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After equities recovered in March and April, devel-

oped equity markets consolidated in May, while 

emerging equity markets lost 3.9%. A number of un-

certainties have been weighing on markets. The 

Brexit vote on 23 June approaches with opinion polls 

indicating a tight result; market participants have 

been wondering about the odds of the next Fed rate 

hike in June; and just recently weak May labor market 

figures have heightened concerns about the growth 

outlook.  

The European bond market rallied in May with Ger-

man 10-year bond yields falling 13 basis points. At the 

same time, 10-year US Treasury yields remained al-

most unchanged. However, short-term US yields rose 

in May, which was tantamount to rising Fed rate-hike 

expectations.  

Oil and other commodity prices rose in May, which 

gave equity markets some support. We remain skep-

tical with regard to an extended rally in oil and believe 

that oil prices will at best stabilize around USD 50, and 

more likely will fall again. Risk-reward for gold re-

mains poor and we recommend selling into strength.  

 

 

Thomas Trauth   

CEO – IMT Asset Management AG 



IMT Asset Management AG 

Investment Outlook 06.2016 

 

 

 

 

 

 

 

– 2 – 

 
BREXIT AND FED RATE-HIKE EXPECTA-
TIONS WEIGH ON MARKETS 

Financial markets 

In May developed equity markets consolidated after 

the recovery in March and April. The US S&P index 

continued to outperform European equity markets, 

which in our view at least partly reflects the Brexit risk 

premium. We continue to believe that UK voters will 

finally not be ready to take the major risks associated 

with a Brexit. We also think that bookmakers’ odds, 

which clearly indicate a win for Remain, show a more 

unbiased picture than the opinion polls, which sug-

gest a 50-50 chance.  

If the Brits were to decide to leave the EU, we would 

expect a sell-off of the GBP, British and more broadly 

European stock markets. A no-vote, in contrast would 

lead to a recovery of the GBP and European stocks, 

which could probably even make up for the underper-

formance vis-à-vis the US since the beginning of the 

year.  

European government bonds rallied in May, on the 

back of the ECB’s bond-buying program, while US 

Treasuries at the short end of the yield curve sold off 

– though then recovered in early June – and longer 

dated treasuries remained almost unchanged. Break-

even inflation represented an increase from very de-

pressed levels, which reflects fading deflation con-

cerns.  

The risky part of fixed income has performed very 

well since mid-February, with a significant spread 

tightening. However, emerging markets in local cur-

rency experienced a sharp correction in recent 

weeks.  

Commodities continued to rally. Oil prices reached 50 

USD/bl. In recent months market participants associ-

ated rising oil prices with macro normalization, re-

garding them as a pro-growth indicator, which lifted 

equity prices. Usually the correlation between equi-

ties and oil tends to be negative as higher oil prices 

are seen as a growth brake.  

Gold sold off in May and lost 6% of its value. However, 

it strongly rebounded in June, probably on the back 

of heightened macro uncertainties.  

Despite Brexit fears the EUR managed to appreciate 

against the USD by 3.6% year to date. This can be ex-

plained by the low valuation of the EUR after the 

strong depreciation in 2014, disappointing US growth 

indicators, and a dovish US Fed. Recently, whenever 

US rate-hike expectations rose, the USD appreciated, 

and when expectations declined, it fell.  

Central banks  

On 3 June the ECB unsurprisingly did not change its 

policy stance. It announced, however, that it would 

start its corporate bond-buying program on 8 June. 

The market impact was moderate, especially because 

credit spreads had already tightened significantly. 

Furthermore, the ECB said it would start its targeted 

refinancing program on 22 June, the so-called TLTRO 

II. As the conditions are very attractive, it will be in-

teresting to observe to what extent banks participate.  

On 6 June Fed Chairwoman Janet Yellen, in a speech 

that gained close attention, pointed out that she 

would be very mindful of the weak labor market re-

port, watching a potential growth slowdown very 

carefully. It has become very unlikely that the Fed is 

going to hike rates at its next meeting on 15 June. The 

Fed could, however, still raise rates on 27 July, but 
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this would clearly require a strong June non-farm pay-

roll figure. The market-implied probability of a July 

hike is currently only 17%.  

Macroeconomics 

The big macro event in May was the very disappoint-

ing US non-farm payroll figure. The US economy cre-

ated only 38,000 jobs, clearly below expectations. 

Since this figure tends to be very volatile and is sub-

ject to major revisions, we need to wait for the up-

coming data points. The US unemployment rate fell 

to 4.7% from 5%. This drop was primarily due to a de-

cline in the labor-force participation rate, which fell 

to a 2016 low of 62.6 percent. Meanwhile the Univer-

sity of Michigan consumer sentiment index recovered 

strongly in recent months, although preliminary esti-

mates for June show some slight softening.  

The European manufacturing PMI has been moving 

sideways for a number of months, remaining in a near 

stagnation area. The May figure was 51.5 after 51.7.  

The Nikkei Japan manufacturing PMI fell to a 40-

month low of 47.7 after 48.2. Especially worrying was 

the rapid drop in the output and new orders sub-in-

dices.  

The Chinese manufacturing PMI was also weaker at 

49.2 after 49.4, and thus remained at contraction lev-

els (below 50). It is expected that the Chinese author-

ities will apply further fiscal and monetary expansion 

measures.  

As far as inflation is concerned, US inflation trended 

upwards in recent months, certainly due in part to ris-

ing wage costs. On the one hand this reduces defla-

tion fears, but on the other it may make the Fed more 

concerned about inflation risks, despite mixed 

growth indicators. Meanwhile inflation trended lower 

and into negative territory in the Eurozone as well as 

in Japan. Swiss consumer prices clearly fell less than 

in previous months. The consumer price index fell by 

0.4% YoY in May, while it had fallen by 1.3% in Janu-

ary. This may reflect the weakening of the currency 

and rising energy prices.  

Outlook 

As growth remains subdued, growth indicators are 

close to stagnation, and at times they can fall into 

negative territory due to normal fluctuations. While 

markets may react negatively to such events, it is im-

portant to keep an eye on the underlying trends. It is 

also worth noting that when the US economy ap-

proaches full employment, it is very normal for job 

growth to decline. It will be important to keep an eye 

on upcoming US hiring intentions for small businesses 

and the US manpower reports. If those reports 

should confirm weak US labor-market conditions, we 

would not exclude more pronounced market reac-

tions. 

As discussed previously, anemic growth coupled with 

high valuations does not bode well for large equity-

market returns. On the other hand, positive growth 

and negative bond yields will continue to pressure in-

vestors into equity and riskier credit markets. We 

continue to be positioned for that. We are neutral in 

our equity market position and slightly overweight in 

high-yield bonds.  

In our base case, British voters will vote against the 

Brexit. In that case, we expect the GBP to recover and 

European equity markets to make up for their signifi-

cant underperformance in 2016. We therefore re-

main overweight on European equities.  

When it comes to commodities we do not see much 

upside for oil prices above 50 USD/bl. In recent weeks 

we have observed some supply disruptions and eas-

ing inventory figures. Oil prices above 50 will, how-

ever, lead to the buildup of additional supply, most 

notably in the US but also in Saudi Arabia, and push 

oil prices lower again. 

Big uncertainties are keeping up the demand for safe-

haven or portfolio insurance assets, like high-quality 

government bonds and gold, while the pricing for 

such assets has become punitively high in our view. 

Therefore, and since we still believe in a non-cata-

strophic outcome, we are staying away from the 

mentioned assets and would rather recommend sell-

ing gold and government bonds into strength.  
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ECONOMICS 
The big macro event in May was the very disappoint-

ing US non-farm payroll figure. The US economy only 

created 38,000 jobs, clearly below expectations. 

Meanwhile the US ISM index improved to 51.3 after 

50.8 and the Europe PMI only slightly softened to 

51.5 after 51.7. The Japanese and the Chinese PMI 

both softened in May. US inflation seems to be accel-

erating somewhat and is at about 1% currently.  

  

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 
Since March the risky part of fixed income has per-

formed very well, while emerging market bonds in lo-

cal currency sold-off recently. Government bond 

yields have fallen since the beginning of the year, 

which can be explained by extended QE in Europe and 

a rather dovish US Fed. Still, the US money market has 

been quite volatile recently, as Fed rate-hike expec-

tations fluctuated. The market seems to be less wor-

ried about deflation risks since inflation expectations, 

as measured by break-even inflation rates, rose. 

  

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 
Developed equity markets consolidated in May, while 

emerging markets sold off. Among developed mar-

kets the US S&P index outperformed, while Europe 

suffered from risks associated with Brexit. The Brazil-

ian Ibovespa index reached its peak in April and sold 

off thereafter. Rising commodities prices helped the 

energy sector to clearly outperform all other equity 

sectors, with European financials lagging behind. De-

spite heightened uncertainties the VIX index, the 

price for insurance against equity draw-downs, re-

mained at relatively low levels. 

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 
Commodities prices recovered strongly in recent 

months. In the case of oil, markets have been con-

cerned about low oil prices, and recently oil prices of-

ten rose in tandem with equities. While rising oil 

prices can be seen as an indication of more stable 

growth, it was interesting to see that gold prices rose 

at the same time. Rising gold usually indicates that in-

vestors are seeking insurance against adverse events. 

REITS and listed private equity performed well year to 

date.  

  

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 
The GBP continued to weaken on the back of Brexit 

concerns. The USD has weakened since the beginning 

of the year, with heightened volatility in recent 

weeks, when the USD traded in tandem with Fed 

rate-hike expectations. The JPY continued its appreci-

ation path and the Chinese CNY weakened again, giv-

ing back its previous gains. The Swiss franc had con-

tinuously weakened against the EUR since the begin-

ning of the year, but last week suddenly strength-

ened.  

  

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 
Perhaps surprisingly, commodities and also gold 

have been the best performing assets since the be-

ginning of the year, followed by the risky part of the 

fixed-income universe. Equities and especially Eu-

rope and Japan have underperformed this year so 

far. In May we observed some reversals, e.g. bonds 

of emerging markets in local currency sold off, as 

well as gold. Meanwhile, European and Japanese 

equities recovered somewhat. 

 

Fig. 31: Performance of major asset classes, based on our EUR portfolio strategy 
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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 As-

set Management AG. Although IMT Asset Manage-

ment AG takes care to ensure that the information in 

this document is correct at the time it was collected, 

IMT Asset Management AG neither explicitly nor im-

plicitly provides any assurance or guarantee of accu-

racy, reliability or completeness, and assumes no lia-

bility or responsibility for either its own or for third-

party publications. IMT Asset Management AG is not 

liable for any direct, indirect or incidental loss in-

curred on the basis of the information in this docu-

ment and/or on the risks inherent in financial mar-

kets. Investment in financial products should be done 

only after carefully reading the relevant legal require-

ments, 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 publica-

tion (subject to modifications). The services men-

tioned in this document are addressed exclusively to 

clients of IMT Asset Management AG. 

 

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


