&A activities, share buyback programmes, and ris-

ing profits. However, volatility spikes will probably become 

more frequent. 

• The biggest upside potential can be found in European 

small caps and in Japanese and emerging-market equities. 

 
 

 

 

   

US equities made strong gains in the second quarter, followed by EM Asia and Japan; European large caps lost out  

 
Total return  Year-to-date and in Q2  (in %, EUR)  12-month periods of the last 5 years (in %, EUR)  PBR* Div.* PER* 

 
    YTD (31/12/17 – 19/06/2018)  19/06/17 19/06/16 19/06/15 19/06/14 19/06/13  

19/06/18 19/06/18 19/06/18 

 
    Q2 (31/03/18 – 19/06/2018)  19/06/18 19/06/17 19/06/16 19/06/15 19/06/14  

Russell 2000    16.6 26.9 -8.9 32.0 18.0  2.2 1.1 27.4 

S&P 500    10.7 22.1 1.0 32.0 19.1  3.2 1.9 17.4 

Topix    8.4 24.0 -7.3 30.6 9.6  1.3 2.2 13.7 

Stoxx Europa Small 200    6.5 25.1 -9.4 14.2 27.1     

Stoxx Europe Defensive    -0.8 14.4 -10.2 10.7 28.3        

MSCI EM Asia    9.1 33.1 -14.2 25.0 12.5  1.6 2.5 12.4 

MSCI UK    4.6 29.9 -7.2 1.7 10.5  1.8 4.4 13.7 

Euro Stoxx 50    -1.5 29.0 -15.2 7.0 26.2  1.5 3.7 13.8 

Stoxx Europa Cyclical     2.5 33.0 -18.3 11.3 22.1        

Stoxx Europa 50    -2.3 22.0 -14.9 11.6 19.2  1.8 4.2 13.8 

DAX    -1.6 33.8 -12.8 10.4 21.6  1.6 3.2 13.1 

MSCI EM Eastern Europe     6.0 21.5 -10.2 -8.7 4.9  0.9 5.6 6.8 

Time period: 18/06/2013-19/06/2018 
Source: Bloomberg;     * PBR = Price-book value ratio; Div. = Dividend yield (%); PER = Price-earnings ratio. Values based on estimates for the next 12 months 

 

Recovery rally after a weak spring  

After the correction in the spring, the equity markets recovered 

significantly in the second quarter. The main drivers were the 

brightened sentiment (less concern about inflation and a potential 

trade war) and rising corporate profits as evidenced by the strong 

Q1 reporting season, especially in the US. US small caps, which 

are benefiting the most from the US tax reform and the strong 

US economy, and whose profits are not as sensitive to the US 

dollar because they are more focused on the domestic market, 

have performed the best since the beginning of the year and in 

the second quarter. European equities also posted strong gains, 

supported by the weaker euro and the robust global economy. 

Only eastern Europe has lagged behind. Russian equities suffered 

losses as a result of the new US sanctions, which also led to a 

substantial devaluation of the rouble. 

Positive profit estimate revisions  

Analysts’ profit estimates have risen again lately, especially in the 

energy sector, thanks to higher oil prices. Regionally speaking, 

positive profit estimate revisions have been the most prevalent in 

the US (tax reform, strong US growth) and Europe (euro weak-

ness), whereas profit estimates in emerging-market countries have 

been adjusted downwards after the recent dollar strength and the 

rise in US interest rates. The consensus expectation for MSCI 

World profit growth is now 17% for 2018 and 9% for 2019. As 

we see it, the risk of downward revisions of profit estimates in 

the next few months are high because analysts appear now to 

have priced in all the positive factors, whereas many potentially 

adverse factors for corporate profits (trade tariffs, Brexit, fresh 

sanctions, rising interest rates, higher exchange rate volatility) are 

possible.  

Limited upside potential with more frequent volatility spikes  

We expect heightened volatility in the equity markets. For one, 

political risk factors have increased again recently. For example, it 

is unclear exactly what Italy’s new government will do, what will 

happen next with Iran, and what trade tariffs will actually be 

imposed. In addition, the US faces mid-term elections in No-

vember, which will probably only increase the political uncertain-

ty, especially considering that the Democrats are leading in the 

latest opinion polls. Nevertheless, the fundamental environment 

for equities remains constructive, especially due to the fact that 

valuation ratios look more attractive again thanks to rising corpo-

rate profits and after the correction in the spring. Moreover, 
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WHAT’S ON THE MIND OF COMPANIES  

 

Rising costs and changed sales channels  

Many companies are telling us about shortages of workers 

and basic materials. In Germany, wage increases are cur-

rently running at 3% over last year – a 20-year high. Full 

capacity utilisation in many parts of the basic materials 

industry, such as chemicals, combined with low investment 

in the years 2009-2015, are pushing prices higher and po-

tentially creating margin pressure for companies. It is thus 

all the more important for companies to have some pricing 

power in their portfolio. 

The trend towards online shopping continues unabated and 

is bound to increase much more. Whereas in earlier times, 

brands primarily relied on retailers to distribute their prod-

ucts, they are now much more focused on direct sales. One 

needed a costly store network in the past, but this is no 

longer necessary thanks to online sales. This also makes it 

possible to achieve significantly higher profitability. A 

prime example of direct-to-consumer selling can be found 

in the sales of the Germany’s World Cup shirt by adidas. 

Although the shirt used to be sold extensively in retail 

stores, it was initially only available in the adidas online 

store this year. This resulted in much higher net revenues 

for adidas compared to four years ago, even for the same 

quantity of shirts sold. 
Matthias Born, CIO Equities 

 
    

European small caps have significantly reduced their leverage of 

late  

Net debt/EBITDA 

 Overview of forecasts: the eurozone offers catch-up potential 

compared to US equities  

 

 

 
 

 Currently  
 

 * 

Index forecasts  19/06/2018  31/12/2018 30/06/2019  in 12 months 

S&P500  2,763   2,850 2,900   3,079 

Dax  12,678   13,700 14,200   14,998 

EuroStoxx 50  3,435   3,650 3,700   3,951 

MSCI UK  2,195   2,250 2,250   2,413 

        

Index potential (in %)        

S&P500  -   3.2 5.0   11.5 

Dax  -   8.1 12.0   18.3 

EuroStoxx 50  -   6.2 7.7   15.0 

MSCI UK  -   2.5 2.5   9.9 
 

Time period: 31/12/1999–31/12/2017 
Source: Factset, Datastream, Goldman Sachs Global Investment Research; financial institu-

tions were excluded from the analysis 

  * Average, consensus, as of 19/06/2018 
Source: Bloomberg, Berenberg 
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negative growth surprises (especially in Europe) will run out in 

the second half of the year because economists have already 

revised their estimates down. Global M&A activity is at its high-

est level since 1990, and thanks to the US tax reform, business 

investment and share buyback programmes are picking up. But 

considering that equities have already made substantial gains and 

that many political risks remain, we see only limited upside po-

tential for equities in the third quarter. 

European small caps, Japan and emerging markets are attractive  

We used the recovery rally in May as an occasion to reduce equi-

ties anti-cyclically, although we retained a medium overweight. If 

the stock rally continues, we would like to take more profits. 

Analogously, we would consider increasing the equity allocation 

again after a correction. In terms of regions, we mostly like Eu-

ropean small caps and Japanese and emerging-market equities. 

European small-cap companies have continued to reduce their 

leverage and stand to benefit from the further recovery of the 

eurozone due to their stronger focus on the domestic market. 

They would also be less vulnerable to any appreciation of the 

euro. Japanese equities are supported by attractive valuations, 

economic reforms, and the support afforded by the central bank 

in the form of stock-buying programmes. We also like emerging-

market equities because their growth advantage compared to 

industrialised nations can be expected to increase significantly in 

the coming years. In addition, they offer catch-up potential after 

their recent underperformance. 
 

Ulrich Urbahn, Head of Multi Asset Strategy & Research 
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BONDS TEMPORARILY DRIVEN BY POLITICS  

IN A NUTSHELL 

• Quo vadis, Italy? Political uncertainty triggers a temporary 

change of direction for government bond yields. 

• Corporate bonds should be viewed differently, depending 

on the sector. 

• Emerging-market bonds to offer new potential in the se-

cond half of the year. 

 

 

 

   

Government bonds: Italy goes off course  

Development of yields of selected 10-year government bonds in the Eurozone 
since the beginning of the year (in %) 

 Forecasts: Base interest rates and government bond yields (in %) 

Comparison of Berenberg and consensus forecasts, value at the end of 2018 and 
middle of 2019 

 

 
  

 19/06/2018  31/12/2018  30/06/2019 

  
 Currently  

 *  
 * 

USA  
 

          

 
Base interest rate  1.75 – 2.00   2.25 - 2.50 2.40   2.75 - 3.00 2.80 

 
10Y US yield   2.90   3.30 3.17   3.45 3.30 

Eurozone  
 

            

 
Base interest rate  0.00   0.00 0.00   0.25 0.05 

 
10Y Bund yield   0.37   0.80 0.84   1.10 1.14 

UK  
 

            

 
Base interest rate  0.50   0.75 0.70   1.00 0.88 

 
10Y Gilt yield  1.28   1.70 1.71   1.90 1.91 

 

Time period: 01/01/2013-20/06/2018 
Source: Bloomberg 

 *Average, consensus as of 19/06/2018  
Source: Bloomberg 
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Government bonds: the “Italian patient” continues to cough 

Having risen by 20bp since the beginning of the year, the yield of 

10-year German Bunds were following the path of “interest rate 

reversal” expected by us until the almost-forgotten problems in 

Italy resurfaced. Above all, the prospect of a possibly much more 

expansive fiscal policy with appreciably higher budget deficits 

initially prompted a trend reversal both in core Europe and the 

eurozone periphery. The yield of one-year Italian government 

bonds soared from less than 1.8% to more than 3.4% (intraday); 

in fact, the short end of the yield curve rose by around 280bp, 

even as the capital flows of security-orientated investors pushed 

the yield of 10-year German Bunds down to less than 0.2%. The 

spreads of Spanish and Portuguese bonds compared to Germany 

and the rest of core Europe also widened, albeit by not nearly as 

much. At the present time, we consider the developments in Italy 

and the reaction of the financial markets to them to be more of a 

bad cough than a heart attack, and we are well positioned thanks 

to our underweight in Italian bonds. According to this assess-

ment, the situation can be expected to calm as economic consid-

erations and moderate fears of inflation take the lead instead of 

political drivers. An abatement of the flight to quality would 

cause the yields of German Bunds, UK Gilts and US Treasuries 

to rise again, for which reason we prefer southern European 

government bonds over “safe haven” bonds. On top of that, 

there will be (additional) interest rate hikes in the US and the UK 

this year. By contrast, the European Central Bank (ECB) will wait 

until 2019 to raise interest rates for the first time, although it will 

further reduce its bond purchasing programme in the autumn. In 

terms of monetary policy, therefore, the signs point to “interest 

rate reversal”. 

 

Corporate bonds: fleeting storm in a teapot? 

The fact that the direction of risk premiums for corporate bonds 

is not a one-way street was amply demonstrated in May. An ex-

plosive mixture of the global trade dispute with the US, the situa-

tion in North Korea, and recurring worries about the political 

situation in southern Europe have unsettled European investors. 

In an attempt to reduce their exposure, many market participants 

found that many banks and brokers were less than eager to buy. 

Consequently, the risk premiums for European investment grade 

bonds (+12bp) and high-yield bonds (+51bp) rose markedly in 

May. Looking forward, the performance of European corporate 

bonds seems to have been heavily influenced by political news. 
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Appreciable increase in risk premiums  

Risk premiums of high-yield and investment grade bonds: High-yield spreads 
have widened further  

 Temporary trend reversal in emerging-market capital flows  

Capital flows to emerging-market bonds have been positive on the whole since 
the beginning of the year, but have recently reversed direction 

 

 

 
Time period: 01/01/2013-19/06/2018 
Source: Bloomberg 

 Time period: 01/01/2018-08/06/2018 (calendar weeks (CWs) 1 to 23 of the current year) 
Source: JP Morgan 
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Assuming the continuation of good macro data and quiet head-

lines, risk premiums could potentially decline in the coming 

months, despite the reduction of the ECB’s bond purchasing 

programme. After all, many companies are still impressing inves-

tors with positive profit growth and moderate debt levels, and in 

the market itself, the default rate is low. While the ECB’s bond 

purchasing programme has boosted the bond market as a whole 

in the last two years, we expect differentiated performance, in 

some cases substantially so, for different economic sectors in the 

coming months. For example, we expect that yields in the auto-

motive and steel sectors will perform rather below-average as 

long as the trade dispute with the US continues. In addition, real 

estate companies are vulnerable because they have to contend 

with rising interest rates leading to higher funding costs even as 

the valuations of their real estate portfolios decline. However, 

bank bonds should benefit from rising interest rates. Moreover, 

financial institutions in Europe have bolstered their capital ratios 

and reduced non-performing loans, thanks to stricter regulations. 

Given the uncertainties in southern Europe, we would give pref-

erence to sound financial institutions in core Europe and Scandi-

navia.  

 

Emerging-market bonds: potential in the second half  

The markets for emerging-market bonds have come under fur-

ther pressure in recent weeks. Whereas the negative performance 

in the first quarter was largely due to rising US yields, widening 

risk spreads were the reason in the second quarter. From the 

standpoint of US investors, hard-currency bonds lost 6.0% of 

their value, while local-currency bonds, which had a positive 

performance in the first quarter, sustained a loss of 6.8%. Local-

currency bonds in particular suffered significantly from the 

strong US dollar and were among the weakest asset classes in the 

second quarter. Despite capital outflows in the last few weeks, 

however, both segments still show positive net inflows since the 

beginning of the year. Almost two-thirds of these capital inflows 

went to local-currency bonds. In the meantime, hard-currency 

bonds are generating attractive entry yields of 6.7% and the most 

volatile phase in the US Treasuries market appears to have 

passed. In addition, the funding needs for 2018 have been largely 

met, which should have a positive effect on the secondary mar-

ket. Local-currency bonds also have catch-up potential because 

the massive price losses of the past few weeks were overblown, 

considering that most emerging-market countries are in a much 

better position fundamentally today than in the past. However, 

the currently heightened level of volatility gives reason for cau-

tion. Particularly the performance of local-currency bonds could 

still fluctuate considerably in the upcoming third quarter due to 

political factors such as the elections in Turkey and Mexico and 

the continually recurring trade dispute between the US and China.  
Martin Mayer, Senior Portfolio Manager Multi Asset 

Christian Bettinger, Head of Fixed Income 

Robert Reichle, Head of Emerging Markets Selection 
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TURBULENT TIMES FOR COMMODITIES  

 

 OPEC’s oil production has been cut by more than planned  

OPEC’s oil production has fallen below 32m barrels per day, leading to tight 
worldwide supplies despite the record-high production of OPEC countries    

 

 

 Time period: 01/01/2000-31/05/2018 
Source: Bloomberg 

 The price of gold is still highly dependent on the US dollar  

The stronger US dollar has recently weighed on the price of gold in US dollar 
terms; in euro terms, however, the price of gold is modestly higher 

 

 

 Time period: 01/01/2013-20/06/2018 
Source: Bloomberg 

 Subdued positioning of financial investors in copper  

The chart shows the positioning of traders and financial investors in copper; the 
sceptical attitude towards copper increased substantially in the spring 

 

 

 Time period: 01/01/2013-19/06/2018 
Source: Bloomberg, CFTC 
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Oil market: focus on OPEC production and possible Iran sanctions  

After peaking at USD80 per barrel in May, the price of Brent 

crude has recently fallen again in tandem with the development 

of speculative net long positions. The development of oil prices 

in the second half will depend very much on the aftermath of the 

OPEC meeting to be held on 22 June and the looming US sanc-

tions against Iran. Due to the low OPEC production quantities, 

which were exacerbated by production losses in Venezuela, the 

oil market was under-supplied in the second quarter. In the com-

ing months, however, increased production by OPEC countries 

and the United States should restore equilibrium to the oil mar-

ket, resulting in sideways fluctuating prices. However, this will 

only happen if Iranian production is not restricted by new US 

sanctions. Such restrictions would lead to rising oil prices and 

higher price volatility, even if US production increases.  

Moderate potential for precious metals in the second half  

Prices of precious metals slightly dropped in the second quarter, 

particularly due to the appreciation of the US dollar, whereas they 

remained quite stable in euro terms. However, the decline was 

limited due to the many political risks and the heightened uncer-

tainty among market participants. The further rise of US base 

interest rates that we expect for 2018 and 2019 will not be a 

negative factor for precious metals as long as real interest rates 

remain low. The price of gold struggled recently to rise above 

USD1,300 but the return potential has improved. The low level 

of net long positions of investors and subdued physical demand 

indicative of upside potential suggest that the price of gold may 

recover in the second half of the year. The multi-asset portfolio 

should benefit from such a recovery.  

Industrial metals are directly affected by tariffs  

Industrial metal prices were thrown into turmoil in the most  

recent quarter as a result of tariff threats and the actual imposi-

tion of tariffs. However, worldwide demand remains high and the 

risk appetite of investors has risen again since the equity markets 

recovery. Both these factors are positive for industrial metal 

prices. The volatility of industrial metal prices should remain high 

in view of the US trade disputes, although we expect a certain 

accustoming effect on the markets. With respect to copper, the 

focus of attention will probably shift to the collective wage nego-

tiations in Chile in the coming weeks. Given the current news-

flow, however, an investment is not particularly attractive at this 

time.  
Guido Urban, Senior Analyst Multi Asset Strategy & Research 
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CURRENCIES: TEMPOARY EURO WEAKNESS  

 

 Simultaneous euro weakness and dollar strength  

The euro has lost value against the currencies of the most important trading 
partners while the US dollar has gained 

 

 
 Time period: 01/01/2013-20/06/2018 

Source: Bloomberg 

 A stable pound despite Brexit worries  

The currency market has grown used to Brexit imponderabilities, leaving the 
EUR/GBP exchange rate to fluctuate within a narrow range 

 

 

 Time period: 01/01/2013-20/06/2018. 
Source: Bloomberg 

 Exchange rate forecasts 

After the recent phase of weakness, the euro should recover somewhat in the 
rest of the year 

  
 19/06/2018  31/12/2018  30/06/2019 

Exchange rate forecast  Currently  
 *  

 * 

EUR/USD  1.16  1.21 1.22  1.22 1.24 

EUR/GBP  0.88  0.87 0.88  0.86 0.88 

EUR/CHF  1.15  1.18 1.18  1.20 1.20 

EUR/JPY  128  133 130  139 133 

 
 

 
     

 

Change against the euro in %  
 

     
 

USD  -   -4.2 -5.0   -5.0 -6.5 

GBP  -   1.1 0.0   2.3 0.0 

CHF  -   -2.3 -2.3   -4.0 -3.7 

JPY  -   -4.1 -1.9   -8.2 -3.8 
 

 *Average, consensus as of 19/06/2018  
Source: Bloomberg 
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The value of the European single currency declined sharply in 

April and May. After the trade conflict with the US dampened 

economic expectations for the eurozone and the political esca-

pades in Italy caused further uncertainty, the euro exchange rate 

fell briefly below the USD1.16 level, breaching the 200-day mov-

ing average. The euro recovered somewhat in early June, before 

the ECB put the euro under pressure again. 

 

Dollar strength and euro weakness  

A glance at the trade-weighted exchange rates shows that the 

sharp downturn cannot be attributed solely to imponderabilities 

in the eurozone. That is because the US dollar has regained 

strength over a broad front, for different reasons. The US dollar 

has benefited lately from several factors. Besides the robust 

economy, higher market interest rates and the prospect of further 

monetary tightening have made the dollar attractive. Further-

more, the US currency is traditionally sought out as a safe-haven 

currency in the face of geopolitical tensions; and there has truly 

been no shortage of flashpoints in the last few weeks. The out-

look for the euro/US dollar exchange rate is mixed for now. For 

as long as uncetainty in Italy remains, the trade conflict with the 

US continues to smoulder, and geopolitical uncertainties persist, 

the dollar will probably either hold at its current level or even rise 

a little further. However, the euro should recover again in the 

further course of the year. 

 

The UK pound is fluctuating sideways  

The movement of the UK pound has been largely unspectacular. 

Despite the remaining imponderabilities surrounding Brexit, the 

pound has been fluctuating sideways against the euro. For nine 

months now, the exchange rate has remained precisely within the 

range that we expected: slightly below GBP0.90 to the EUR. The 

relatively robust state of the UK economy has contributed to the 

stability of the exchange rate. The labour market in particular is 

flourishing. In addition, the Bank of England is tightening its 

monetary policy in a very cautious manner. The sideways move-

ment of the exchange rate is likely to continue. Although new 

developments related to Brexit in particular may temporarily 

cause higher volatility, the exchange rate generally will probably 

not break out of the GBP0.85-0.90 to the EUR range for long. 
Dr Jörn Quitzau, Senior-Economist 
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INTERVIEW WITH CHRISTIAN BETTINGER 

 

 

 
 

 

Mr Bettinger, you lead the Fixed Income Team within Discretionary 

Multi-Asset Portfolio Management. What are your responsibilities? 

My primary responsibility is to manage the two bond funds Ber-

enberg-1590-Ertrag and Global Bond Opportunities, together 

with my colleagues. In addition, I manage some special mandates 

with bond-specific characteristics and I am responsible for the 

new bond issuance process. I also support the Investment Com-

mittee and our colleagues in Multi-Asset Portfolio Management 

with our assessments and investment ideas for the corporate bond 

markets. 

 

With all these responsibilities, what does your everyday work as a 

portfolio manager consist of exactly?  

Fortunately, no two days are alike. In the morning, we peruse 

news and research on a rotating basis, so we can come up with 

ideas to act on. Besides managing our portfolio, our daily work 

also includes risk controlling. The new issue markets for bonds 

bring variety and zest to our daily work. After placing possible 

orders in the late morning, we meet with new bond issuers, for 

instance, and then we speak with analysts or traders with our 

trading partners. In addition to our daily tasks, we have addition-

ally invested a lot of time in the development and implementa-

tion of the new fund concept for Global Bond Opportunities, a 

flexible and globally active bond fund. 

 

How interesting do you find the new issue business to be?  

Unlike many large competitors, we do not restrict ourselves slav-

ishly to a predefined investment universe in the fixed income 

sector. The roadshows held to publicise new issues are a very 

good way to get to know companies of all sizes and from differ-

ent sectors and countries in a compressed timeframe. We prefer 

intensive, one-on-one discussions with management to group 

presentations. Once our interest has been whetted, we can per-

form detailed company analysis in the office. As an added bene-

fit, attending roadshows frequently leads to the better allocation 

of new issue orders. Especially in an environment of low interest 

rates and risk spreads, the return advantage that new issues often 

offer as an incentive is a welcome sweetener.  

 

How have the bond markets and the work of bond portfolio manag-

ers changed in the last few years?  

It is no secret that growing bank regulation and the zealous buy-

ing behaviour of central banks significantly influence liquidity in 

various bond segments. One of the first steps we took in this 

environment was to diversify our portfolios more broadly, with 

smaller position sizes for each issuer. Another step was to sub-

stantially expand our business relationships with banks, but also 

independent brokers, in order to have access to numerous liquidi-

ty providers. This also helps us comply with the best execution 

policy, which was implemented at Berenberg years ago, but be-

came even more important from the standpoint of MiFID 2. 

Another new rule under MiFID 2 is the requirement to charge 

for research. In response to that rule, we have optimised our 

relationships with research providers. 

 

While bond purchases by central banks have created tailwinds for 

all asset classes, they have undoubtedly had the strongest impact 

on bond markets themselves. What will happen when the central 

banks reduce their balance sheets? 

In my opinion, the ECB has hinted at a cautious exit in its rheto-

ric for some time now. The statement that maturing bonds and 

coupon payments are to be reinvested at first suggests a moderate 

withdrawal of funds. Whereas a positive effect is certainly the 

partial improvement of market liquidity, a repricing of risk pre-

miums should also be expected, and that could temporarily lead 

to price losses, especially for corporate bonds. 

 

Do you have a certain investment universe? 

Generally speaking, we operate in the traditional bond segments 

of European government bonds, covered bonds and corporate 

bonds. I consider it to be a major advantage for us and therefore 

our clients as well that we are not strictly bound to a benchmark 
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SHORT BIOGRAPHY 

As the Head of Fixed Income in Discretionary Multi-Asset 

Portfolio Management, Christian Bettinger is responsible for 

managing the conservative bond fund Berenberg-1590-Ertrag 

and the flexible bond fund Global Bond Opportunities. He 

and his team are also responsible for providing input to the 

Investment Committee related primarily to the market for 

corporate bonds. Mr. Bettinger began his career with Beren-

berg in 2009 and is a Certified Financial Engineer (CFE) and 

Chartered Financial Analyst (CFA). 

 
 

 

  

and can therefore take a broader view. For example, we look at 

lesser-known, second-tier issuers, bonds without ratings, and 

securities in foreign currencies. When it comes to topics that we 

find interesting, but cannot manage ourselves, such as frontier 

market bonds, for example, we invest in third-party funds on 

behalf of our clients.  

 

How do you make investment decisions and according to what 

criteria do you select promising bonds?  

The criteria to be considered vary widely, depending on the bond 

segment. For example, the investment process for my focus 

segment of corporate bonds comprises four steps. Beginning 

with a quantitative analysis, we make a fundamental creditworthi-

ness assessment of the bond issuer. Ideally, we then speak with 

the management in order to arrive at a better assessment of the 

business model and market structures. In a third step, we consid-

er any special aspects in the securities prospectus or any poten-

tially disadvantageous bond terms and conditions. If this analysis 

leads to a positive conclusion, we then select the most attractive 

bond on the issuer’s yield curve. 

  

How do you work with other departments at Berenberg to benefit 

from their expertise? 

Naturally, we seek active exchanges with our colleagues inside the 

bank. With respect to bond trading, such exchanges might have 

to do with the current market situation and liquidity status or 

joint project work with the portfolio managers in Quantitative 

Asset Management. Discussing companies with our colleagues in 

Equity Funds Management is also very useful. 

 

Otherwise, how would you characterise your investment philoso-

phy?  

Our investment philosophy is mainly characterised by the flexibil-

ity of investing without being bound by a benchmark. This gives 

us the necessary freedom to position ourselves for market phases 

of rising yields, for example. Being independent of compulsory 

sector or country weightings, we can identify the most attractive 

issuers from the bottom up with the aid of our meticulous analy-

sis process. We also explicitly include issuers without official 

ratings in this process because they promise a higher return with 

lower volatility. 

 

Does it make sense at all for investors to invest in bonds in the low 

interest-rate environment? 

How am I supposed to answer that, as a bond portfolio manag-

er?! Granted, it used to be more fun for investors to invest in 

bonds. After several years of excellent bond performance, other 

bond features are more sought after today. We look for moderate 

interest rate risk with comparatively attractive returns. And given 

the advanced stage of the economic cycle, we try not to assume 

overly high credit risks. Bonds have their rightful place as diversi-

fiers in a multi-asset portfolio. In addition, there is still no alter-

native to short-dated bonds for highly risk-averse investors who 

still expect positive income. 
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foreign exchange market developments  

 

 Robert Reichle, CFA, CQF | Head of Emerging Markets Selection 

is in charge of Emerging Markets and Global Bonds ex Euro within 

Berenberg's Quantitative Asset Management 

Dr Holger Schmieding| Chief Economist 

is the head of Economics and analyses economic and political trends 

with an influence on investment decisions  

Ulrich Urbahn, CFA | Head of Multi Asset Strategy & Research 

focuses on the multi-asset investment process, the development of 

investment ideas and capital market communications  

Guido Urban, CFA | Senior Analyst Multi Asset Strategy & Research 

is in charge of capital market publications, analyses commodities, 

supports the investment process and develops investment ideas  
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Joh. Berenberg, Gossler & Co. KG 

Neuer Jungfernstieg 20 

20354 Hamburg (Germany) 

Phone +49 40 350 60-0 

Fax +49 40 350 60-900 

www.berenberg.com 

multiasset@berenberg.com 
 

This document is a marketing communication. The document does not constitute an 

investment strategy pursuant to Article 3(1) No. 34 Regulation (EU) No 596/2014 on 

market abuse (market abuse regulation) nor an investment recommendations pursuant 

to Article 3(1) No. 35 Regulation (EU) No 596/2014, both provisions in connection 

with section 85(1) of the German Securities Trading Act (WpHG) or a solicitation to 

purchase financial instruments. As a marketing communication this document 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 document is meant to give you an opportunity to get an idea of 

a certain investment. However, it is not a substitute for legal, tax or individual financial 

advice. 

 

Your investment objectives as well as your personal and financial situation have not 

been considered either. We therefore expressly point out that this document does not 

constitute personal investment advice. The document has not been revised by an 

independent audit firm nor any other independent expert. You should always make 

investment decisions on the basis of the sales documentation (key investor information, 

sales prospectus, the current annual report and, if applicable, the half-yearly report), 

which provide detailed comments on the opportunities and risks of the financial 

instrument.  

 

The statements contained in this document are based either on the company's own 

sources or on publicly accessible third-party sources, and reflect the status of infor-

mation as of the date of preparation of the presentation. No consideration can be given 

to subsequently occurring changes. The information given can become incorrect due to 

the passage of time and/or as a result of legal, political, economic or other changes. We 

do not assume responsibility to indicate such changes and/or to publish an updated 

document. Past performance, simulations and forecasts are by no mean a reliable 

indicator of future performance and custody fees may occur which can reduce overall 

performance. 

 

Please refer to the online glossary at www.berenberg.de/glossar for definitions of the 

technical terms used in this document. 

 

Date: 20 June 2018 

 


