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Traditionally, we devote the January issue to pre-

senting ten predictions for the new year. In addition, 

we review last year’s forecasts. As always, we have 

been right in some cases and wrong in others. We 

believe that such a review is a healthy exercise as we 

strive to learn from a critical examination of our own 

writing and thinking of a year ago.  

In 2016, we were faced with numerous challenges 

and surprises: the strong recovery of commodities, 

the Brexit, and the Trump election to name just a 

few. One prediction we are very confident about is 

that 2017 will bring new surprises. 

We look forward to a challenging 2017 and hope you 

stay with us throughout the year. We are very grate-

ful for your loyalty as well as your feedback and 

comments. 

 

 

 

 

Thomas Trauth   

CEO – IMT Asset Management AG 
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LAST YEAR’S PREDICTIONS 
 
Our predictions for 2016 

As always, we will first take some time to review last 

year’s predictions and see how they have matched 

up against the actual outcomes. For the details, we 

refer to our Investment Outlook 01.2016. 

1. Growth 

We correctly forecasted the gradual increases in 

growth. US growth, according to the latest esti-

mates, is likely to stay slightly below our 2% expecta-

tions, Eurozone growth estimates are at 1.6% vs our 

expectations of 1.7%, and Japanese growth exactly 

equals our forecast of 1%. 

2. Inflation 

As expected, we observed a mild pickup of inflation 

rates and a correction of ultra-low inflation expecta-

tions. Inflation expectations rose more meaningfully 

especially after the US elections.  

3. Central Banks 

We expected the Fed to hike two to three times in 

2016. However, the Fed decided to hike only once, 

in December.  

We were right to state that the ECB would keep its 

policy stance. Rates remained unchanged, while the 

QE program was somewhat extended during the 

year.  

As expected, the Bank of Japan (BoJ) decided on 

additional monetary policy measures. For example, 

the BoJ introduced a direct targeting of 10Y gov-

ernment bond yields. The BoJ succeeded in stopping 

the appreciation of the JPY, which changed course in 

Q4 and weakened significantly. 

4. Rates 

We were spot-on with our forecast for US 10-year 

treasury yields, which for most of December 2016 

traded within the forecasted 2.5-2.6% range. But 

while we predicted higher European rates, these fell 

further, even down to -0.2% in July, ending the year 

at 0.2%, which was about 0.18%-points lower than 

at the end of 2015. 

5. Credits  

In contrast to our predictions, credit spreads tight-

ened and credits in general performed positively. 

The riskier part of the bond universe, like high-yield 

and emerging markets, even performed very strong-

ly.  

6. Equities 

We were right in our prediction that equities would 

yield single-digit returns. However, in contrast to our 

expectations, Europe and Japan underperformed 

clearly. We rightly foresaw opportunities in the 

commodities space, the sector which clearly outper-

formed last year.  

7. Emerging markets 

Emerging markets were quite volatile in 2016, so our 

cautious stance at the beginning of that year was 

right. During the course of the year emerging market 

assets recovered noticeably and EM equities yielded 

a healthy 8.6%, despite a setback after the US elec-

tion.  
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8. Commodities 

While we anticipated an upturn in commodity pric-

es, we started the year with a cautious stance and 

expectations that the recovery would come later 

and would be more gradual. We were, however, 

surprised by the steepness of the rally after Febru-

ary, which was led by industrial metals, energy, and 

also gold.  

9. Alternatives 

We looked for some diversification in the portfolio 

and added absolute return strategies. While we still 

believe that this helps to improve risk-return, the 

broad hedge fund index gained only 2.5% in 2016 

and fell somewhat short of our expectations.  

10. Currencies 

As far as currencies are concerned, we were right 

that the USD would somewhat strengthen vis-à-vis 

EUR and JPY, which it did, by 3.2% and 2.7% respec-

tively.  

We expected that the CHF would weaken against 

the EUR, which it did in the first half of the year. 

However, after Brexit, the CHF strengthened again 

and gained about 1.5% vis-à-vis the EUR if you com-

pare end of December values. 
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OUTLOOK 2017 – TEN PREDICTIONS 
 
1. Growth 

In 2016 most growth indicators clearly improved. 

Taken together with expectations of a strong fiscal 

stimulus in the US and a more business-friendly US 

policy – if we exclude public shaming of individual 

companies and protectionism – this leads to a 

brighter growth outlook. We expect the US to grow 

by 2.0%, the Eurozone and Japan by about 1.5%, and 

China by about 6.5% in 2017. 

2. Inflation 

Inflation rose somewhat in 2016, albeit from very 

low levels. As we slowly leave a deflationary envi-

ronment we are not excessively concerned about 

any possibility of  massive inflation overshoot. How-

ever, since interest rates are still at historically low 

levels, additional fiscal stimulus, rising commodity 

prices, and tightening US labor markets will most 

likely lead to higher US inflation. The inflation out-

look in Europe, however, is very different. A weaker 

EUR and rising commodity prices will help inflation 

rates to grind only a little higher. We expect US 

inflation to rise towards 2.5% and European inflation 

towards 1.7% in 2017.   

3. Central Banks 

We expected the Fed to hike twice in 2017. The 

reflationary policy of president Trump and the low 

unemployment rate — full employment was almost 

reached — are likely to put the Fed under pressure 

to increase rates. However, we expect that the ma-

jority of monetary tightening will come via a strong-

er USD, which limits the Fed’s ability to raise rates by 

too much.  

The ECB announced it would start reducing its asset 

purchase program, starting in April 2017. This will be 

a gradual process but we still remember well the 

taper tantrum of 2013, when Fed president Bernan-

ke’s announcement triggered a major sell-off of 

bonds.  

The Bank of Japan, however, appears very commit-

ted to extending its easing program until inflation 

moves up noticeably. It may even let inflation over-

shoot.  

4. Rates 

Rising inflation, more Fed hikes, and the ECB reduc-

ing its asset purchase program lead us to expect that 

bond yields will rise in 2017. Since central banks are 

unlikely to become very aggressive, inflation is un-

likely to rise by too much, and investors’ sentiment 

is very likely to remain cautious, we do not expect a 

dramatic bond sell-off in 2017. We prefer inflation-

linkers since they provide some protection against 

rising inflation expectations.  

5. Credits  

We expect credits to do well in general. While high-

grade credit is most likely to suffer from rising rates, 

we see positive return potential for high-yield 

bonds. We have scaled back our high-yield exposure, 

though, based on more challenging valuations and, 

at least in the US, a rise in corporate balance sheet 

leverage.  
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6. Equities 

We remain constructive on equities in general, 

based on the brightened growth outlook, further 

monetary and additional fiscal stimulus, which will 

be coupled with a better outlook for earnings. How-

ever, relatively high valuation will limit the return 

potential, which will remain in the single-digits. At 

the start of the year we favor the US, Japan and 

emerging markets over Europe. Rising US yields, and 

a stronger USD are major downside risks for US 

equity. Various elections in Europe and anti-EU forc-

es are major downside risks for European equities. 

As the Trump administration is likely to change glob-

al geopolitics, this may also create uncertainties.  

7. Emerging markets 

The outlook for emerging markets is not clear-cut 

for us. Negative for emerging markets are a strong 

USD, rising US yields, as well as Trump’s protection-

ist rhetoric. Positive is the recovery of commodities, 

and more global growth. China is likely to maintain 

stimulus spending in the run-up to the Communist 

Party Congress in autumn, but may reduce it there-

after. 

Overall, we are cautiously positive for emerging 

markets equities in 2017. Emerging market bonds 

will benefit after net issuance in 2016 and starting 

easing cycles in many countries.  

8. Commodities 

The oil market recovered in 2016 from a very de-

pressed status. The market is, however, still faced 

with large overcapacity. Oil prices have been sup-

ported recently by OPEC’s announced intention to 

cut production. The question that remains is how 

credible this is. Still we expect oil prices to stay sta-

ble in 2017 and gradually move higher in the course 

of the year.  

Somewhat rising Chinese demand and stronger US 

infrastructure spend has initiated a strong rally of 

industrial metals. We think the market may have run 

ahead of fundamentals and we would not be sur-

prised by a technical correction. In general, we think 

that the multi-year bear market for industrials may 

be over and expect a mildly positive year. 

Gold was very volatile last year. We remain skeptical 

about the outlook for Gold in an environment with 

rising real and nominal yields. Gold may, however, 

serve as a hedge in a very uncertain world. We ex-

pect the Gold price to end the year between 1,000 

and 1,200 USD/oz. 

9. Alternatives 

In a world with low return expectations for bonds 

and equities, we still like the diversification effects 

from alternative non-directional investment strate-

gies. For investors who can accept lower liquidity, 

private equity can provide additional attractive risk-

return.  

10. Currencies 

We see further upside for the USD, as rate differen-

tials may increase further in 2017. The EUR could 

come under pressure as major European elections 

approach. We expect a weaker JPY due to aggressive 

Bank of Japan easing, a weaker CNY due to Trump’s 

trade rhetoric and rising yields, and a weaker GBP 

due to a high likelihood of a hard Brexit.  

 

Major risks to watch in 2017 

US policy  

Potential risks are related to a protectionist, “beg-

gar-thy-neighbor” policy by the new Trump admin-

istration. This could disrupt trade and established 

business value chains, dampening growth, and driv-

ing inflation up. It remains to be seen to what ex-

tend the US president will finally implement his 

policy intentions.  
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European populism 

Populism and nationalism are on the rise globally. In 

Europe this threatens the stability of the European 

Union. In 2017, major elections take place  on 15 

March in the Netherlands, on 23 April in France, and 

probably on 24 September in Germany. If anti-

European parties were to gain support, this could 

trigger further referendums in 2018 as well as great-

er concern about the sustainability of the European 

Union. As a result, we need to prepare for a pro-

longed negative impact on European equity markets.  

China 

The fact that Trump’s rhetoric has been very critical 

regarding China could disrupt the strong trade links 

between the two countries. A strong USD and rising 

yields are weakening the CNY. The Bank of China has 

spent about USD 1 trn for currency market interven-

tions to stabilize the CNY.  

Furthermore, the ongoing territorial dispute con-

cerning the South Chinese sea could heat up. In 

addition, the upcoming 19
th

 Communist Party Con-

gress in autumn, with far-reaching changes in the 

leadership of the party, could potentially lead to 

heightened uncertainties.  

Middle East and global Terrorism 

It remains to be seen how a US administration, 

which on the one hand puts out a harder rhetoric 

against Islam but on the other hand wants to reduce 

its international military engagements, will impact 

developments in the middle east. In addition, the 

balance of power between the US and Russia does 

have a strong impact on the region. For us, it is 

completely open how the relationship between 

Trump and Putin will develop and how this will im-

pact the various forces in the middle east.  

Valuations 

Equities and credits are richly valued. While the still 

ultra-low rates and an improving growth are likely to 

support risky assets, the market may start to be-

come  concerned about stretched valuations.  

Conclusions for asset allocators 

In general, and despite the above-mentioned risks 

we expect risky assets to perform well in 2017. Cen-

tral banks – despite first Fed rate hikes – remain very 

accommodative and growth dynamics not only stabi-

lized but in fact improved last year. This should pro-

vide the prerequisites for a lasting equity bull market 

and good performances of other risky assets. How-

ever, expected returns need to be adjusted down-

wards as valuations have become more challenging.  

The above-mentioned risks will lead to phases of 

uncertainty and market corrections. It will be im-

portant to anticipate those and potentially to profit 

from lower entry levels. 

To summarize, we start the year with a balanced risk 

exposure, i.e., a slight tilt towards risky assets. We 

continue to underweight government bonds and 

have increased our strategic exposure to inflation-

linked bonds. We have also reduced our strategic 

overweight in European equities and increased our 

weighting for US equities. We continue to see some 

upside for the USD and remain especially cautious 

with regard to the GBP. Elections in Q1 and Q2 in 

Europe could weaken the EUR. Bank of Japan’s easy 

monetary policy will, in our view, lead to weaker JPY 

and a good performance of the Japanese equity 

market.  
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ECONOMICS 
In 2016 growth indicators improved across the 

board. Also, inflation started to increase somewhat. 

However, this was largely attributable to cost-push 

effects from rising commodity prices. The US econ-

omy continued to create jobs and wage inflation 

seems to be grinding higher. As a result, we can be a 

bit more optimistic that growth will become more 

sustainable.  

 

  

Fig. 1: PMIs  Fig. 2: PMIs 

 
 

 

Fig 3: Consumer price inflation, in % YoY  Fig. 4: Consumer price inflation, in % YoY 

 
 

 

Fig 5: Unemployment rates, in %  Fig 6: US labor market 
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FIXED INCOME 
While most of 2016 yields declined further, we ob-

served a significant correction in Q4. This was driven 

primarily by US yields and the expectations of a 

more aggressive reflationary policy by president-

elect Donald Trump. This can be seen by the signifi-

cant correction of break-even inflation rates (Fig. 9). 

Credit spreads tightened in 2016, which translated 

into healthy returns from high-yield and emerging-

market bonds.   

  

Fig.7: 2Y government bond yields  Fig. 8: 10Y government bond yields 

 
 

 

Fig 9: 10Y break-even inflation  Fig. 10: Credit spreads, 5Y credit default swaps 

 
 

 

Fig 11: Money market spreads (3M-2Y)  Fig 12: Merrill Lynch volatility index 
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EQUITIES 
Overall, equity markets performed well in 2016, led 

by US and emerging markets equities. European and 

Japanese equities clearly underperformed. The mar-

kets started with a significant sell-off in January and 

February, followed by a recovery, which was inter-

rupted in June around the Brexit vote and in Q3 

during the run-up to the US elections. 2016 was also 

a year of wild sector rotations, starting with a strong 

performance of energy and materials, followed by a 

strong rotation into financials and more cyclicals. 

Fig. 13: MSCI equity indices – major regions  Fig.14: Equity indices – major developed markets 

  
 

Fig 15: Equity indices – major emerging markets  Fig. 16: Sector performance, MSCI Europe, 2016 

 
 

 

Fig 17: Price-earnings ratios  Fig 18: Equity volatility – S&P500 VIX index 
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ALTERNATIVE INVESTMENTS 
In 2016 commodities were able to recover signifi-

cantly, led by industrial metals and energy prices. 

Gold performed strongly but gave back part of its 

gains in the fourth quarter. Also REITS have been 

very volatile but ended the year with a positive per-

formance. Listed private equity performed very well 

in 2016.  

 

  

Fig. 19: Gold price, USD/oz  Fig.20: Oil price, USD/bl 

 
 

 

Fig 21: Bloomberg commodity indices  Fig. 22: HFRI hedge fund indices 

 

 
 

Fig 23: FTSE EPRA/NAREIT global index  Fig 24: LPX global listed private equity 
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CURRENCIES 
Brexit led to a weaker GBP, and the Trump election 

coupled with a Fed rate hike in December strength-

ened the USD. While a devaluation of the CNY was a 

concern in 2015 and in early 2016, the CNY clearly 

weakened in 2016 with little impact on other mar-

kets. The SNB was not able, despite negative money 

market rates and currency interventions, to weaken 

the CHF. 

  

Fig. 25: EUR-USD exchange rate  Fig. 26: GBP-USD exchange rate 

 
 

 

Fig 27: USD-JPY exchange rate  Fig. 28: USD-CNY exchange rate 

 
 

 

Fig 29: EUR-CHF exchange rate  Fig 30: USD-CHF exchange rate 
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ASSET ALLOCATION 
2016 was a very volatile year. It started with a 

severe sell-off of risky assets and a flight to quali-

ty. Overall, however, the performance of a bal-

anced portfolio was largely driven by good per-

formances of risky assets. High-yield and com-

modities were strong outperformers, followed by 

US and emerging markets equities. EUR investors 

were also able to benefit from currency exposures 

to USD, JPY and NOK. Japanese equities and the 

GBP were the worst performers overall.  

 

Fig. 31: Performance of major asset classes, based on our EUR portfolio strategy 
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RISK MONITOR 
The risk monitor shows that our favorite market 

risk indicators remain at moderate levels. There is 

a slight uptick in inflation and monetary tightening 

risks. Equity valuation risks remain somewhat 

elevated. Systemic risks, i.e., the market percep-

tion regarding the health of the financial system, 

have been falling steeply since last year.   

 

 

Fig. 32: IMT Risk Monitor 

 

Systemic

Monetary tightening

Implied volatility

CreditEquity valuations

Growth

Inflation

10-Jan-17 7-Oct-16 15-Feb-16 Low risk score: 1 Max risk score: 10



IMT Asset Management AG 

Investment Outlook 01.2017 

 

 

 

 

 

 

 

– 14 – 

DISCLAIMER 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This document is for information purposes only and 

is not a solicitation of an offer or a recommendation 

to buy or sell any investment instruments or to en-

gage in other transactions. This document contains 

data and information which are prepared by IMT 

Asset Management AG. Although IMT Asset Man-

agement AG takes care to ensure that the infor-

mation in this document is correct at the time it was 

collected, IMT Asset Management AG neither explic-

itly nor implicitly provides any assurance or guaran-

tee of accuracy, reliability or completeness, and 

assumes no liability or responsibility for either its 

own or for third-party publications. IMT Asset Man-

agement AG is not liable for any direct, indirect or 

incidental loss incurred on the basis of the infor-

mation in this document and/or on the risks inher-

ent in financial markets. Investment in financial 

products should be done only after carefully reading 

the relevant legal requirements, including sales 

restrictions or any other risk factors. Any opinions 

represented in this document solely reflect those of 

IMT Asset Management AG or specified third-party 

authors at the time of publication (subject to modifi-

cations). The services mentioned in this document 

are addressed exclusively to clients of IMT Asset 

Management AG. 

 

Source for all graphs: Bloomberg, IMT Asset Management AG. 


