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In April, despite elevated geopolitical risks, most no-
tably the looming US decision to exit the Iran deal and
the US-China trade war fears, equity markets stabi-
lized in the US and emerging markets, and rebounded
strongly in Europe and Japan.

While leading indicators are rolling over and US GDP
growth slowed to 2.3% in Q1 after 2.9% in Q4, funda-
mentals still look very healthy. US inflation picked up
markedly, which led to higher inflation expectations
and a rise in US 10-year yields to about 3%.

For the time being we remain cautious, especially in
view of concerns about disruptions to world trade.
These concerns are focused mainly on US-China but,
following the US decision to exit the Iran nuclear deal,
they are also fueled by the possibility of disruption

between the US and Europe.

As a result, we remain underweight in interest rate
risks, neutral regarding equity risks, and overweight
for commodities.
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CEO — IMT Asset Management AG




IMT Asset Management AG
Investment Outlook 05.2018

APRIL RECOVERY DESPITE GEOPOLITICS

Financial markets

In April, despite the unclear situation regarding US-
Chinese trade relations and the future of the Joint
Comprehensive Plan of Action (Iran unclear deal), eqg-
uity markets rebounded noticeably. However, we ob-
served diverging equity market movements. Emerg-
ing markets equities fell 0.6% in April, driven by Chi-
nese equities, which sold-off by 3.5%. The US S&P500
index was about flat, ending the month 0.3% higher.
Meanwhile, the EuroStoxx50 surged 5.2% and the
Japanese Nikkei225 4.7%. European and Japanese eqg-
uities were supported by weakening currencies, the
EUR fell 2% vis-a-vis the USD and the JPY almost 3%.

The sudden rise in USD strength, which started mid-
April, was remarkable. Convincing explanations for
the sudden USD bounce are lacking. The USD is cer-
tainly supported by stronger US growth, compared to
most other regions, and a clear yield advantage. In re-
cent weeks the yield differential widened even fur-
ther, to more than 300 basis points based on 2-year
yields. However, both of these factors had been pre-
sent for some time, during which the USD weakened
month after month. Some analysts argue that mar-
kets have started to re-focus on fundamentals, which
will lead to a much stronger USD over the coming
months.

For fixed income markets the major development
was the strong rise in US yields, especially after the
Fed rate hike on 21 March.

Higher US yields and a stronger USD generated strong
headwinds for emerging market assets. Local cur-
rency bonds lost 3% in April and hard currency bonds

1.5%. In contrast, high-yield bonds gained moder-
ately, by 0.2%. Energy-related companies are an im-
portant part of the high-yield index. Therefore, higher
oil prices have certainly helped the overall perfor-
mance.

Global REITS recovered strongly, gaining 3.5% in April.
European and Asian REITS outperformed. In our view,
REITS have suffered too much from rising yields in re-
cent months, since in the current environment REITS
should be able to profit from rising rental income.

Commodities surged in April. The broad Bloomberg
commodity index climbed 2.6%, driven by oil, up 7%,
and metals, up 3.5%. Gold fell 0.8% and was unable
to benefit from either geopolitical tensions or from
rising inflation.

Macro economics

In Q1 global growth slowed. US GDP growth fell to
2.3% after 2.9% in Q4. EMU growth also fell to 1.6%
after 2.8% in Q4. This is consistent with falling PMls,
after a peak in late 2017 (EMU) and early 2018 (US).

US non-farm payrolls rose to 164,000 in April and the
unemployment rate fell below 4% for the first time
since 2000. The US economy continues to create jobs
at a strong pace.

US inflation accelerated in recent months, reaching
2.5% in April. Most notably the personal consumption
expenditure core price index (PCE) rose to 1.9% in
March, after 1.6% in February. This is an important
indicator since it excludes volatile seasonal food and
energy prices and is closely monitored by the US Fed.
Average hourly earnings, however, rose only slightly
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to 2.6% yoy, suggesting there is still no significant
wage pressure building.

Central banks

On 26 April the ECB kept rates unchanged and did not
alter its wording. It will maintain its asset purchase
program at the current pace of EUR 30 bn per month
until at least September. It is widely expected that the
ECB will reduce its asset purchase after September.
More guidance on the further tapering measures are
expected at the ECB’s policy meeting on 26 July.

On 2 May the US Fed kept rates unchanged. It con-
firmed that inflation has risen to almost its 2% target.
That would mean, in our view, that the Fed is likely to
accept a certain overshoot of inflation above the 2%
target. The market fully prices another rate hike at
the Fed’s next meeting on 13 June.

Outlook

We reduced portfolio risks at our last Investment
Committee meeting, due to heightened geopolitical
risks, especially a potential trade war between the US
and China. We lowered our equity exposure to neu-
tral and slightly reduced credit risks. We remained
positive on the outlook for commodities, especially
energy, due to robust growth, rising inflation and ge-
opolitical tensions.

So far markets have remained relatively calm after
the US decision to exit the Iran contract. However, we
remain cautious regarding the long-term implications
and especially the impact on the US-European rela-
tionship. In addition, it is very possible that US Presi-
dent Trump will decide to take a tough stance and in-
troduce massive tariffs on Chinese export goods.
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ECONOMICS

In Q1 global growth slowed. US GDP growth fell to
2.3% after 2.9% in Q4 and EMU growth fell to 1.6%
after 2.8% in Q4. This is consistent with falling PMls,
after a peak in late 2017 (EMU) and early 2018 (US).
US inflation accelerated in recent months, reaching

2.5% in April. US non-farm payrolls rose to 164,000 in
April and the unemployment rate fell below 4% for
the first time since 2000. Average hourly earnings,
however, rose only slightly to 2.6% yoy, suggesting
there is still no significant wage pressure building.
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Fig 3: Consumer price inflation, in % YoY
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Fig 5: Unemployment rates, in %
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Fig. 2: PMls

70

Japan ———— China

65

60

55

50\ /\M
S

45 . .
12/15 12/16 12/17

Fig. 4: Consumer price inflation, in % YoY
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Fig 6: US labor market
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FIXED INCOME

Rising US inflation pushed US vyields higher, driven
partly by growing inflation expectations. US 10-year
yields rose 22 basis points, climbing as high as 3%.
German 10-year yields rose moderately, by 6 basis

points. High-yield bonds were flat in April, whereas
emerging markets bonds sold off. Insurance-linked
bonds continued to perform steadily and once more
proved to be uncorrelated to other asset classes.

Fig.7: 2Y government bond yields
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Fig 9: 10Y break-even inflation
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Fig. 8: 10Y government bond yields
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Fig. 10: Credit spreads, 5Y credit default swaps
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Fig 12: Merrill Lynch volatility index (MOVE)
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EQUITIES

In April, most equity markets rebounded. The excep-
tion was the Chinese market, which suffered from
trade war fears. The S&P500 index was slightly up,
whereas the EuroStoxx50 and the Nikkei 225 re-

bounded strongly, climbing 5.2% and 4.7%, respec-
tively. The volatility, as measured by the VIX index,
clearly fell.

Fig. 13: MSCI equity indices — major regions
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Fig 15: Equity indices — major emerging markets
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Fig 17: Price-earnings ratios
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Fig.14: Equity indices — major developed markets
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Fig. 16: Sector performance, MSCI Europe, 2017
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Fig 18: Equity volatility — S&P500 VIX index
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ALTERNATIVE INVESTMENTS

Qil prices rallied, driven in part by geopolitical ten- fell by 0.8%. Global REITS strongly rebounded in April,
sions in the Middle East, most notably regarding US rising 3.5%.
policy towards Iran. Despite geopolitics, gold prices

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

1500 120

1400 100 W’J\\‘

1300 wm“w !WAWM 80 \
1200 m } V 60 Y \ WWN
1100 A 40 N
v '
1000 . . . T 20 . . . .
12/13  12/14  12/15  12/16  12/17 12/13 12/14 12/15 12/16 12/17
Fig 21: Bloomberg commodity indices Fig. 22: HFRU hedge fund indices
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CURRENCIES

The major theme in April was the strong recovery of
the USD. This came unexpectedly and there is a lack
of convincing explanations for the sudden USD
bounce. The abrupt rise in US yields has probably

helped, although the yield advantage of the USD has
been at historic highs for a long time. The GBP weak-
ened especially after the BoE decided not to raise
rates.

Fig. 25: EUR-USD exchange rate
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Fig 27: USD-JPY exchange rate
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Fig 29: EUR-CHF exchange rate
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Fig. 26: GBP-USD exchange rate
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Fig. 28: USD-CNY exchange rate
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Fig 30: USD-CHF exchange rate
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ASSET ALLOCATION

In April, European and Japanese equities as well as
REITS, commodities and the USD outperformed. At
the same time, emerging markets bonds were per-
formance detractors. Insurance-linkers continued
to perform steadily, unimpressed by more general

market volatility. Gold did not serve as a hedge for
geopolitical uncertainties this month. The CHF con-
tinued to weaken, and the JPY gave back some of
its year-to-date gains.

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

The IMT Risk Monitor remains very calm. As ex-
pected, monetary tightening and inflation risks
rose somewhat recently. In addition, the banking
sector underperformed, which led to a certain but

not worrying increase of systemic risk. The political
risk index did not capture Trump’s wild rhetoric,
since the index is based on news headlines men-
tioning, e.g., terror and/or military conflicts.

Fig. 32: IMT Risk Monitor
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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 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.
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