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Our economic scenario  

Despite numerous headwinds, the global economy looks to be recovering from first-half softness and 2018 is set to register 

stronger growth than last year. The two major risks at present are 1/ Italy sparking a full-blown eurozone crisis and 2/ tariff tit-for-tat 

degenerating into a trade war. Both warrant close attention but at this stage neither looks inevitable. However, the combination of 

rising Fed Funds and a stronger dollar has proved challenging for weaker emerging economies, such as Argentina or Turkey. 

Strong US growth and a tight labour market are putting upward pressure on wages, helping push inflation close to target excluding 

volatile items. Price pressures are more muted in the eurozone, but still building nonetheless. And Japan continues to dash hopes 

of a sustained return to stronger inflation. In emerging economies, the contrast is sharp between Asia where price rises tend to be 

in low single digits and the fragile few where currency devaluation has sparked even faster rises in inflation. 

The US Federal Reserve (Fed) has set a course of further hikes (we expect two more this year) and gradual unwinding of its 

security holdings. The European Central Bank (ECB) will continue to grow its portfolio until year-end and has recently guided 

investors not to expect a first hike until next summer. The Bank of England has held off from mooted rate increases while the 

Bank of Japan continues to target zero yield on long-dated bonds. Trade tensions have recently encouraged the People’s Bank 

of China to ease reserve requirements, to add liquidity to the system. 

Robust growth and rising geopolitical concerns are opposing forces. The former acts as a floor for asset prices and the latter 

as a ceiling. In this context, we continue to recommend broad diversification across asset classes, with a bias towards 

developed world equities, in particular in the US. Rising US rates and negative core yields in euros make this a challenging 

environment for fixed coupon bonds and we continue to prefer corporate to sovereign issuers. 

How does this impact asset classes? Find out inside. 

In accordance with the applicable regulation, we inform  
the reader that this material is qualified as a marketing document. 
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The global environment is characterized by opposing forces. 

On one hand, trade tensions, the new populist government 

in Italy, currency crises in Turkey or Argentina all add up to a 

worrying backdrop for investors. On the other, business 

confidence remains high, monetary policy supportive and this 

year’s global GDP growth should outpace 2017. In this 

context, we expect that neither of the opposing forces will 

dominate, meaning choppy markets ahead. 

 

Tug-of-trade-war 

Many commentators often observe that President Trump is 

unpredictable in his words and actions. While it is 

undeniable that his style of communication and 

government is radically different from his predecessors and 

peers, he does hold strong, unshakeable beliefs. One is 

that bilateral relations are preferable to multilateral 

organizations. Another is that a trade deficit is proof that 

foreign companies have won out to the detriment of US 

workers, a problem which is best addressed by tariffs. 

Throughout his career, even before entering politics, 

Donald Trump has been a vocal opponent of free trade. 

Since winning the presidency, he has set about putting his 

beliefs into action, with little distinction between traditional 

US allies and adversaries. And his approach is proving 

popular with his electoral base – according to 

fivethirtyeight.com, his approval rating has risen from 

37.9% at the turn of the year to 42.2% today. With mid-

term elections looming on November 6, we would expect 

trade to remain a key focus point for politics and markets 

This is not to say that there are not legitimate concerns on 

trade. China’s respect of international intellectual property 

rights leaves much to be desired. And the EU’s 10% tariff on 

car imports from the US looks like an indefensible 

anachronism. But in bypassing the World Trade 

Organization’s multilateral forum in favour of unilateral action, 

the US has encouraged tit-for-tat responses from partners 

and foes alike. The risk here is that higher prices and less 

trade could lead to slower growth and lower profits. This 

outcome is not our core scenario – we expect that deals will 

be struck ahead of the mid-terms. However, continuing 

trade tensions will keep worries and volatility high in the 

interim. 

Supportive Macro Backdrop 

The past six months have proved challenging for risk 

assets. The first quarter saw a dip in growth in the United 

States (perhaps due to imperfect seasonal adjustments), 

the euro zone hit a soft patch and media headlines have 

been dominated by geopolitical and trade tensions. Is the 

global economy sliding into recession? 

In order to identify turning points in the cycle, economists tend 

to use a number of forward-looking tools, either by 

constructing a composite leading index or by studying 

corporate confidence. In our VaMoS™ investment 

framework for example, we use the Conference Board’s US 

Leading Economic Index. This blends a number of 

components such as new orders, consumer expectations or 

building permits in order to estimate future trends in growth. 

The most recent reading – for May 2018 – remains very close 

to recent cycle highs and suggests continued robust growth. 

In addition, monthly surveys of corporate confidence provide 

good real-time data on trends in the economy, well ahead of 

the computation and publication of Gross Domestic Product 

figures. For example, the Purchasing Manager Index 

calculated by IHS Markit is widely used to gauge periods of 

expansion and contraction in activity, with the dividing line 

between the two set at 50 points. It is therefore encouraging 

that the most recent preliminary composite figures for the euro 

zone jumped from 54.1 to 54.8 in June, still well in expansion 

territory, and suggesting that the first quarter soft patch is not a 

harbinger of a downturn in activity. 

Bottom line 

Although the macro environment remains solid, there are 

sufficient geopolitical headwinds at present for us to continue 

to recommend a neutral stance. The higher volatility 

environment we expect will no doubt generate some attractive 

opportunities to reweight portfolios in due course. 

 
  

A STUDY IN 

CONTRASTS 
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Our views summarized 

Here, we present our VaMoS investment approach, combining economic, valuation, momentum and sentiment signals that 

help us fine-tune our views on asset classes for the coming period. The signals below reflect the latest conclusions of our Global 

Investment Committee. Here’s how to read them: 
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Most preferred  Upgrades in green, downgrades in red 
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EQUITIES  BONDS 
 

ALTERN.  

Source: SG Private Banking, 29/06/2018, * Duration: short = 3 to 5 years, medium = 5 to 7 years, long = 7 to 10 years. HY = High Yield bonds 
(higher return but greater risks), Inv. Grade = Investment Grade bonds (higher quality but lower return) 
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In other words 
E
Q

U
IT

IE
S

* 

United States  

We upgrade our view as corporate profits are revised up on solid US growth. Apart from positive tax effects, high 

EPS growth reflects strong top-line revenues and high margins. In a context of rising rates, we prefer Financials and 

low-leverage sectors, such as Technology and Healthcare. 

Europe 
Corporate earnings will be bolstered by firmer global economic expansion in the second half although trade fears 

will penalise export-driven markets. Softer growth and political concerns (Brexit, Italy) will unnerve investors.  

Eurozone 
We stay neutral on eurozone equities as domestic political risks and trade tensions are likely to overshadow 

stronger fundamentals. Sector-wise, we maintain a cyclical tilt and reduce Banks to neutral. 

UK 
We upgrade to neutral as earnings-per-share are recovering on the back of higher oil prices and recent sterling 

weakness. However, key challenges loom: the economic slowdown and lack of visibility on Brexit talks. 

Switzerland 
High valuations and slower profit growth should weigh on the Swiss market. However, we stay neutral as its bias 

towards high-quality defensive stocks may prove useful should risk aversion return. 

Japan 

Protectionism is a threat to this export-driven market, earnings have been revised down and reflation seems 

delayed once again. We remain neutral despite attractive valuations, solid cash generation, structural economic 

reforms and better distribution of profits to shareholders. 

Emerging Caution is advised as emerging equities are weakened by rising US rates, a strong dollar and trade tensions. 

 

B
O

N
D

S
* 

Sovereigns 
US yields may rise further, suggesting a defensive stance. Recent ECB comments have provided more visibility 

although political risks may again shake eurozone peripheral sovereign bond markets, calling for prudence. 

Duration* We still favour short maturities as yield curves may steepen or shift upwards. 

Inflation-linked Inflation-linked bonds offer protection to bond investors. 

Investment 
Grade 

Wider spreads offer better entry points in the eurozone. We upgrade to Neutral. 

High Yield 
Eurozone high yield remains attractive from a carry perspective but high debt ratios in the US suggest a more 

defensive approach. 

Emerging debt 
(in € and $) 

Rising US rates are draining liquidity out of emerging debt. Hence our downgrade. 

 

C
U

R
R

E
N

C
IE

S
 

EUR/USD The euro could stay range-bound near term but then break out to the upside. 

GBP/USD With economic resilience on one hand and Brexit concerns on the other, Sterling is likely to remain in check. 

EUR/GBP Both currencies are cyclical and have weakened versus the dollar. However, the euro should emerge the stronger. 

USD/JPY The outlook is stable but risk will be a higher yen should risk aversion return. 

EUR/CHF  We foresee a weaker Swiss franc but much will depend on sentiment vis-a-vis the eurozone. 

Emerging Emerging currencies are struggling but countries with weak fundamentals are set to feel the brunt of the pain. 
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R
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T
. 

Hedge funds 
Record high deal volumes and higher spreads are potent supports for Merger Arbitrage while high corporate 

confidence has fostered increasing numbers of Special Situations. 

Gold Rising US rates should see gold prices slide further. 

Oil Relaxation of OPEC quotas and stronger US shale production should drive oil prices lower. 

 

  
Source: SG Private Banking, 29/06/2018, * Duration: short = 3 to 5 years, medium = 5 to 7 years, long = 7 to 10 years. HY = High Yield bonds 
(higher return but greater risks), Inv. Grade = Investment Grade bonds (higher quality but lower return) 
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Central banks 

 Monetary policy normalization – temporary divergence 

Many developed market economies are at or near full capacity and price pressure is building in the US and UK, with 

inflation around 2% ex volatile items. While this will encourage the US Federal Reserve (Fed) to hike rates again, there 

are too many uncertainties in the UK for the Bank of England to follow suit. In the eurozone, we would not expect the 

European Central Bank (ECB) to hike rates before September 2019. 

Fed shifts gears ECB and BoE on hold 

 Faster growth will lead to tighter Fed stance   ECB turns more dovish than expected  
 

• US Federal Reserve (Fed) – hiking again. The Fed’s 

monetary policy committee (FOMC) has signalled four 

rate hikes in 2018 and three in 2019. 

• The tax reform is giving the economy a boost and GDP 

growth could rise to 3% this year. The unemployment rate 

is at a 50-year low and hiring shows no signs of abating 

with more than 210,000 jobs created each month so far 

this year. Trade tariffs are also having an impact, with 

producer price indices for iron and steel up 13% year-to-

date. Although this is not our central scenario, a 

stark rise in inflation could prompt the Fed 

to accelerate the pace of hikes.   

 

• European Central Bank (ECB) – Very slow motion. Price 

pressure is growing in the eurozone. However, this is 

mainly because of oil and the ECB does not expect 

inflation ex volatile items to hit the 2% target before 

2020. In June, the ECB announced it would cut its 

monthly asset purchases to €15bn in Q4 before ending 

the scheme in December 2018. More surprisingly, the 

central bank pledged not to hike rates before summer 

2019. This statement was viewed as quite prudent but 

the ECB’s caution is justified by trade tensions, 

political uncertainty and softer growth in 

our view.   

• Bank of England (BoE) – little 

visibility. After signalling a likely 

move in May, the BoE stayed 

pat. Inflation is running above 

target (+2.4% YoY in May) but 

slower growth could ease 

price pressures. Markets still 

assign a 73% probability to a 

rate hike this year but this is no 

done deal. The BoE could wait 

for greater visibility about Brexit 

before taking action. 

Sources: SGPB, Bloomberg, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Government bonds 

 Brace for higher yields 

Rising short rates and growing price pressure will gradually drive long-term yields higher. The upside will be greater 

in the US and core eurozone than in the UK. However, the ECB’s recent cautiousness will delay the move in the 

eurozone.  

For the coming quarter, we remain defensive on US Treasury bonds, while we still favour inflation-linked and floating-

rate bonds. We cut our exposure to emerging sovereign debt as the economic context is worsening.  

Move on up Emerging debt – stay cautious 

 Bond yields will rise further – but upside will vary 

from a country to another 
  Performance will be driven by carry not spread 

compression 
 

 

• US government bonds. Price pressure and two rate hikes 

this year have pushed 10-year US Treasury yields to 

3.10%. Although they are now back in a 2.75-3.10% 

range, risks are still tilted to the upside. We target 3.25% 

by year-end as bond yields will be supported by higher 

inflation and rising term premia (the extra return 

demanded by bondholders to prefer long maturities to 

shorter ones). A tighter labour market is set to lift inflation 

through wages. We still favour inflation-linked 

bonds and would focus on short maturities 

to hedge against inflation surprises and 

rising yields. 

• Eurozone government bonds. 

After a high at 0.75% earlier this 

year, the 10-year German Bund 

yield is back at 0.35% following 

disappointing growth data and a 

political crisis in Italy. However, 

the fall in yields has been limited 

by strong growth and a more 

robust eurozone framework. In short 

term, the yield curve could flatten briefly 

in response to the ECB's recent 

commitment to stay on hold until summer 2019 

and fears that the Italian crisis is not over yet. In the longer 

run, however, we still expect long-term yields to rise, 

supported by the end to ECB asset purchases, a pick-

up in inflation and a correction of the current 

overvaluation.  

 

• UK government bonds. The 10-year yield has been stuck 

in a tight 35bp range since the beginning of year (1.20-

1.55%). With inflation now receding, the Bank of England 

could postpone its next rate hike. As Brexit talks founder 

and with Mark Carney due to be replaced next year, UK 

monetary policy could remain ultra-accommodative a little 

longer. This could open the door to stronger growth once 

wages start increasing again on the back of historically-

low unemployment.   In the near term however, 

UK yields seem to offer less upside 

than in the US or even core 

eurozone. 

• Since the beginning of 

the year, emerging debt 

spreads have widened due to 

growing geopolitical instability, 

and political tensions in Turkey. 

The Bloomberg Barclays EM 

Sovereign Spread Index now 

trades at 353bp, still well below 

its 2016 high of 450bp. Countries 

still showing large current account 

deficits, such as Argentina and Turkey, 

are more the exception than the rule – we 

expect real GDP in emerging markets (EM) to grow 5% 

this year after 4.8% in 2017, driven by those economies 

with tighter deficits, solid growth and useful reforms.. EM 

yields are rather attractive. However, as long as US rates 

ratchet upwards, trade concerns swirl and outflows 

continue, emerging markets’ love and hate relationship 

with the strengthening dollar will look rocky. We have 

decided to trim our exposure to EM sovereign bonds. 

Sources: SGPB, Bloomberg, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Credit 

 Selectivity is key 

Credit markets have disappointed so far this year, with benchmark yields rising in the US and spreads widening in 

the eurozone. However, this challenging context should not prevent investors from finding opportunities, provided 

they are selective.  

In the US, we still prefer Investment Grade (IG) to High Yield bonds (HY). In the eurozone, we upgrade IG to neutral 

but stay overweight on HY. Financial debt and corporate hybrid bonds still offer attractive entry points. In the UK, 

slower growth could weigh on credit. 

United States Eurozone & UK 

 We still prefer IG bonds to HY and banks to non-

financial corporate debt 
  We upgrade eurozone IG bonds  

 

• United States. Spread-wise, investment grade (IG) bonds 

have remained range-bound in H1 while High Yield (HY) 

have moved away from their January lows following heavy 

issuance and some repricing of credit risks. 

• Despite a broadly supportive environment marked by 

stronger corporate earnings and improved valuations, 

credit spreads may widen further.  

• Higher US rates could weigh on longer-dated credit. 

M&A-related supply may boost market 

issuance while poor performance could 

drive major investor groups (such as 

retail) away from the market. As the 

Fed’s monetary policy turns less 

accommodative, the most 

leveraged issuers are set to 

experience higher net financing 

costs. 

• Against this backdrop, we still 

prefer IG to HY, where we expect 

more spread widening. 

 

 

• Eurozone. Softer growth and political tensions in Italy 

have widened spreads. Fear of a full-blown trade war 

has also weighed on valuations and spreads on 

industrial credit instruments are up 270 basis points 

from their 2017 lows.  On both buckets – IG and HY – 

the spread compression recorded in 2017 has now 

been fully unwound. 

• The end to ECB asset purchases in December 2018 

will mean less support for credit. There are 

still positives, such as low leverage 

and the economic backdrop. But 

the market will also face 

negative technicals – debt 

issuance is still quite active, 

leading to growing imbalance 

between supply and 

demand. Subordinated 

financial debt and corporate 

hybrid bonds remain our 

preferred segments. We 

upgrade eurozone IG to neutral 

as valuations have improved and 

stay overweight on HY for carry 

purposes.  

• UK. After tightening throughout 2017, spreads have 

widened markedly since January. Brexit uncertainty 

remains the biggest risk with slower growth already 

weighing on corporate fundamentals. Large issuers 

have seen their earnings deteriorate, which has 

translated into slightly higher leverage ratios. We 

reiterate our neutral stance on the asset class. 

Sources: SGPB, Bloomberg, 01/05/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Equities 

 Choppy waters on trade dispute 

• Growing trade concerns, higher oil prices, US rate hikes and curve flattening are likely to keep volatility high, meaning 

choppy trading for equity markets in coming months. 

• Protectionism is a negative for export-driven markets while Emerging markets are also penalised by a stronger dollar 

and Fed tightening.  

• Fundamentals remain supportive with firmer global economic in the second half and strong corporate profit growth, 

while valuations are cheaper since the beginning of the year.  

Still neutral on eurozone equities Japan struggling to revive inflation 

 Domestic political risks and trade tensions to 

overshadow better fundamentals 
  Protectionism threatens export-driven markets  

 

• Eurozone – neutral. After a strong 2017, earnings-per-share 

(EPS) growth may weaken this year as was already the case 

in H1. Despite support from easy financing, firmer economic 

activity in the second half and a weak euro, heavy exposure 

to global trade will leave companies vulnerable to rising US 

protectionism while domestic political risk may linger in 

coming months. Moreover, the ECB’s decision to delay its 

first rate hikes is negative for Financials, the biggest sector 

weight. Finally, valuations are not particularly attractive 

relative to other regions.  

• Country-wise, we favour France – it is better 

diversified than its German counterpart 

(heavily exposed to trade war 

concerns), while the unwavering 

reform agenda should deliver long-

term productivity gains. 

• Sector-wise, we favour Energy 

(which will benefit from high oil 

prices and improved corporate 

fundamentals), Materials and 

Construction (supported by robust 

housing investment and higher real 

estate prices) and Industrials (robust 

global growth improving in the second half, 

ongoing capex cycle, recent euro weakness). 

Despite solid household demand in the eurozone, 

we have chosen to go tactically neutral on Consumer 

Discretionary (given growing concerns about US auto tariffs) 

and on Technology (expensive valuations). 

• We also reduce our view on EMU banks to neutral. The first 

ECB rate hike has been postponed to September 2019 at 

the earliest which means it will be difficult for banks to 

improve significantly their net interest margins and revenues 

with low rates for long. 

• European banks face structural challenges in coming years: 

consolidation, tight regulation, disruptive competition and 

stronger investment in IT. We continue to avoid expensive 

defensive sectors with low earnings growth prospects, 

particularly Consumer Staples. 

• UK – back to neutral. The British market faces key 

challenges ahead: the economy is slowing and firms lack 

visibility on the outcome of Brexit negotiations. However, 

UK stocks surged 9.1% in Q2 mostly thanks to energy-

related sectors (25% of the FTSE 100 index) 

while sterling weakness over the quarter 

boosted the performance of 

multinationals generating most of 

their revenues abroad. As a 

result, EPS have been revised 

up over the past months – 

good news for the market. 

Given these short-term 

supports, we upgrade our 

stance to neutral.  

• Switzerland – neutral. 

We are neutral because of high 

valuations and slower profit growth 

but the market’s bias towards high-

quality defensive stocks could prove 

useful should risk aversion return. 

• Japan – neutral. Japan is a cyclical market and sensitive to 

global trade. Its manufacturers are particularly exposed to a 

trade war. Also, softer global manufacturing activity in H1 

has prompted analysts to cut growth forecasts, with real 

GDP expected to return below potential in 2020. In this 

context, earnings expectations have been slashed. Finally, 

Japan is still struggling to revive inflation which remains well 

below the 2% target. Hence our neutral stance despite 

attractive valuations, solid cash generation, structural 

reforms and better shareholder returns. 

 

Sources: SGPB, Datastream, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price 
and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Other equity markets 

US upgraded to slightly overweight Cautious on emerging equities 

 US equities should rise further supported by 

strong profit growth 
  Emerging equities are undermined by rising US 

rates, a strong dollar and trade tensions 
 

 

• US – tactical overweight. The one-off tax boost is now 

discounted in IBES earnings-per-share forecasts and strong 

revenues and high margins will be required to continue high 

EPS growth. Top-line sales should continue to grow thanks to 

economic expansion and limited upside for the dollar (see 

page 12). Although wage pressures will threaten profit margins 

in coming quarters, we believe that the recovery in capital 

expenditure should boost productivity and hence mitigate the 

negative impact of rising wages. US equity prices should rise 

further in coming months supported by strong profit growth. 

However, upside is unlikely to be substantial as we expect 

expensive valuations to be pressured by US rate hikes, 

a flatter yield curve, trade tensions and political 

uncertainty ahead of US mid-term elections.   

• Sector-wise, we favour Energy (which 

benefits from improved corporate 

fundamentals and high oil prices), 

Financials (the flattening of the yield 

curve is a headwind but solid US 

economic growth, rising interest 

rates, looser regulation and loan 

growth should support bank 

profits). We upgrade Healthcare (this 

defensive sector has low leverage 

and high EPS growth expectations 

while political pressure on drug pricing is 

fading) and Technology (despite high valuation 

and a cyclical slowdown in semiconductors, EPS 

growth is strong thanks to structural tailwinds, high pricing 

power and margins). We would avoid Consumer Discretionary 

which is concentrated on a few stocks (idiosyncratic risk) and 

where valuations are excessive (e-retailing). We keep a 

negative stance on defensive interest-rate sensitive sectors 

such as Telecoms, Utilities, Consumer Staples. The latter has 

weak pricing power given high competition from online/internet 

retail giants prevents them from passing rising input costs to 

consumers. 

 

• Emerging markets – favour selectivity. The MSCI Emerging 

markets (EM) index lost 10% in USD terms in the second 

quarter. This sharp underperformance versus developed 

markets comes from a stronger dollar, rising US rates and 

growing protectionism. These factors will continue to weigh 

on emerging economies in coming months, especially those 

most dependent on external funding (e.g. Turkey, 

Argentina). However, recent years have seen significant 

improvement in current account balances and in national 

debt in many EM countries. The emerging world should thus 

be more resilient to rising global rates than in the past. 

Against this background, emerging market central 

banks will stay on alert and might in some 

cases take pre-emptive measures (such 

as rate hikes) to avoid sudden 

outflows and a surge in inflation.   

• Corporate profits growth 

slowed in H1 as softer global 

trade weighed on manufacturing 

activity. Despite some weakness, 

EPS will continue to grow at 

double-digit pace this year and 

EM equity valuation is attractive, 

two factors that mitigate the current 

pessimism somewhat. 

• In this context, selectivity is key. A 

heavy political agenda in Latin America and 

Eastern Europe and growing tensions in the Middle East will 

encourage investors to stay cautious. In Asia, the Indian 

economy is more domestic-oriented while Korea and 

Taiwan are vulnerable to weaker global trade and growing 

US protectionism, given their importance in global supply 

chains, especially electronic products. The US-China trade 

disputes should remain tense in coming months but 

Chinese offshore equities (as measured by the MSCI China 

index) are likely to do better than their Asian peers. 

Sources: SGPB, Datastream, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Corporate America: Prefer low-leverage companies 

Ten years after the global financial crisis, US 

corporate leverage is back at historical highs. After 

a short period of deleveraging, US non-financial 

businesses started rebuilding debt from 2011 as 

the US Federal Reserve’s very accommodative 

monetary policy drove borrowing costs to 

extremely low levels.  

Going deep in debt has helped US companies grow faster, improve their return-on-equity 

and distribute more to shareholders through higher dividends and share buybacks. 

According to data from the Bank for International Settlements (BIS), non-financial 

corporations’ debt level – measured by the net debt/GDP ratio – reached 73.5% in Q4 2017, 

even higher than the previous peak recorded in Q1 2008 at 72.5%.  

The tax boost, ongoing earnings recovery and cash flow generation should help companies 

find enough funds to pay part of their debts. However, while a high debt level is manageable 

when borrowing costs are low, it also makes companies vulnerable when interest rates start 

rising. Financial conditions have toughened considerably in the US, as the US Federal Reserve 

has continued to hike rates. Higher US Treasury yields, a strong dollar and wider credit spreads 

only made things worse. We expect this trend to persist in coming months as monetary 

tightening continues in the US – we forecast two more rate hikes this year and three next year. 

We also believe the 10-year Treasury yield will reach 3.40% by late 2018 (see pages 6-7 for 

more).  

Low-leverage companies are better placed to weather tighter financial conditions. Higher 

rates and wider credit spreads should increase interest costs and thus worsen the interest 

coverage ratio (ratio of interest expenses to earnings before interest and tax) on bonds and 

loans. Higher corporate interest expenses result from new debt issued at higher rates and 

from higher rates on existing floating-rate debt. Sensitivity to rate hikes varies from sector to 

sector. Those with high leverage ratios, high exposure to interest rate changes or high 

exposure to floating rates (e.g. real estate) are more vulnerable to rising rates. 

Bottom line. Low-leverage US companies will withstand monetary tightening better than high-

leverage ones, helping them outperform. Sector-wise, we prefer Technology and Healthcare 

(both cash rich) to Telecoms, Utilities and Real Estate. 

US corporate leverage at record high Real estate is most in debt 

US non-financial corporate debt (outstanding as % of GDP) US sectors' leverage ratios (%) 

  

Source: SGPB, Datastream, at end Q1 2018 Source: SGPB, Datastream, 30/06/2018 
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In a nutshell 

• Rate hikes will have less impact on 
low-leverage companies, helping 
them outperform. 
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Main currencies 

 Dollar – firmer for now 

• Stronger US growth and Fed rate hikes are supporting the dollar.  

• No catalyst for a euro bounce yet. However, we remain constructive in the longer term. 

• Brexit outlook remains highly uncertain, putting a lid on the pound.  

• Yen to trade range-bound but risks are tilted to the upside. 

Dollar upside seems limited Good news for safe-haven currencies 

 We believe the euro has reached a floor.    The Swiss franc and Japanese yen will benefit from 

risk aversion. 
 

 

• Dollar – modestly higher. Stronger US growth and Fed rate 

hikes are benefiting the dollar. Trade tensions will provide 

additional support as export-driven currencies feel the pain. 

Emerging currencies have shed ground versus the dollar 

and the downward spiral may well continue. Although the 

greenback could gain further ground, we see limited 

upside as the dollar is already expensive. 

• Euro – moving sideways.  Several factors have weakened 

the single currency. Eurozone growth has been 

weaker than in the United States. The 

Federal Reserve has upgraded its rate 

projections for 2018 while the 

European Central Bank has 

committed to stay on hold until 

summer 2019. Also, Italian 

concerns and slow reforms in 

the eurozone have weighed on 

investor sentiment. However, we 

believe that 1.15 will act as a 

strong support for the euro and 

remain mildly bullish given the solid 

growth path and the euro’s 

undervaluation. We have again cut our 6- 

and 12-month forecasts, bringing them to 

1.20 and 1.25 respectively.   

• Sterling – levelling off. Sterling has been sliding as a result 

of trade tensions and lingering Brexit uncertainty. As we 

do not expect improvement on either front in the short 

run, sterling should remain under pressure. However, the 

currency’s slight undervaluation and a possible rate hike 

before year-end should provide some support. We target 

1.35 in both six and twelve months. 

 

• Swiss franc – underlying strength. Shrinking liquidity, 

waning risk appetite and trade conflicts have helped the 

franc regain ground versus the euro. In the short run, 

we expect some range trading but still forecast some 

modest weakening. The currency is clearly overvalued 

and the central bank is keen to let the currency 

depreciate. All in all, we see EUR/CHF rising to 1.18 in 

6 months and 1.22 in a year. 

• Yen – upside risks. Like other safe-haven 

assets, the yen has benefited from 

growing risk aversion. Japanese 

monetary policy remains ultra-

loose with the 2% inflation target 

still far away. When volatility 

picks up, domestic investors 

tend to repatriate assets or 

hedge their overseas 

exposure. This means that 

risks are tilted to a stronger yen. 

Unsurprisingly, the yen and 

Swiss franc have been trading in 

narrow ranges. At present, we 

expect the yen to trade around 110 in 

six months and 105 in a year. 

Sources: SGPB, Bloomberg, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Emerging currencies 

 Weakest emerging currencies take the plunge 

• Adverse factors are dragging emerging currencies down. 

• Trade tensions are hitting export-driven currencies.  

• Higher US rates are driving dollar investors away from emerging markets as the yield gap narrows.  

• Yuan weakness should be contained 

Downside risks remain Yuan still alive and kicking 

 Emerging currencies with the largest deficits are 

most at risk 
  We may see further weakness but nothing 

meaningful 
 

 

•  Emerging currencies – pockets of weakness. Trade 

tensions have sent emerging currencies down 9% since 

early April (JP Morgan index), a record since 2015. There 

is more to this than just trade war concerns. Higher US 

rates on both short and long maturities have become 

appealing alternatives for retail and institutional investors. 

• Spreads on emerging debt denominated in hard 

currencies have climbed and mutual funds invested in 

emerging assets have experienced net outflows 

these last few months.  

• However, losses have been uneven. 

The weakest countries economically 

and/or politically have been 

hardest hit with the Argentinean 

peso down 25% in Q2 versus 

13% for the Brazilian real and 

South African rand. Emerging 

Asia currencies have proved 

much more resilient, losing only 

2% to 6% over the same period. 

• Fundamentals appear to be the 

biggest factors behind such 

discrepancies. Countries running large 

current account deficits are more dependent on 

foreign capital and hence more vulnerable to sudden 

withdrawals. 

• We expect downward pressure to persist but do not 

foresee a broad-based market rout as long as US rates 

do not skyrocket and global growth remains strong. 

 

• Yuan – down but not out. The renminbi has not been 

spared from the general EM sell-off in Q2, losing a little 

more than 5% verus the US dollar. Moreover, the yuan 

could weaken a bit further as domestic investors 

accelerate their diversification away from Chinese 

assets. However, the downside now seems limited. 

Although depreciation could be used as a weapon in 

the trade war versus the US, it is unlikely to be the most 

significant. China’s foreign exchange policy aims above 

all at rebalancing growth and the crawling 

peg has become the key instrument 

for forex flexibility. Other policy 

measures such as cutting the 

reserve requirement ratio look 

more designed to mitigate the 

impact of tariffs. We may see 

further weakness but nothing 

meaningful. 

Sources: SGPB, Bloomberg, 02/07/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Commodities  

 Strong US output and OPEC increases to rebalance the oil market 

• The recent OPEC summit with its allies showed willingness to boost supply which should help cap upside in prices 

• Dollar strength and rising US rates have pushed bullion lower. However, we continue to value gold’s diversification 

benefits in terms of portfolio construction 

Oil Gold 

 OPEC increases production to meet strong 

demand 
  Gold likely to struggle as rates rise  

• Oil prices briefly touched the $80 mark in May – a first 

since November 2014 – before correcting lower ahead of 

the OPEC summit. Demand has been strong so far this 

year with cold winter conditions. The International Energy 

Agency (IEA) forecasts global demand growth at 1.4 

million barrels/day (mb/d) this year and next. 

• The 1.8 mb/d production cut announced by OPEC and 

its allies in late 2016 has contributed to tightening the 

market and lifting prices. According to the latest IEA 

data, OECD crude stocks have fallen to 3-

year lows as OPEC curbs have exceeded 

targets, given the collapse in 

Venezuela. At their June 22 Vienna 

meeting, OPEC members 

decided to raise production by 

0.8 mb/d in order to converge 

with original quotas.  

• Global oil supply crept up in May 

with non-OPEC output (in 

particular, the US) offsetting 

weakness in OPEC members such 

as Venezuela and Nigeria. The IEA 

expects non-OPEC supply to grow by 2 

mb/d this year. US shale supply has offset 

OPEC cuts with a 1.8 mb/d rise in the last 18 

months. According to the Energy Information 

Administration (EIA), production reached 10.7 mb/d in 

May and is estimated to top 10.8 mb/d on average this 

year and 11.8 mb/d next, making the US the largest world 

producer. 

• Despite a market share reshuffle between producers, 

supply is likely to increase to meet strong demand in the 

next quarters. We now expect prices to hover around $75 

in coming months before returning to $70 within a year. 

 

• Despite some support (trade war with China, global 

tensions, market volatility), gold prices broke below their 

$1,300-$1,360 range in mid-May and the $1,300 mark 

now looks like a ceiling. 

• The non-yielding asset lost its shine because of stronger 

Fed rate hike forecasts, higher real rates and solid growth. 

Another source of pressure was the dollar’s bounce since 

mid-April given its record negative correlation with gold (-

0.53 on 22/06/2018 according to Bloomberg). The 

stronger the greenback, the weaker the 

demand as dollar-denominated gold 

becomes less affordable in non-USD 

regions. The dollar remains key for 

gold in the short run.   

• Gold ETFs saw more 

inflows in Europe than North 

America this year following a 

reversal in May. Despite gold’s 

poor performance so far this 

year, global holdings of gold-

backed ETFs were up $4.9bn or 

4.7% at end-May (World Gold 

Council data).  

• The World Gold Council sees 

modest production growth this year. In Q1, global 

supply was up 3% YoY, while demand hit a decade low (-

7% YoY) as weaker investment in bars and ETFs was only 

partly offset by central bank purchases (+42% YoY). 

Jewellery was flat while technology demand grew further.  

• Gold remains a good diversifier, helping mitigate 

drawdowns and reduce portfolio volatility. Recent price 

pressure may offer an attractive entry point. Given gold's 

resilience and its safe-haven status, we see the ounce at 

$1,250 in 6 months and $1,225 in a year. 

 

Current oil prices bring 
Saudi Arabia budget close 

to balance 

Sources: SGPB, Datastream, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and 
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Hedge funds 

 A Time for Diversification 

• Choppy equity markets lead us to prefer deep value Long/Short managers and Variable Bias funds. Still Neutral overall. 

• High levels of corporate confidence fuelled by US tax cuts have boosted M&A activity and corporate restructuring plans. 

Overweight Event Driven. 

• Opportunities in Credit Arbitrage and Distressed Debt remain thin on the ground. Keep an Underweight stance. 

• Range-bound markets are a challenge for CTAs, and position clustering reduces diversification benefits in Global Macro. 

Underweight. 

Dynamic drivers in Event-Driven strategies Range-bound markets are tough for CTAs  

 Variable Bias funds can adjust exposure to 

changing market dynamics 
  Distressed Debt investors will have to wait before 

new opportunities emerge 
 

• Long/Short Equity. June saw a reversal in equity markets as 

trade concerns took hold, with defensive laggard sectors 

such as Utilities and Staples recovering some lost ground. 

Such switches in market focus can be challenging for many 

Long/Short Equity managers and we continue to favour 

those with a deep value approach to stock-picking. In 

Europe, the macro backdrop is less supportive than in the 

US but there is a greater diversity of portfolio themes which 

has boosted dispersion between stocks. In this 

context, we continue to prefer more flexible 

funds in the Variable Bias segment given 

their ability to adjust exposure to 

changing market dynamics.  

• Event Driven. Trade concerns 

have impacted Merger Arbitrage, 

as investors gauge risks relating to 

China-linked deals, and deal 

spreads have widened to over 

9%, boosting return potential. In 

addition, the recent green light for 

AT&T’s bid for Time Warner has revived 

appetite for such “vertical“ deals between 

producers and distributors. M&A volumes 

have surged to a historic high at $2.5tn in the first 

half, up 65% over the same period last year. In Special 

Situations, many new activist campaigns have been 

launched in the US and Japan, with a focus on small and 

mid-sized companies in Consumer Discretionary and 

Technology. 

 

• Credit/Distressed Debt. As risk factors have come to the 

fore, yield spreads between sovereign and corporate 

bonds have begun to widen from historically tight levels. 

However, the opportunity set for Credit Arbitrage 

managers has yet to broaden sufficiently in our view. 

Regarding Distressed Debt funds, default rates remain 

extremely low at just 3% in High Yield according to 

Moody’s. However, the rating agency highlights that High 

Yield’s share in the non-financial corporate 

bond universe has reached an all-time 

high – this suggests that investors will 

have to wait for the next economic 

downturn before the next wave of 

opportunities emerge in this 

segment. 

• Global Macro/CTAs. 

The current environment of 

supportive macro fundamentals 

and heightened geopolitical 

risks translates into range-bound 

markets, a challenge for trend-

following funds like CTAs. 

Accordingly, many managers have 

scaled back their positions, meaning reduced 

risk but also limited return potential. In Global Macro, the 

gradual normalization of monetary policy has been well 

priced in by investors and hence has yet to create major 

dislocations for managers to play. As a result, managers 

have reduced their exposure to markets and returns have 

been less volatile. However, they have concentrated 

portfolios in similar trades, suggesting that their returns will 

now show higher correlation than before.  
 

 

Sources: SGPB, Datastream, Thomson Reuters, 29/06/2018. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, 
and the price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest. 
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Tactical and strategic themes: open strategies 

Inception 
date 

Conviction Strategy description Time horizon 

27/11/2014 Blue gold (Water) Many regions of the world face large water supply disruptions. Water remains underpriced. Strategic 

24/09/2015 Inflation linkers: Useful TIPS Market prices for forward inflation levels in the US are well below our expectations. Strategic 

15/06/2016 
How demographic changes shape 
future spending 

Population growth and ageing generate investment opportunities in several sectors. Strategic 

15/06/2016 
Climate change – The global shift 
towards energy efficiency 

The world’s transition to an energy-efficient and low-carbon economy will create long-term investment 
opportunities in a wide range of sectors. 

Strategic 

01/12/2016 Senior loans: diversifying credit 
Senior loans are a useful tool to diversify credit exposure, reduce interest rate risks, and benefit from 
attractive yields. 

Tactical 

31/03/2017 Floating rate notes – Float on 
With their lower interest rate risk, floating-rate notes are a good way to capture a rising trend in rates and a 
useful diversification instrument for portfolios. 

Tactical 

31/03/2017 Safety first Security and safety needs are set to grow in coming years offering a broad range of business opportunities. Strategic 

06/07/2017 Millennials: Redefining the rules 
Companies able to anticipate and/or adapt quickly to new consumer trends will be the main beneficiaries of 
millennials’ growing spending power. 

Strategic 

06/10/2017 Convertible Bonds – Yin and Yang 
Convertibles combine the attributes of different asset classes in one security. As long as their credit quality 
is not impaired, they can offer unlimited upside with downside protection. 

Strategic 

06/10/2017 
Benefiting from stronger capital 
spending 

The global upturn in business capital spending should further improve earnings in Industrials and IT. 
Valuations are already elevated but there is room for more gains. 

Tactical 

08/12/2017 
Insurance-Linked Securities – 
Marching to a Different Drum 

ILS represent a source of uncorrelated returns for bond portfolios. The recent drawdowns linked to US 
hurricanes create a new opportunity in this segment. 

Strategic 

08/12/2017 
Fed rate hikes to benefit US 
Financials 

US Financials will be supported by Fed rate hikes but also softer regulations, strong balance sheets and 
improved earnings growth. In addition, their relative valuation is also appealing. 

Tactical 

08/12/2017 
Education: The Most Powerful 
Weapon 

Achieving the UN goal of universal primary and secondary education by 2030 and adapting workers’ skills 
to 21th century needs will create interesting investment opportunities. 

Strategic 

29/03/2018 Inflation – Playing catch-up 
Despite stronger growth, inflation remains tame. However, price data could surprise on the upside, 
especially in the US. Getting exposed to inflation breakevens would help reduce the risk of taking a hit 
when yields grind higher. 

Tactical 

29/03/2018 
Artificial Intelligence: from fiction to 
reality 

China may well become the largest digital economy and overtake the United States this year. Worldwide 
spending on cognitive and AI is expected to rise from $12bn in 2017 to $57.6bn in 2021. Outside 
technology, AI growth is more contained but good progress has been made in nearly every sector 

Strategic 

29/06/2018 
Corporate America: Prefer low-
leverage companies 

Rate hikes will have less impact on low-leverage companies, helping them outperform. Tactic 

Sources: Societe Generale Private Banking, Datastream. Data as at 29/06/2018                                                                                                         * Strategic: 1-3 years. Tactical: 3-12 months    

 

Closing strategies 

Inception 
date 

Conviction Closing rationale Type 

15/06/2016 
Time for emerging challengers 
to conquer the world  

▪ The current context of rising US rates, dollar strength and trade tensions means emerging market equities 
may continue to struggle 

Strategic 

29/09/2016 
Adding hybrids to a yield-
starved menu 

▪ Time to take profits on this tactical idea, as rising spreads are likely to create headwinds Tactical 

06/10/2017 Hunting for recovery trades 
▪ The current context of rising US rates, dollar strength and trade tensions means emerging market 

currencies may continue to struggle 
Tactical 

29/03/2018 Yen – tide is turning 
▪ Within inflation still negligible, the Bank of Japan looks unlikely to abandon its accommodative policy 

settings. 
Tactical 

Sources: Societe Generale Private Banking, Datastream (data as at 29/06/2018).  

  

Denotes a change from our previous quarterly 
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Global economic forecasts 

Growth and inflation 

 

YoY changes in % 
Real gross domestic product growth* Consumer price indices* 

2016 2017f 2018f 2019f 2020f 2016 2017f 2018f 2019f 2020f 

World (Mkt FX weights) 2.7 3.3 3.4 3.0 2.6 2.0 2.6 2.8 2.6 2.6 

World (PPP** weights) 3.4 3.8 3.9 3.7 3.4 2.8 3.2 3.6 3.3 3.1 

Developed countries (PPP) 1.7 2.4 2.3 1.7 1.0 0.8 1.7 2.0 1.7 1.9 

Emerging countries (PPP) 4.6 4.8 5.0 5.0 5.0 4.2 4.3 4.7 4.3 3.9 

           

Developed countries           

US 1.5 2.3 2.6 1.4 0.5 1.3 2.1 2.5 2.0 2.3 

Eurozone 1.8 2.5 2.4 1.9 0.7 0.2 1.5 1.6 1.3 1.3 

Germany 1.9 2.5 2.2 1.9 0.8 0.4 1.7 1.8 1.5 1.4 

France 1.1 2.0 2.2 2.1 0.8 0.3 1.2 2.1 1.0 1.2 

Italy 1.0 1.6 1.6 1.2 0.3 0.0 1.4 1.3 0.9 1.0 

Spain 3.3 3.1 2.6 1.8 0.8 -0.3 2.0 1.3 0.9 1.2 

UK 1.9 1.8 1.1 0.8 0.9 0.7 2.7 2.4 1.6 1.5 

Japan 1.0 1.7 1.2 1.4 0.8 -0.1 0.5 0.8 1.5 2.7 

Switzerland 1.4 1.1 2.3 2.0 1.0 -0.4 0.5 1.0 1.2 0.9 

Australia 2.6 2.3 3.2 3.0 2.2 1.3 1.9 2.2 2.3 2.1 

           

Emerging countries           

China 6.7 6.9 6.6 6.1 5.7 2.0 1.5 2.2 2.2 1.7 

South Korea 2.9 3.1 2.8 2.5 2.3 1.0 1.9 1.7 1.7 1.7 

Taiwan 1.4 2.9 2.8 2.2 0.4 1.4 0.6 1.5 0.9 0.9 

India*** 7.1 6.7 7.3 7.4 7.7 4.9 4.5 3.6 5.0 4.4 

Indonesia 5.0 5.1 5.2 5.5 5.7 3.5 3.8 3.7 3.9 4.0 

Brazil -3.5 1.0 1.9 2.3 1.7 8.7 3.4 3.2 4.3 4.1 

Mexico 2.6 2.3 2.3 1.8 1.3 2.8 6.0 4.2 3.6 3.6 

Chile 1.3 1.5 3.7 2.9 1.9 3.8 2.2 2.4 2.8 3.1 

Russia -0.2 1.5 1.6 1.7 1.3 6.6 3.5 3.1 3.9 3.9 

Poland 3.0 4.6 4.2 3.4 3.0 -0.6 2.0 1.8 2.8 2.5 

Czech Republic 2.5 4.6 3.8 2.7 1.6 0.5 2.4 2.3 2.9 2.8 
* (f: forecast)      ** PPP: Purchasing Power Parity     *** In India, the numbers are averaged over the Fiscal Year, ending in March. 

Sources: SG Cross Asset Research / Economics, IMF, 30 May 2018 

 

 
  

Forecast figures are not a reliable indicator of future performance 
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Market performance 
Developed market equities  Performance - total return (in local currency) 

Index Current level   1m  3m YTD  12m  2Y 3Y 4Y 5Y 

S&P500 2718 1.2% 3.4% 2.7% 14.6% 36.7% 40.6% 50.6% 87.7% 

DJ Euro Stoxx 50 3396 -0.5% 3.6% -0.3% 1.3% 28.5% 9.0% 21.2% 55.9% 

FTSE100 7637 0.5% 9.6% 1.7% 8.2% 30.0% 30.0% 32.0% 48.6% 

Topix 1731 -1.6% 1.8% -3.7% 8.9% 44.8% 13.5% 50.0% 69.1% 

MSCI AC World ($) 505 -0.1% 0.8% -0.1% 11.1% 34.5% 28.8% 30.5% 61.0% 

                
Developed market bonds   Performance - total return (in local currency) 

Index Current level   1m  3m YTD  12m  2Y 3Y 4Y 5Y 

Citigroup US Sovereign 3-7y  -0.4% 0.0% -1.0% -1.1% -2.7% 2.2% 4.6% 6.6% 

Citigroup Germany Sovereign 3-7y  -0.3% 0.8% 0.8% 0.9% -0.7% 2.5% 4.1% 7.5% 

Citigroup UK Sovereign 3-7y  -0.2% 0.6% -0.3% -0.2% -0.4% 5.9% 10.8% 11.0% 

Citigroup Japan Sovereign 3-7y  0.0% 0.0% 0.0% 0.2% -1.1% 0.9% 1.5% 2.7% 

  Yield to maturity         

BAML Corp Euro IG 1.06% -0.2% -0.2% -0.6% 1.2% 2.4% 7.7% 9.6% 17.6% 

BAML Corp Euro HY 3.84% -0.2% -1.2% -1.7% 0.8% 10.6% 13.3% 15.4% 31.1% 

BAML Corp US IG 4.06% -0.9% -0.9% -3.1% -0.7% 1.6% 9.1% 10.2% 19.0% 

BAML Corp US HY 6.57% 0.5% 1.0% 0.1% 2.5% 15.6% 17.6% 16.9% 30.8% 

BAML Corp UK IG 2.83% -0.2% -0.4% -1.8% 0.5% 7.7% 17.4% 24.6% 34.7% 

          
Emerging market equities   Performance - total return (in USD) 

Index Current level   1m  3m YTD  12m  2Y 3Y 4Y 5Y 

 MSCI EM 1070 -4.5% -7.7% -6.4% 8.3% 36.9% 20.7% 13.9% 30.0% 

 MSCI EM Asia  552 -5.1% -5.6% -4.8% 10.0% 43.9% 26.5% 30.2% 51.2% 

 MSCI EMEA  259 -2.8% -10.0% -10.8% 5.8% 22.0% 5.9% -10.5% 1.2% 

 MSCI Latam 2477 -3.0% -17.7% -11.0% 0.7% 17.5% 8.1% -17.7% -10.0% 

               
Emerging market bonds   Performance - total return (in USD) 

Index Yield to maturity   1m  3m YTD  12m  2Y 3Y 4Y 5Y 

 BAML EM Sovereign 5.63% -1.8% -4.7% -6.1% -2.0% 3.7% 13.5% 10.8% 24.6% 

  Asia 4.77% -1.5% -2.7% -5.0% -1.4% 3.0% 13.5% 19.5% 30.0% 

  EMEA 5.80% -1.9% -4.8% -5.5% -1.2% 4.7% 13.1% 11.2% 24.4% 

  Latam 5.82% -1.9% -5.5% -7.2% -3.1% 2.9% 14.1% 6.7% 22.5% 

            

 BAML EM Corp 5.20% -0.6% -2.0% -2.8% 0.1% 2.8% 9.5% 12.7% 22.7% 

  Asia 4.76% -0.8% -1.2% -2.3% -0.3% 5.0% 14.3% 11.3% 21.9% 

  EMEA 5.09% 0.0% -2.1% -2.3% 0.2% 11.8% 13.7% 9.0% 22.1% 

  Latam 5.98% -0.7% -3.1% -3.9% 0.5% 3.6% 8.7% 7.4% 17.5% 

Source: Societe Generale Private Banking, Bloomberg, Datastream (data as of 29/06/2018), YTD = year-to-date 

 

BAML: Bank of America Merrill Lynch  EM: Emerging Market   

Corp: Corporate  EMEA: Europe, Middle East, Africa   

IG: Investment Grade  LatAm: Latin America   

HY: High Yield      
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Market performance and forecasts 

  Forecasts Performance 

Currencies  Current 6 months 12 months YTD 12m  2Y 3Y 4Y 5Y 

EUR/USD 1.17 1.20 1.25 -2.7% 2.1% 5.0% 4.0% -14.4% -10.2% 

USD/JPY 111 110 105 -1.8% -1.3% 7.6% -9.7% 9.2% 11.6% 

EUR/CHF 1.16 1.18 1.22 -1.1% 5.9% 6.2% 11.4% -4.8% -5.8% 

GBP/USD 1.32 1.35 1.35 -2.2% 1.6% -1.6% -16.1% -22.5% -13.2% 

EUR/GBP 0.88 0.89 0.93 -0.5% 0.6% 6.8% 23.9% 10.4% 3.4% 

          

  Forecasts Performance (in local currency) 

10-year yields Current 6 months 12 months YTD (bp) 12m  2Y 3Y 4Y 5Y 

 USA 2.9% 3.25% 3.4% 45 59 138 53 33 38 

 GER 0.3% 0.6% 0.8% -12 -15 44 -49 -96 -142 

 UK 1.3% 1.5% 1.7% 11 15 26 -75 -131 -111 

          

  Forecasts Performance (in USD) 

Commodities Current 6 months 12 months YTD 12m  2Y 3Y 4Y 5Y 

 Gold in USD 1251 1250 1225 -4.0% 0.6% -5.5% 6.1% -5.2% 2.9% 

 Oil (Brent) in USD 79.4 75 70 19.3% 66.4% 58.9% 31.9% -30.0% -22.6% 

          

  Forecasts Performance - Total return (in local currency) 

Equities Current 6 months 12 months YTD 12m  2Y 3Y 4Y 5Y 

 S&P 500 2718 2850 2920 2.7% 14.6% 36.7% 40.6% 50.6% 87.7% 

 Euro Stoxx 50 3396 3470 3520 -0.3% 1.3% 28.5% 9.0% 21.2% 55.9% 

 FTSE 100 7637 7800 7760 1.7% 8.2% 30.0% 30.0% 32.0% 48.6% 

 Topix 1731 1770 1820 -3.7% 8.9% 44.8% 13.5% 50.0% 69.1% 

Source: Societe Generale Private Banking, Bloomberg, Datastream (data as of 29/06/2018), bp = basis points 

      
BAML: Bank of America Merrill Lynch  EM: Emerging Market   

Corp: Corporate  EMEA: Europe, Middle East, Africa   

IG: Investment Grade  LatAm: Latin America   

HY: High Yield      

 

 

 
  

Forecast figures are not a reliable indicator of future performance 
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Important information 

Kleinwort Hambros is the brand name of SG Kleinwort Hambros Bank Limited, which is authorised by the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in 
England and Wales under number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU. 

Societe Generale Private Banking is a division of the Societe Generale Group operating through its head office within Societe Generale S.A. and its 
network (subsidiaries, branches or departments of Societe Generale S.A.) located in the countries mentioned hereafter which use the “Societe 
Generale Private Banking” and “Kleinwort Hambros” brands, and which distribute this document.  

 

Subject of the document 

This document has been prepared by experts of the Group Societe Generale, and more particularly of Societe Generale Private Banking division, to 
provide you with information relating to certain financial and economic data. The names and functions of the people who prepared this document are 
indicated on the first pages of the document.  

This document is non-independent research and is a marketing communication. It has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and the investment service provider is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

In order to read and understand the financial and economic information included in this document, you will need to have knowledge and experience 
of financial markets. If this is not the case, please contact your advisor so that you no longer receive the document. Unless you do this, we shall 
consider that you have the necessary skills to understand this document. 

Please note that this document only aims to provide simple information to help you in your investment or disinvestment decisions, and that it does not 
constitute a personalised recommendation. You remain responsible for the management of your assets, and you take your investment decisions 
freely. Moreover, the document may mention asset classes that are not authorised/marketed in certain countries, and/or which might be reserved for 
certain categories of investors. Therefore, should you wish to make an investment, as the case may be and according to the applicable laws, your 
advisor within the Societe Generale Private Banking entity of which you are a client will check your eligibility for this investment and whether it 
corresponds to your investment profile.  

Should you not wish to receive this document, please inform your private banker in writing, and he/she will take the appropriate measures. 

 

Conflicts of interest 

This document contains the views of Societe Generale Private Banking’s experts. Societe Generale Private Banking trading desks may trade, or have 
traded, as principal on the basis of the expert(s) views and reports. In addition, Societe Generale Private Banking’s experts receive compensation 
based, in part, on the quality and accuracy of their analysis, client feedback, revenues of their entity of the Societe Generale Group and competitive 
factors. 

As a general matter, entities within the Societe Generale Group may make a market or act as a principal trader in securities referred to in this report, 
and can provide banking services to the companies mentioned in that document, and to their subsidiary. Entities within the Societe Generale Group 
may from time to time deal in, profit from trading on, hold on a principal basis, or act advisers or brokers or bankers in relation to securities, or derivatives 
thereof, or asset class(es) mentioned in this document.  

Entities within the Societe Generale Group may be represented on the supervisory board or on the executive board of such persons, firms or entities. 

Employees of the Societe Generale Group, or persons/entities connected to them, may from time to time have positions in or hold any of the investment 
products/ asset class(es) mentioned in this document. 

Entities within the Societe Generale Group may acquire orliquidate from time to time positions in the securities and/or underlying assets (including 
derivatives thereof) referred to herein, if any, or in any other asset, and therefore any return to prospective investor(s) may directly or indirectly be affected. 

Entities within the Societe Generale Group are under no obligation to disclose or take into account this document when advising or dealing with or on 
behalf of customers. 

In addition, Societe Generale Private Banking may issue other reports that are inconsistent with, and reach different conclusions from the information 
presented in this report and are under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. 

Societe Generale Group maintains and operates effective organisational and administrative arrangements taking all reasonable steps to identify, monitor 
and manage conflicts of interest. To help the Societe Generale Private Banking Entities to do this, they have put in place a management of conflicts of 
interest policy designed to prevent conflicts of interest giving rise to a material risk of damage to the interests of Societe Generale Private Banking’s 
clients. For further information, Societe Generale Private Banking’s clients can refer to the management of conflicts of interests policy, which was 
provided to them by the Societe Generale Private Banking entity of which they are clients. 

General Warning 

This document, which is subject to modifications, is provided for information purposes only and has no legal value.  

This material has been prepared for information purposes only and is not intended to provide investment advice nor any other investment service. The 
document does not constitute and under no circumstances should it be considered in whole or in part as an offer, a personal recommendation or 
advice from any of the Societe Generale Private Banking entities, regarding investment in the asset classes mentioned therein. The information in this 
document does not constitute legal, tax or accounting advice. 

Some products and services might not be available in all Société Générale Private Banking entities. Their availability in your jurisdiction may be restricted 
depending on local laws and tax regulations. You should be aware that the investment to which this material relates may involve numerous risks. The 
amount of risk may vary but can expose you to a significant risk of losing all of your capital, including a potential unlimited loss. Accordingly these 
products or services may be reserved only for a certain category of eligible investors such as those who are sophisticated and familiar with these types 



Quarterly House Views Q3 2018 

 

 21 
 

of investment and who understand the risks involved. Also, they have to comply with the Société Générale Group Tax Code of Conduct. Furthermore, 
accessing some of these products, services and solutions might be subject to other eligibility conditions. Your private banker is available to discuss 
these products, services and solutions with you and to check if they can respond to your needs and are suitable for your investor profile. 

Accordingly, before making an investment decision, a potential investor, as the case may be and according to the applicable laws, will be questioned 
by his or her advisor within the Societe Generale Private Banking entity, of which the investor is a client, regarding his eligibility for the envisaged 
investment, and the compatibility of this investment with his investment profile and objectives. Before any investment, the potential investor should also 
consult his own independent financial, legal and tax advisers in order to obtain all the financial, legal and tax information which will allow him to appraise 
the characteristics and the risks of the envisaged investment and the pertinence of the strategies discussed in this document, as well as the tax 
treatment of the investment, in the light of his own circumstances. 

Prior to any investment, a potential investor must be aware of, understand and sign the related contractual and informative information, including 
documentation relating to risks. The potential investor has to remember that he should not base any investment decision and/or instructions solely on 
the basis of this document. Any investment may have tax consequences and it is important to bear in mind that the Societe Generale Private Banking 
entities, do not provide tax advice. A potential investor should seek independent tax advice (where appropriate). 

Investment in some of the asset classes described in this document may not be authorised in certain countries, or may be restricted to certain 
categories of investors. It is the responsibility of any person in possession of this document to be aware of and to observe all applicable laws and 
regulations of relevant jurisdictions. This document is not intended to be distributed to people or in jurisdictions where such distribution is restricted or 
illegal. It is not to be published or distributed in the United States of America and cannot be made available directly or indirectly in the United States of 
America or to any U.S. person. 

The price and value of investments and the income derived from them can go down as well as up. Changes in inflation, interest rates and exchange 
rates may have adverse effects on the value, price and income of investments issued in a different currency from that of the client. The simulations 
and examples included in this document are provided for informational and illustration purposes alone. The present information may change with 
market fluctuations, and the information and views reflected in this document may change. The Societe Generale Private Banking entities disclaim any 
responsibility for the updating or revising of this document. The document’s only aim is to offer information to investors, who will take their investment 
decisions without relying solely on this document. The Societe Generale Private Banking entities disclaim all responsibility for direct or indirect losses 
related to any use of this document or its content. The Societe Generale Private Banking entities do not offer no implicit or explicit guarantees as to the 
accuracy or exhaustivity of the information or as to the profitability or performance of the asset classes, countries and markets concerned. 

The historical data, information and opinions provided herein have been obtained from, or are based upon, external sources that the Societe Generale 
Private Banking entities believe to be reliable, but which have not been independently verified. The Societe Generale Private Banking entities shall not 
be liable for the accuracy, relevance or exhaustiveness of this information. Information about past performance is not a guide to future performance 
and may not be repeated. Investment value is not guaranteed and the value of investments may fluctuate. Estimates of future performance are based 
on assumptions that may not be realised.  

This document is confidential. It is intended exclusively for the person to whom it is given, and may not be communicated or notified to any third party 
(with the exception of external advisors, on the condition they themselves respect this confidentiality undertaking). It may not be copied in whole or in 
part without the prior written consent of the relevant Societe Generale Private Banking entity. 

 

Specific warnings per jurisdiction 

France: Unless otherwise expressly indicated, this document has been issued and distributed by Societe Generale, a French bank authorised and 
supervised by the Autorité de Contrôle Prudentiel et de Résolution, located at 61, rue Taitbout, 75436 Paris Cedex 09 under the prudential supervision 
of the European Central Bank (“ECB”), and under the control of the Autorité des Marchés Financiers (“AMF”). Societe Generale is also registered at 
ORIAS as an insurance intermediary under the number 07 022 493 orias.fr. Societe generale is a French Société Anonyme with its registered address 
at 29 boulevard Haussmann, 75009 Paris, with a capital of EUR 1,009,897,173.75 on 11 December 2017 and unique identification number 552 
120 222 R.C.S. Paris. Further details are available on request or can be found at www.privatebanking.societegenerale.fr/. 

Belgium: This document has been distributed in Belgium by Société Générale Private Banking SA/NV, a Belgian credit institution according to Belgian 
law and authorized and supervised by the National Bank of Belgium (“NBB”) and the Financial Services and Markets Authority (“FSMA”), and under the 
prudential supervision of the European Central Bank- ECB. Société Générale Private Banking SA/NV is registered as an insurance broker at the FSMA 
under the number 61033A. Société Générale Private Banking SA/NV has its registered address at 9000 Ghent, Kortrijksesteenweg 302, registered 
at the RPM Ghent, under the number VAT BE 0415.835.337. Further details are available on request or can be found at 
www.privatebanking.societegenerale.be.  

Luxembourg: This document has been distributed in Luxembourg by Societe Generale Bank and Trust (“SGBT”), a credit institution which is authorised 
and regulated by the Commission de Surveillance du Secteur Financier (“CSSF”) under the prudential supervision of the European Central Bank 
(“ECB”), and whose head office is located at 11 avenue Emile Reuter – L 2420 Luxembourg. Further details are available on request or can be found 
at www.sgbt.lu. No investment decision whatsoever may result from solely reading this document. SGBT accepts no responsibility for the accuracy 
or otherwise of information contained in this document. SGBT accepts no liability or otherwise in respect of actions taken by recipients on the basis of 
this document only and SGBT does not hold itself out as providing any advice, particularly in relation to investment services. The opinions, views and 
forecasts expressed in this document (including any attachments thereto) reflect the personal views of the author(s) and do not reflect the views of any 
other person or SGBT unless otherwise mentioned. SGBT has neither verified nor independently analysed the information contained in this document. 
The CSSF has neither verified nor analysed the information contained in this document. 

Monaco: The present document has been distributed in Monaco by Société Générale Private Banking (Monaco) S.A.M ., located 13, 15 Bd des 
Moulins, 98000 Monaco, Principality of Monaco, governed by the Autorité de Contrôle Prudentiel et de Résolution and the Commission de Contrôle 
des Activités Financières. The Financial products marketed in Monaco can be reserved for qualified investors in accordance with Law No. 1339 of 
07/09/2007 and Sovereign Ordinance No 1.285 of 10/09/2007. Further details are available upon request or on 
www.privatebanking.societegenerale.mc. 

http://www.privatebanking.societegenerale.fr/
http://www.sgbt.lu/
http://www.privatebanking.societegenerale.mc/
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Switzerland: This document has been communicated in Switzerland by Société Générale Private Banking (Suisse) SA (« SGPBS »), whose head office 
is located at rue du Rhône 8, CP 5022, CH-1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market Supervisory Authority 
(“FINMA”). Further details are available on request or can be found at www.privatebanking.societegenerale.ch. 

This document (i) does not provide any opinion or recommendation about a company or a security, or (ii) has been prepared outside of Switzerland 
for the « Private banking ». Therefore, the Directives of the Swiss Bankers Association (SBA) on the Independence of Financial Research do not apply 
to this document. 

This document has not been prepared by SGPBS. SGPBS has neither verified nor independently analyzed the information contained in this document. 
SGPBS accepts no responsibility for the accuracy or otherwise of information contained in this document. The opinions, views and forecasts expressed 
in this document reflect the personal views of the relevant author(s) and shall not engage SGPB's liability. 

This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss Code of Obligations. 

This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros: 

United Kingdom: SG Kleinwort Hambros Bank Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 
Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England and Wales under 
number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU.  

Jersey: SG Kleinwort Hambros Bank (CI) Limited is regulated by the Jersey Financial Services Commission ("JFSC") for banking, investment, funds 
services and money services business. The company is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK 
regulated mortgage business. The firm reference number is 310344. The company is incorporated in Jersey under number 2693 and its registered 
address is PO Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the 
JFSC or FCA.  

Guernsey: SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is regulated by the Guernsey Financial Services Commission ("GFSC") for 
banking, investment and money services business and by the Jersey Financial Services Commission ("JFSC") for banking, investment, fund services 
and money services business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3AE. SG Kleinwort Hambros 
Bank (CI) Limited (including the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated 
mortgage business. The firm reference number is 310344. The company is incorporated in Jersey under number 2693 and its registered address is 
PO Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the JFSC, GFSC 
or FCA.  

Gibraltar: SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for the conduct 
of banking, investment and insurance mediation business. The company is incorporated in Gibraltar under number 01294 and its registered address 
is 32 Line Wall Road, Gibraltar. 

Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe Generale Group. Societe 
Generale is a French Bank authorised in France by the Autorité de Contrôle Prudentiel et de Resolution, located at 61, rue Taitbout, 75436 Paris 
Cedex 09 and under the prudential supervision of the European Central Bank. It is also authorised by the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the Prudential Regulation Authority. 

 

Further information on the Kleinwort Hambros Group including additional legal and regulatory details can be found at: www.kleinworthambros.com. 

 

http://www.privatebanking.societegenerale.com 

© Copyright the Societe Generale Group 2018. All rights reserved. Any unauthorised use, duplication, redistribution or disclosure in whole or in part is 
prohibited without the prior consent of Societe Generale. The key symbols, Societe Generale, Societe Generale Private Banking and Kleinwort 
Hambros are registered trademarks of Societe Generale. All rights reserved. 

  

http://www.privatebanking.societegenerale.ch/
http://www.privatebanking.societegenerale.com/
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Societe Generale 
SA Capital EUR 1 009 641 917.50 at 31 December 2016 
Registered under Paris RCS N°552 120 222 
 
Societe Generale Private Banking  
Tour Société Générale 
17, Cours Valmy 
75886 – Paris Cedex 18 
France 
http://www.privatebanking.societegenerale.com 

With Ecofolio, all 
paper should be 
recycled 

Societe Generale is a member of Ecofolio and participates in the financing of paper recycling. This document was printed on paper from sustainably managed forests. 

http://www.privatebanking.societegenerale.com/

