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US-China tensions have stopped the growth in global trade

Sources: Peterson Institute. CBP. Macrobond, Union Investment

Average tariff rates in US-China bilateral trade Merchandise world trade volume, index
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Direct effects: Economic slowdown

Estimated impact of a slowdown in global trade Effect of trade tensions on EMU economic output
Real GDP, annual change in percent
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Estimated output 
elasticity to global trade

Cumulative output 
effect of trade tensions

Year 1 Year 2 Baseline Escalation

EMU 0.0% 0.3% -0.3% -0.9%

Germany 0.3% 0.2% -0.5% -1.5%

France 0.0% 0.2% -0.2% -0.6%

USA 0.1% 0.05% -0.15% -0.5%

Japan 0.3% 0.0% -0.45% -0.9%

Simulation

Baseline scenario: Annual world trade volume growth of 1.5%
Escalation scenario: Annual world trade volume contraction by 1.0%
Source: Union Investment
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Indirect effects: A dent on confidence

Sources: PolicyUncertainty.com, Markit, Macrobond, Union Investment

Global Economic Policy Uncertainty Index Manufacturing Purchasing Manager Indices
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Germany: The labour market has turned

Sources: BfA, Macrobond, Union Investment

National labour market Rising unemployment in the industrial core
Annual change in the unemployment rate, in percent
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Euro area: Subdued inflation

Source: Union Investment, Macrobond

Euro area consumer price inflation
Annual change in percent

Core inflation fails to react to tight labour market
Seasonally-adjusted annual change in percent
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Euro area: Changing composition of lending to the private sector

Source: Union Investment, ECB, BIS, Macrobond

Bank lending to the private sector
€ billion, 3 month moving average

Capital market funding to non-financial corporates
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Percentage of total debt funding
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Euro area: Baseline economic projections

Source: Union Investment
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2018 2019 2020
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2018 2019 2020

Real GDP % y-o-y 0.3 0.4 0.2 0.3 0.4 0.2 0.1 0.2 0.2 0.2 0.2 0.3 1.9 1.1 0.8
Private Consumption % y-o-y 0.5 0.1 0.2 0.4 0.4 0.2 0.4 0.4 0.4 0.4 0.4 0.4 1.4 1.2 1.4
Government Spending % y-o-y 0.1 0.3 0.2 0.4 0.4 0.3 0.5 0.6 0.6 0.6 0.6 0.6 1.1 1.5 2.3
Private Investment % y-o-y 0.2 1.7 0.5 1.5 0.2 0.5 0.4 0.6 0.6 0.6 0.6 0.4 2.3 2.8 2.2
Exports % y-o-y -0.5 1.1 0.4 1.0 0.9 0.0 0.4 0.4 0.3 0.3 0.5 0.6 3.5 2.5 1.4
Imports % y-o-y -0.1 1.4 0.9 1.0 0.4 0.2 1.1 1.0 0.8 0.8 1.0 1.0 2.7 2.9 3.6
Net Exports EUR bn 136 133 127 128 136 134 126 118 112 106 100 95 524 525 414

Industrial Production -0.9 0.1 0.0 -1.2 0.6 0.1 0.1 0.2 0.3 0.3 0.3 0.3 0.9 -0.2 0.9
Unemployment % 8.5 8.3 8.0 7.9 7.8 7.6 7.5 7.5 7.5 7.5 7.5 7.5 8.2 7.6 7.5

HICP % y-o-y 1.3 1.7 2.1 1.9 1.4 1.4 1.2 1.0 1.2 0.9 1.0 1.6 1.8 1.3 1.2
HICP (core) % y-o-y 1.0 1.0 1.0 1.0 1.0 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.0 1.1 1.1
M3 % y-o-y 3.6 3.8 3.7 4.0 4.8 5.1 5.6 5.5 5.4 5.0 4.8 4.4 3.8 5.3 4.9
Nominal GDP % y-o-y 3.4 4.3 3.8 3.1 2.8 2.6 2.2 1.9 1.9 1.6 1.9 2.5 3.7 2.4 2.0

Current Account EUR bn 102 92 79 86 94 91 83 76 70 64 58 53 359 344 244
% GDP 3.6 3.2 2.7 2.9 3.2 3.1 2.8 2.5 2.3 2.1 1.9 1.7 3.1 2.9 2.0

Fiscal Balance % GDP -0.5 -0.8 -1.2
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The ECB’s monetary policy decisions on 12 September 2019

Source: Union Investment, ECB, Macrobond

Tiering of central bank deposit rates
Stock of excess reserves held at the Eurosystem, in € billion

Resumption of large-scale asset purchases
Monthly asset purchases, in € billion
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Forecast
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The market has priced out further ECB deposit rate cuts and the 
scarcity premium on German government bonds has all but disappeared

Source: Macrobond

Short-term euro area interest rates, in percent

Christian Kopf  |

-1,1

-0,9

-0,7

-0,5

-0,3

-0,1

0,1

2014 2015 2016 2017 2018 2019

Market-implied policy rate in 12 months ECB deposit rate One-year German government bonds

Scarcity premium
on one-year Schatz



|

Pe
rc

en
t

20 Nov 2019 13

Declining yields and risk premia on Italian government bonds

Source: Macrobond

Yield spread between Germany and Italy
Ten-year government bonds
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Market-based inflation expectations have stabilised at a very low level

Source: Macrobond

Euro area inflation expectations and crude oil 5-year 5-year forward break-even inflation
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Corporate bonds: Outperformance of interest rate sensitive sectors …
Christian Kopf  | 1520 Nov 2019 

Source: Union Investment

Sector performance in the European corporate bond market

Spread changes from 31 Dec 2018 to 15 Nov 2019, in basis points Spread changes from 12 Jun 2019 to 15 Nov 2019, in basis points
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… and of risky market segments
Christian Kopf  | 1620 Nov 2019 

Source: Union Investment

Instrument category performance in the European corporate bond market

Spread changes from 31 Dec 2018 to 15 Nov 2019, in basis points Spread changes from 12 Jun 2019 to 15 Nov 2019, in basis points
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The impact of asset purchases on Bund yields: expectations …

Source: Union Investment, Macrobond
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Investment Bank report,
9 October 2018:

“Our intrinsic valuation model 
suggests that the QE premium 
embedded in the 10y Bund yield 
amounts to 140bp. … As we head 
into next year, the QE premium 
should decline. … A reduction of
the QE premium by a quarter
would see the 10y Bund yield rise
towards 0.75% as the market
factors in the end of ECB QE.”

Investment Bank report,
9 October 2018:

“Our intrinsic valuation model 
suggests that the QE premium 
embedded in the 10y Bund yield 
amounts to 140bp. … As we head 
into next year, the QE premium 
should decline. … A reduction of
the QE premium by a quarter
would see the 10y Bund yield rise
towards 0.75% as the market
factors in the end of ECB QE.”
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… and empirical observations

Source: Union Investment, Macrobond
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Yields started to decline 
once the ECB stopped net 
asset purchases

Yields rose sharply after the 
ECB announced a restart of 
its asset purchase programme
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Long-term yields seem to be largely driven by expected short-term yields,
while asset purchases have a very limited impact only 

Source: Macrobond
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The recent rise in ten-year German Bund yields 
can largely be explained by changes in the 
market-implied path for ECB deposit rates
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Bond market forecasts

Source: Union Investment
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18 November 2019 March 2020 June 2020 September 2020 December 2020

2-year US Treasury 1.59% 1.50% 1.40% 1.20% 1.10%

10-year US Treasury 1.81% 1.90% 1.70% 1.60% 1.50%

2-year German Schatz -0.64% -0.70% -0.70% -0.70% -0.70%

10-year German Bund -0.34% -0.30% -0.40% -0.50% -0.50%

 We expect the US economy to slow down into 2020, which should prompt two further Fed rate cuts. 
This should be sufficient to avoid a recession and allow for a modest steepening of the US yield curve. 

 We have revised up our Schatz yield forecast as the ECB cut its deposit rate by 10 basis points only in 
September 2019. Further rate cuts seem unlikely due to financial stability concerns (cf. October 2019 GFSR).  

 Persistently weak growth and low inflation coupled with downward pressure on global yields stemming for 
further Fed rate cuts should lead to somewhat lower long-term German government bond yields next year 
and an even flatter Bund yield curve.

 Peripheral government bonds and corporate bond markets remain well-supported. 
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Bond market forecasts

Sources: ICE BofAML Euro Periphery Index (EGLR), Euro Corporate Index (ER00), BB-B Euro High Yield Non-Financial Index (HEAG), JP Morgan EMBI Global Diversified Index (JPGCSOSD)

Euro area government bonds
Yield to maturity, in percent

Corporate bonds
Asset swap spreads, in basis points

Emerging Markets bonds
Spreads over US Treasuries, in basis points
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Key points
Christian Kopf  |

Trade tensions have led to a sharp slowdown of the global economy, but the euro area 
should be able to avoid a recession in 2020 due to resilient domestic demand.

Inflation remains subdued and inflation expectations have declined in most advanced economies, 
likely due to global factors which are not in the control of central banks.

The ECB’s asset purchases have a minor effect on long-term government bond yields only,
but a rising impact on the funding to non-financial corporates and on corporate bond spreads.

Further ECB deposit rate cutes appear unlikely, since their marginal economic benefit would be dwarfed 
by mounting risks to financial stability (rising solvency risk for banks and non-bank financials, corporate 
debt build-up, asset bubbles, excess investment in lower quality and illiquid alternative assets).

Long-term yields in the euro area should gradually converge towards the current ECB deposit rate.
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Topics for discussion
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 What has driven the recent rise in euro area government bond yields? 

 Why has the restart of the asset purchase programme not led to a decline in yields?

 Do the ECB’s large scale asset purchases result in scarcity premia in euro area bond markets?

 What are the main risks to euro area bond markets going into 2020?
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Disclaimer

 This presentation is only intended for professional clients as described in section 31a, paragraph 2 of the German Securities Trading Act (WpHG). The present document has been 
prepared and issued by Union Investment Institutional GmbH. The document does not constitute a binding offer. Union Investment does not assume any obligation or liability for this 
document. The document is no substitute for the individual advice by Union Investment Institutional GmbH. Union Investment Institutional GmbH is not responsible for disadvantages 
that may arise directly or indirectly from the distribution of this document or its contents. For extensive product-specific information and details of the opportunities and risks 
presented by the respective fund, please refer to the latest sales prospectus, the Bank's terms and conditions or the annual and half-yearly reports that can be obtained free of 
charge from Union Investment Institutional GmbH, Weissfrauenstrasse 7, 60311 Frankfurt am Main, Germany, telephone +49 69 2567-7652. These documents constitute the sole 
legally binding basis for the purchase of fund units. Unless otherwise noted, all information, illustrations and explanations are as at 18 November, 2019.

 Origins of Data: 
Despite our effort and care no liability or guarantee can be assumed for the timeliness, accuracy or completeness of the data provided. Where data has been obtained from external 
sources, this is explicitly stated. We consider data obtained from external or publicly available sources to be reliable. Data obtained from external sources or contained in our own 
calculations may be incorrect.
We assume no liability for any errors that may occur when data is passed on, recorded or entered or when calculations are made using this data.

 Historical performance:
Performance data shown is historical. Past performances can not be taken as a reliable guide for future investments. The BVI method (time-weighted return) is used for these 
calculations. Where the gross method has been used for such calculations (adjusted for management fees and depositary fees), this is explicitly stated. Data calculated and 
presented using either the BVI method or the gross method does not include any front-end fees or product-specific costs (fees, commissions and other charges).

 Compliance with Global Investment Performance Standards (GIPS®) and the BVI-Rules of Conduct:
Union Investment claims of compliance with GIPS® has undergone the verification process and has been verified by an independent third-party „verifier“. The Composite-
Performance calculation and presentation comply with the GIPS® guidelines. The composite allocation of individual funds. or all Composites complying with GIPS® are available 
upon request. Union Investment Institutional GmbH has committed to comply with BVI’s code of conduct. In consequence, Union Investment Institutional GmbH employs the code's 
standards for performance illustrations. Cases of deviation will be individually indicated.

 Future assessment:
Any opinion expressed in this document (including estimates and forecasts) is solely for information purposes and does not constitute an individual offer or a guarantee for future 
performance. Any opinion contained herein was given at the date of publication and may be subject to change without notice.

 Use of Union Investment’s country ratings:
The country ratings devised by Union Investment are merely the outcome of its assessment of the creditworthiness of sovereign issuers for internal purposes, and they are intended 
to be used purely as quality appraisals of a certain selection of sovereign issuers. The ratings represent Union Investment Institutional GmbH’s own assessment and do not 
constitute a recommendation to take a particular course of action.
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