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ECONOMIC OUTLOOK AT A GLANCE

UNCERTAINTY REGARDING THE US
(1) The threat of protectionism has grown, to which
trade is susceptible. Protectionism is likely to
increase US prices and reduce activity. This is the
risk that has grown the most recently; (2) A brutal
increase in rate expectations (3) Risks regarding
trade measures and retaliations; (4) Risks if the
Dollar rises too quickly.
CHINESE HARD LANDING
China could disappoint regarding fiscal policy in
2017 and growth could slip. We will have key
updates in October with the 5-year Plenum. At this
stage, we see the risk related to the large and
growing debt – i.e. banking sector crisis - to be
limited on a one year horizon.

KEY ECONOMIC VIEWS

Growth

MAIN MARKETS & FINANCIAL RISKS

Key risks

Inflation

EUROPE, POLITICAL RISKS
Downside risks include the banking sector and
political event risk (Netherlands in March, France in
May, Germany in October). Brexit risks have fallen
but there could be a greater economic impact from
the uncertainty or the negotiations could turn sour.
TAPERING BY THE ECB AND EVENTUALLY BoJ
This could accelerate the increase in bond yields
increases.
GEOPOLITICS & COMMODITIES
Oil prices have stabilized again around 55$ (Brent). A
renewed fall could jeopardize the stabilization in
inflation expectations and hurt financial markets. In
addition to that, there is a risk of rising of
geopolitical tensions linked with the situation in the
Middle East (Turkey, Iraq, Syria …).

Secondary risks
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Economic Growth 2014 2015 2016 f 2017 f 2018 f

World 3.7 3.3 3.1 3.4 3.8

Advanced Economies 2.0 2.1 1.6 2.0 2.1

United States 2.4 2.6 1.6 2.4 2.7

Japan 0.3 1.2 1.0 1.1 0.9

Eurozone 1.2 1.9 1.7 1.6 1.6

United Kingdom 3.1 2.2 1.8 1.8 1.8

Emerging & Developing 4.9 4.3 4.2 4.5 5.0

China 7.3 6.9 6.7 6.2 6.4

India 7,0 7.2 7.0 7.3 8.0

Brazil 0.5 -3.8 -3.5 1.0 3.0

Russia 0.7 -3.7 -0.6 1.2 2.0
Source:  BNP Paribas CIB Macro Matters No. 222, 2nd March 2017

Global Inflation 2014 2015 2016 f 2017 f 2018 f

World 3.4 3.0 3.1 3.5 3.3

Advanced Economies 1.4 0.3 0.8 2.0 1.9

United States 1.6 0.1 1.3 2.5 2.7

Japan 2.7 0.8 -0.1 1.1 1.0

Eurozone 0.4 0.0 0.2 1.7 1.3

United Kingdom 1.5 0.1 0.6 2.7 2.7

Emerging & Developing 4.9 4.9 4.8 4.6 4.4

China 2.0 1.4 2.0 2.7 2.5

India 6.6 4.9 4.9 4.7 5.5

Brazil 6.3 9.0 8.8 4.1 4.3

Russia 7.8 15.6 7.1 4.2 4.3
Source:  BNP Paribas CIB Macro Matters No. 222, 2nd March 2017



FINANCIAL MARKETS AT A GLANCE
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• Turning neutral over the short term, after very good fundamental news flow, on technical 
considerations and ahead of political risk events.

• Remaining positive over the medium term, thanks to good economic and earnings prospects. 
In addition, dividend yields of 2.5% on average allow equities to stay a preferred investment.

MARKETS +

• Euro area: a favourite investment due to its pro-cyclical profile.
• Japan: buy, it is another beneficiary of the global reflation trade.
• US: medium-term upside becoming limited by high valuations. We are neutral.
• Emerging markets: attractive fundamentals but because of expectations of dollar 

strengthening, rising bond yields, Fed rate hikes and given risks arising from US 
protectionism, we stay neutral. Buy China and India.

SECTORS +

• Our pro-cyclical stance is expressed  through our positive opinion on energy and technology.
• In the defensive sectors, we like healthcare. We are negative on consumer staples and 

utilities.
• We turn neutral on US financials, after their strong performance and with a P/B ratio having 

gone back above one. We stay positive on EU financials.
• We turn tactically positive on European telcos (reasonable growth, solid dividends, attractive 

valuation and M&A potential).

BO
ND

S -

GOVIES -- • Avoid US and German govies, whatever the maturity.
• Neutral on the periphery debt (Portugal, Italy, Spain).

INVEST.
GRADE +

• We prefer corporate bonds over government bonds.
• We like EUR and US lower IG with duration below benchmark, and also EUR HY and EUR

Convertibles.

HIGH YIELD + • We are positive on Eurozone High Yield, and neutral on US High Yield.

EMERGING = • We are neutral on EM, whether hard or local currency, for both USD and EUR based
investors.

FO
RE

X / EURUSD +
• In the US, we expect higher growth, higher inflation, and higher policy rates to push long-

term yields and the US dollar up. We expect a wider front end yield differential in favor of the 
USD. Hence, we revised our EURUSD target and now expect the USD to appreciate to 1.04 in 3 
months and to 1.00 in 12 months (value for 1 euro).

CO
M

M
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OIL =
• The return to supply management by the OPEC + 11 independent producers has established a 

price floor. But this has invited supply growth in US shale oil and elsewhere, providing a price 
cap. Oil prices are likely to stay in a tight range between $50 and $60 a barrel in 2017.

GOLD +
• The combination of rising  inflation expectations, persistently negative or very low LT real 

yields, political uncertainty and continued easy money in Europe and Japan should provide 
support for gold prices in 2017. We keep our target range  of 1200 – 1500 USD for the coming 
6 to 12 months. 

BASE 
METALS =

• Donald Trump's plan to boost infrastructure spending's is positive for industrial commodities 
but the evolution in China is much more important. In 2017, it is unlikely that strong 
commodity demand will result simultaneously from both China and the US and afterwards, 
structural changes in China should lead to lower demand.

Al
te

rn
at
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e

/
REAL

ESTATE = • Continental Europe’s core and recovering housing markets as well as commercial real estate. 

Alternative 
UCITS / • We keep a preference for Macro, Long-Short equity and event driven. Cautious on relative-

value strategies.
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GLOBAL 
MACRO

 Global Growth and inflation 

 Economic environment: heatmap

 Economic surprises

 Labour market in the US
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• Broadly speaking our inflation
forecasts have been revised up for
both advanced economies and
emerging countries in 2017 by 0.30%
and 0.20% respectively.

• Among developed countries, biggest
changes concern the US (+0.20%), the
Eurozone (+0.50%) and the UK
(+0.30%).

• Inflation is also expected to
accelerate in Turkey in 2017 at 9.8%
(+1.80%).

• We revised down our 2017 forecasts
for India (-1%), Russia (-0.5%) and
Brazil (-0.8%) .

• Our expectations for global economic
growth remain broadly unchanged

• Among developed economy, we
revised our growth forecast for the UK
and now expect 1.8% in 2016 (-0.3%),
1.8% in 2017 (+0.7%) and 1.1% in 2018
(-0.5%).

• Growth in the Eurozone has been
revised up (+0.4%) for 2017.

• Japanese growth should be higher
than expected in 2016 at 1% (+0.3%).
We revised up our forecast, by 0.2%,
for 2017 and 2018.

• In emerging countries, growth has
been revised downwards in India at
7.0% in 2016 (-0.5%), 7.3% in 2017 (-
0.8%) and 8.0% in 2018 (-0.3%).
However, it remains at high level.

Economic growth

Inflation

 We revised up 
our growth 
forecasts in the 
Eurozone, 
Japan and the 
UK .

 Economic 
growth 
expectations 
were revised 
down for India.

 Inflation 
should be 
higher than 
expected in 
the US, the 
UK and the 
Eurozone.

 Inflation is 
expected to 
decrease in 
India, Russia 
and Brazil

GLOBAL GROWTH AND INFLATION
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Economic Growth 2014 2015 2016 f 2017 f 2018 f

World 3.7 3.3 3.1 3.4 3.8

Advanced Economies 2.0 2.1 1.6 2.0 2.1

United States 2.4 2.6 1.6 2.4 2.7

Japan 0.3 1.2 1.0 1.1 0.9

Eurozone 1.2 1.9 1.7 1.6 1.6

United Kingdom 3.1 2.2 1.8 1.8 1.8

Emerging & developing 4.9 4.3 4.2 4.5 5.0

China 7.3 6.9 6.7 6.2 6.4

India 7,0 7.2 7.0 7.3 8.0

Brazil 0.5 -3.8 -3.5 1.0 3.0

Russia 0.7 -3.7 -0.6 1.2 2.0

Source:  BNP Paribas CIB Macro Matters No. 222, 2nd March 2017

Global Inflation 2014 2015 2016 f 2017 f 2018 f

World 3.4 3.0 3.1 3.5 3.3

Advanced Economies 1.4 0.3 0.8 2.0 1.9

United States 1.6 0.1 1.3 2.5 2.7

Japan 2.7 0.8 -0.1 1.1 1.0

Eurozone 0.4 0.0 0.2 1.7 1.3

United Kingdom 1.5 0.1 0.6 2.7 2.7

Emerging & developing 4.9 4.9 4.8 4.6 4.4

China 2.0 1.4 2.0 2.7 2.5

India 6.6 4.9 4.9 4.7 5.5

Brazil 6.3 9.0 8.8 4.1 4.3

Russia 7.8 15.6 7.1 4.2 4.3

Source:  BNP Paribas CIB Macro Matters No. 222, 2nd March 2017
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• In emerging countries, PMI surveys
remained also well oriented and
improved particularly in the
manufacturing sector.

• In Brazil, even if the situation seems
worrying, we can notice some
improvement in all sectors. PMI’s
figures are at their highest level since
almost two years.

• The Turkish’s manufacturing sector
index is also improving as well as
figures in India.

• Sentiment in Russia keeps benefiting
from the new US president policies
and higher oil prices. Despite a slight
decrease, figures remain at a
relatively high level.

• In the Eurozone, PMI figures improved
in all fields through the past month
and particularly in the services
sector.

• In the US, both manufacturing and
services sectors worsened in
February. However PMIs remained at
a relatively high level.

• The UK’s PMIs also deteriorated
during the last month, especially
composite PMI. The last year upward
trend seems to stall.

• In Japan, except for the
manufacturing sector, which
improved slightly, the services PMI
and composite PMI worsened slightly.
However, they remained relatively
well oriented compared to last year’s
figures.

Purchasing Managers' Index are improving

PMI – Developed countries 

PMI – Emerging countries

 Globally 
speaking, 
PMI’s figures 
remain 
positively 
oriented, 
particularly 
in the 
Eurozone. 

 PMI’s figures 
worsened 
slightly in 
the US, the 
UK and 
Japan.

 In Emerging 
countries, 
the situation 
is improving.

Economic environment: heatmap

6



FOR INTERNAL USE ONLY

• U6 unemployment level, which is the
largest measure of labour
underutilization, increased slightly at
9.4% after a steady fall. Pre-recession
levels are close.

• Hires rates remains steady after a
moderate decrease and quits rate
remains at pre-recession level.

• Wages should benefit from
manpower shortage and higher
inflation expectations. This should
support private consumption.

• In the US, the labour environment
remains particularly solid.

• Despite a slight rise of the
unemployment rate at 4.8% in
January, it remains below the pre-
recession average level.

• The discharge rate increased again.
However, the 1 year moving average
is still on a downward trend and well
below pre recession levels.

• Concerning the job opening rate, after
a slight decline, it stabilized at a
relatively high level.

An improving environment

Labour market in the US: Yellen’s dashboard

Labour market in the US: Yellen’s dashboard

 The labour 
environment 
continues to 
improve. 

 Unemploy-
ment stands 
at a pre-
recession 
level of 4.6% 
in 
November.

 The U6 
under-
employment 
measure 
increased in 
January.

 Wages 
should rise 
in the 
coming year, 
supporting 
private 
consumption.

Labour market in the US
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• In January, bank loans to household
rebounded as well as bank loan flows
to non financial institutions after a
decrease in December. They are both
in positive territory and the long term
trend is positive since 2013.

• Industrial production confirmed its
good orientation and remained solid
in December with 2,13 % of growth
yoy.

• Unemployment rate kept decreasing
in January and despite a relatively
high level (9.6%), it is at its lowest
level since May 2009.

• Credit standards and the low levels of
yields remain supportive for the
credit activity which remained well
oriented over recent weeks and
months.

• The bond purchases program of the
ECB in the corporate area is key to
push spreads lower an reduce the
cost of capital.

• Peripheral spreads have increased
except for Portugal where it
decreased but remains at a relatively
high level.

ECB Dash board

ECB - dashboard

ECB - dashboard

 Bank loans 
to household 
and loans to 
non financial 
institutions 
rebounded 
recently.

 Industrial 
production 
remained 
solid.

 Unemploym
ent kept 
decreasing.

Central Bank Dashboard
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 Credit 
activity has 
been well 
oriented over 
recent weeks 
and months.

 Credit 
standards  
and the low 
levels of 
yields 
remain 
supportive. 



FIXED INCOME

 Central banks

 Government bonds

 IG credit

 Peripherals & High Yield

 Emerging market bonds
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CENTRAL BANKS GOVERNMENT BONDS

INVESTMENT GRADE (IG) PERIPHERAL & HIGH YIELD (HY)

EMERGING MARKETS BONDS

FIXED INCOME AT A GLANCE

= +- Our position for this month

Evolution of our position from last month

• We increased our expectations in terms of
interest rate hikes to 3 from 2 in 2017, with the
first one coming in March. This will lead the
Fed funds to 1.50% by the end of the year.

• We think the ECB will announce further
reduction in the QE and a gradual increase in
the deposit rate later in the year.

• We updated our yield targets. Our 3 and 12
months targets are respectively 1.50% and
1.90% for the US 2-year yield and 2.70% and
3.00% for the 10-year Treasury. For Germany, -
0.70 and -0.50% for the 2-year yield and 0.50%
and 1.00% for the 10-year Bund. We stay
negative on US and German sovereign bonds.

• In a rising yield environment, we prefer US and
Eurozone lower IG bonds with duration below
benchmark (i.e. 3-5 years).

• Expected returns should remain low though,
especially in the Eurozone.

• Spreads widened on average in the periphery to
reflect the political risk (Dutch and French
elections notably). The risk return ratio is not
attractive enough in our view.

• The US is quite advanced in the credit cycle.
President Trump could lengthen it, which
would help US HY to generate decent returns.
However, HY bonds are expensive and the risks
are tilted to the upside.

• We prefer EUR HY. Spreads are low but could
go even lower with a dovish ECB. Defaults are
expected to remain low.

• EM bonds outperformed thanks to better
fundamentals and higher commodity prices.
However, that trend could reverse with a
hawkish Fed, rising yields in the US and more
protectionism coming from the US. We stay
neutral on emerging debt, for both hard and
local currency.

 Following hawkish comments of some
voting Fed members, we believe that the
Fed will lift rates as early as March. In
addition, consistent with our updated
macroeconomic scenario, we increased our
expectations in terms of interest rate hikes
to 3 from 2 this year.

 The ECB should also adopt a more hawkish
stance, as deflation risk disappeared, but
later in the year.

 We updated our yields targets to the upside
on the back of better inflation and growth
in developed economies.

 We now see the 10-year Treasury rise to
3.00% and the 10-year bund to 1.00% in a
12-month horizon.

=
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• The ECB will continue to buy 80bn
assets a month until end of March,
before decreasing to 60bn a month
until the end of the year.

• We believe it could announce a
further reduction of the monthly
program later in the year as the
deflation risk vanishes and finally
stop the purchases around mid-2018.

• The other step for the ECB would be
to start lifting the deposit rate
(currently -0.40%) out of the negative
territory. It could start with a 10bp
increase in September this year, and
gradually reach a 0% deposit rate by
December 2018 (see chart).

• Some Fed members gave hawkish
comments lately that significantly
boosted the markets’ expectations for
a rate hike in March. The Fed should
seize this opportunity as the labour
market is close to full employment,
the inflation is close to the Fed’s goal
(see chart) and the financial markets
have already a 25bp hike priced in.

• We increased our rate hike
expectations to 3 from 2 in 2017 given
our better economic scenario.

• We think the Fed will start to reduce
smoothly its balance sheet in 2018.

• Trump gets an opportunity to reshape
the Fed as 3 governor seats out of 7
will be vacant next month.

Central banks divergence

The FED

The ECB

 We expect 3 
rate hikes 
this year 
with the first 
one in 
March.

 The Fed 
could start 
to reduce its 
balance 
sheet in 
2018.

 We expect 
the ECB to 
become 
more 
hawkish in 
the second 
half of the 
year, by 
lifting the 
deposit rate 
and 
announcing 
less QE.

CENTRAL BANKS

11



FOR INTERNAL USE ONLY

• US IG bonds gained 0.8% in February.
The yield decline contributed strongly
to the performance. Credit spreads
lost 5bp on average. US AAA bonds
outperformed thanks to their longer
duration (10.6 years for US AAA vs 7.4
years for the IG index).

• Since we think yields will rise, we
stay positive on the lower IG part of
the spectrum, with duration below
benchmark (i.e. 3-5 years). See chart.
Also, the relatively high carry (3.6%
for US BBB bonds) should more than
compensate the rise in yields.

• IG bonds gained 1.0% in February
mainly thanks to the drop in yields.
Credit spreads slightly decreased.

• We maintain our positive stance for
Eurozone lower IG bonds with
duration below benchmark in a rising
yield scenario. The ECB monthly
purchases should maintain spreads
low (see chart). Expected returns
should however be limited.

• Eurozone convertible bonds gained
1.3% in February. They benefitted
from the good momentum in the
equity sector and the drop in yields.
We stay positive on those bonds given
our positive outlook on pro cyclical
equity markets like the Eurozone.

Prefer corporates over govies

EUR IG credit

US IG credit

 We are 
positive on 
Euro Area 
lower IG 
corporates 
with 
duration 
below 
benchmark. 

 We stay 
positive on 
Eurozone 
convertibles.

 We are 
positive on 
US lower IG 
with 
duration 
below 
benchmark.

IG CREDIT
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• We revised our bond yield targets on
the back of our better macroeconomic
scenario.

• We see the 10-year Treasury rise to
3.00% in 12 months (see chart)
thanks to accelerating inflation and
growth. We also moved higher our US
2-year yield target to 1.90%.

• In Germany, we leave our 2-year yield
forecast unchanged at -0.50% as
investors will continue to favour safe,
liquid and short-maturity German
Schatz. However, we revised our 10-
year Bund target upwards to 1.00% as
volatility generated by the elections
should have disappeared by then and
the ECB would become more hawkish.

• Inflation is rising in the US thanks to
wage growth. Core PCE, Fed’s
favourite indicator to gauge inflation,
reached 1.7% YoY in January (see
chart). Inflation expectations declined
lately but remain high.

• In the Eurozone, core inflation
remains low, 0.9% YoY in February,
but headline inflation moved up to 2%
YoY thanks to commodity prices.

• We stay neutral on both US and EUR
inflation indexed bonds because we
expect real yields to rise more than
inflation. US investors willing to
hedge against inflation could buy FRN
or inflation indexed bond funds that
hedge the duration risk.

Yields and expected returns remain very low

Inflation expectations

Government bonds

 Inflation 
picks up in 
the US and 
the 
Eurozone.

 We stay 
neutral on 
inflation 
linked bonds 
as real 
yields should 
continue to 
rise.

 We expect 
higher yields 
in the US 
and 
Germany.

 We stay 
negative on 
US and 
German debt 
in that rising 
yield 
environment.

GOVERNMENT BONDS
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Targets 3 Mo (f) 12 Mo (f)
2-year bond yields
United States 1,50 1,90
Germany -0,70 -0,50
5-year bond yields
United States 2,20 2,50
Germany -0,25 0,10
10-year bond yields
United States 2,70 3,00
Germany 0,50 1,00
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• US high yield spreads decreased in
February: -26bp, despite 6bp increase
in the HY Energy sector (see chart).
HY bonds are expensive and the risks
are tilted to the upside. We prefer to
stay neutral on US HY.

• Eurozone spreads are quite low but
probably have some room to go even
lower thanks to the ECB. Defaults are
expected to remain low according to
Moody’s. However, as prices went up,
the risk of call for callable HY bonds
has increased. About ¾ of HY bonds
are now trading above their next call
price. This risk will have to be
monitored. We stay positive in the
meantime on Eurozone HY.

• Periphery countries saw their spreads
under pressure due to the political
risk, especially with the Dutch and
French elections where the anti-euro
far-right party could be one of the
two winners of the first round.

• Spreads widened in Italy, +5bp to
188bp in February. Spreads also
widened in Spain, +29bp to 145bp.
However, Portuguese spreads, which
are at a much higher level than the
two previous countries (see chart),
narrowed by 9bp to 367bp.

• We stay neutral on the periphery debt
ahead of the French elections. The
expected return does not compensate
enough for risks in our view.

Peripheral spreads and High Yield

Peripheral government bonds

High Yield

 We stay 
neutral on 
periphery 
debt. The 
risk return 
ratio is not 
attractive 
enough in 
our view.

 US HY bonds 
are 
expensive. 
We are 
neutral on 
that asset 
class.

 We prefer 
Eurozone  
HY.

PERIPHERALS & HIGH YIELD
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• Emerging bonds in local currency
returned 0.7% in February, 1.8% in
USD terms and 3.5% in EUR terms.

• The asset class offers 6.8% YTM (see
chart), which looks very appealing,
but is not without risks. EM countries
have attracted net inflows so far, but
the trend could be quickly reversed if
the US adopts a very protectionist
stance. President Trump has not
provided details yet on the border
adjustment tax for instance, a tax
that could boost the US dollar against
EM currencies if implemented.

• We stay neutral on EM bonds in local
currency in the meantime.

• EM bonds in hard currency returned
2.0% in USD terms in February, and
the EMBI corporate was up 2.1%.
Venezuela, Mexico, Indonesia, Turkey
and Chili outperformed.

• The increase in commodity prices and
the better outlook on EM countries
(gauged by the surge in the economic
surprise index – see chart) pushed
credit spreads lower (-18bp to 334bp
over Treasuries) and supported
valuations. However some Fed
officials used a more hawkish rhetoric
lately, which led to a rise in US yields
that can put a drag on EM countries.

• We stay neutral on the asset class as
US yields should rise further.

EM bonds

Emerging bonds in hard currency

Emerging bonds in local currency

 We stay 
neutral on 
EM bonds in 
hard 
currency as 
US yields 
should rise 
more.

 We stay 
neutral on 
EM debt in 
local 
currency. 
The 
currency risk 
is high.

EMERGING MARKET BONDS
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FOREX
 Vs. EUR

 Vs. USD
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EUR/USD

EUR/GBP

FOREX AT A GLANCE

= +- Our position for this month

Evolution of our position from last month

• The USD in on an upward trend. Over the
month, the dollar index (DXY) appreciated by
almost 2%, and by 1.9% against the EUR (from
1.079 to 1.059).

• We expect the USD to appreciate even more.
We revised upwards our EURUSD target to
1.04 in 3M (from 1.05) and to 1.00 in 12M
(from 1.03).

• The British pound remained relatively flat
over the month, hovering around its 50 days
moving average (0.85 against the euro).

• We remain constructive on the GBP and keep
our 12-month target at 0.80 as the market
seems to have already priced in very negative
expectations for the Brexit impact on the
currency.

• The yen kept fluctuating according to the risk
aversion of the market. The wider expected
front end yield differential in favor of the USD
and falling risk aversion after EU elections
will support the depreciation of the yen.

• We keep our target against the USD
unchanged at 116 and 122 in 3 and 12
months respectively.

 In the US, we expect higher growth, higher
inflation, and higher policy rates to push
long-term yields and the US dollar up. We
expect a wider front end yield differential
in favor of the USD. Hence, we revised our
EURUSD target and now expect the USD to
appreciate to 1.04 in 3 months and to 1.00
in 12 months (value for 1 euro).

 The yen is temporary playing its role of
safe haven currency. The wider expected
front end yield differential in favor of the
dollar and falling risk aversion after EU
elections will support the depreciation of
the yen.

 Commodity currencies rally has been
driven by interest rate differentials,
commodity prices and risk sentiment.
Further upside is limited and there are
even risks of downward corrections.

Currency forecasts

-

+

+
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• In the US, given the optimistic outlook for the economy we are expecting higher
growth, higher inflation, higher policy rates and a smaller Fed balance sheet. This will
push long-term yields and the US dollar up. We thus decided to revise upwards our
USD target against the EUR (stronger dollar). This revision is based on our new
yield forecasts for the US and the Eurozone. 2-year yields differential is expected to
widen even more and should help the USD to appreciate further. Even if the US
authorities would prefer not to have a too strong dollar in order to avoid penalizing
exports, a stronger USD is important to support demand for Treasuries from foreign
investors. Finally, leading indicators in the Eurozone are improving but this should not
be enough to push the ECB to revise its policy and to start a monetary tightening.
Thus, we decided to adjust downwards our EURUSD target, which is now reflecting
more upside potential for the US dollar. We are expecting the USD to appreciate
against the EUR to 1.04 in 3 months (down from 1.05) and to 1.00 (down from
1.03) on a 12-month horizon.

Outlook for currencies versus EUR

 We revised 
downwards 
our target 
for the 
EURUSD 
(stronger 
dollar). We 
now expect 
1.04 in 3 
months and 
1.00 in 12 
months.

Source: Thomson Reuters Datastream

VS. EUR
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• As a safe haven currency, the Japanese yen keeps fluctuating according to the risk
aversion of the market. The JPY is one of the more volatile currencies since November
2016 (twice as much more volatile than the EURUSD). The yield differential between
Japan and the US should increase further as we revised upwards our yield targets for
the US. The wider expected front end yield differential in favor of the dollar and the
falling risk aversion after EU elections will support the depreciation of the yen. We
maintain unchanged our 3 months and 12 months target at 116 and 122
respectively.

• Commodities currencies, except the CAD (which has depreciated), have significantly
appreciated over the past two months. Interest rate differentials, commodity prices and
risk sentiment are the main drivers of recent commodity currencies rally. Further
upside is limited and there are even risks of downward corrections.

Outlook for currencies versus USD

 We keep our 
targets 
unchanged 
for the yen, 
which is 
expected to 
weaken.

 Risks of 
downward 
corrections 
for 
commodities 
currencies.

Source: Thomson Reuters Datastream

VS. USD
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GLOBAL EQUITIES

 Global equities

 Developed markets

 Style investing

 Emerging markets

 Sector preferences
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GLOBAL EQUITIES DEVELOPED MARKETS

EMERGING MARKETS INVESTING STYLE

SECTOR PREFERENCES

EQUITIES AT A GLANCE

= +- Our position for this month

Evolution of our position from last month

• After a 16% gain over the last 12 months,
resulting from positive fundamental trends,
equities are in need of a pause. Hence our
neutral stance over the short term,
bolstered up by several political risks.

• We remain medium-term bulls, thanks to
solid economic and earnings prospects.

• Underlying economic trends are
favourable. The outlook for ROEs is
brightening. We nevertheless retain our
neutral stance due to negative sensitivity
to Fed tightening, rising bond yields and a
stronger dollar. Uncertainties over US
trade policies is another key reason.

• We stay confident on the cyclical sectors
Energy and Technology. In financials, if we
stay positive on EU’s financials, we become
neutral on the US financials.

• One defensive sector that we like is
healthcare. We add EU telecoms. We are
negative on consumer staples and utilities.

• Beyond near-term volatility, pro-cyclical
markets such as the EU and Japan should
be able to take the lead as the global
uptrend continues.

• The upside for US stocks becomes
constrained by high valuations. We are
thus neutral.

• Value should outperform over the medium
term thanks to accelerating earnings
growth, positive correlation with rising
bond yields, returning animal spirits and
attractive valuations.

• We are buyers of euro area and Swiss
small/mid caps. In the US, we are neutral
because of high valuations – a 50%
premium over large caps - at a time when
the US is in a late stage bull market.

 Turning neutral over the short term, after 
very good fundamental news flow, on 
technical considerations and ahead of 
political risk events.

 Remaining positive over the medium term, 
thanks to good economic and earnings 
prospects. In addition, dividend yields of 
2.5% on average allow equities to stay a 
preferred investment.

 We retain our preference for developed 
markets, in particular for the more pro-
cyclical markets: the EU and Japan. Within 
EM, buy China and India.

Source: Exane BNP Paribas

Higher Fed Funds rate followed 94% of the time by lower fwd PE

=

+

++
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• New records have been made and the
MSCI World AC index is up 16% over
the last 12 months.

• With economic surprises close to
record highs, the diffusion index of
leading indicators high and hesitant,
the gap between the 10-year and 2-
year Treasury bond yield pointing to
rising volatility, a pause in the
uptrend would not surprise.

• In addition, overbought conditions,
complacency, selling by insiders at a
6-year high make equities vulnerable
to short-term weakness, particularly
as several political hurdles lie ahead.

• The global economic and earnings
outlook is good. Sales growth of 0% in
2016 should give way to 5% in 2017.

• Operational leverage will allow
earnings to grow faster than that.
Positive reversals in energy and
financials will strengthen the
earnings potential, as will share
buybacks. All in all, earnings growth
around 10% seems achievable.

• Because valuations already reflect a
great part of these promises, and in
front of several rate hikes by the Fed,
we do not count on markets rising
faster than earnings. Thanks to
dividends, total returns around 10%
sound realistic.

Turning neutral over the short term (3 months) but staying positive over the medium term (9-12 months)

The medium-term bull market remains intact

Turning neutral for the next three months

Source: BCA. ******* based on global 10-year yield, global 
PMI new orders, trade-weighted dollar and Brent

Source: BCA

 Accelerating 
sales growth

 ~10% EPS 
growth

 Attractive 
total returns 
thanks to the 
contribution 
of dividends

 Markets 
already 
reflect a lot 
of the 
positive 
fundamen-
tals

 Short-term 
weakness is 
plausible, 
among 
others 
because of 
political risks

Bullish outlook for earnings

Complacency indicator signals equity market 
vulnerability

GLOBAL EQUITIES
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• With 5% sales growth expected in
2017, earnings expansion of
approximately 8% seems realistic to
us (this compares to 1% in 2016).

• There are clearly risks to margins
from faster wage growth but we
believe that operational leverage and
positive contributions from the
energy and financial sectors will
more than compensate for that.

• Over time, we should also see a
positive impact from lower taxes.

• All in all, further new highs can still
be expected, beyond the short term,
despite high valuations and several
rate hikes in the foreseeable future.

• Clearly, valuations are high in
historical comparisons. PEs, in their
different declinations (median,
cyclically-adjusted, trailing or
prospective) are very high. Price-to-
sales, price-to-book ratios are too.
Dividend yields below the 10-year
Treasury yield are no help too.

• Fortunately, valuations are a poor
indicator of trends within a 12-15
month horizon. The most important
drivers at this stage of the bull
market are macro and corporate
fundamentals. They are good and
improving. Hence, valuations can
remain elevated.

US: medium-term upside potential becoming limited; we stay neutral

However you look at valuations… they are clearly in 
expensive territory

High single-digit EPS growth should enable the stock 
market to reach new record highs

Source: Fed, S&P500, Thomson Financial, FactSet, Haver, 
RBC Capital Markets

Source: Datastream

 High 
valuations
constrain the 
medium- to 
long-term
upside
potential

 Fundamen-
tals should
allow
valuations to 
stay high

 Faster sales 
growth 
should allow
high single-
digit 
earnings
growth

 Despite high 
valuations
and Fed rate 
hikes, new 
highs still lie 
ahead

Valuations can stay elevated if bond yields rise 
towards 3% as we expect

S&P500 earnings growth to accelerate 
according to the ISM Manufacturing PMI index

DEVELOPED MARKETS
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• The earnings outlook is good given
the sensitivity of the bottom line to a
small improvement in the top line.

• The combination of a favourable
earnings outlook with attractive
valuations (CAPE, P/B, dividend yields
and relative to bonds) should allow
delivery of above average returns.

• Because Germany benefits from
monetary conditions that are too
accommodative given its own
fundamentals, domestic demand
trends are solid. High cyclicality and
exposure to emerging countries
should allow outperformance.
Valuation is attrative.

• Despite very strong leading
indicators, good sales and earnings
trends, Eurozone stocks remain
disappointing. We attribute this to the
heavy political agenda within the
area in 2017 and the strong support
that populist parties enjoy.

• We expect that investor fears will
prove exaggerated and that
fundamentals will progressively
reassert themselves. In the recent
earnings season, results have proved
to be stronger than in the US for the
first time since a long time. This
should continue given the euro area’s
earlier stage in the cycle.

Euro area: a favourite investment, thanks to its pro-cyclical profile

Under political clouds recently and in the near future

Solid medium-term outlook thanks to earnings and re-
rating potential

Source: Datastream

Source: Thomson Reuters, UBS

 The sky over 
earnings is
clearing

 Main drivers: 
operational
leverage, 
headwinds
turning
backwinds
and a 
stronger
dollar

 Solid 
earnings 
outlook…

 …Attractive 
valuations…

 …should
allow
outperfor-
mance

 Country pick: 
Germany

A recovery in the ROE gives room for revaluation

The EMU manufacturing PMI announces better 
6-month growth for the 12-month trailing EPS

DEVELOPED EQUITIES
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• Japan has one of the highest shares
of cyclicals in its stock indices and
high operational leverage. These are
currently great advantages, with
global reflation underway.

• Best positive relationship with rising
bond yields.

• Best earnings estimate revisions
among the main regions.

• Share buyback activity should remain
solid.

• Valuations remain attractive with a
relative PE nearly at its lowest level
since 1990 and a P/B not reflecting
the ROE improvements.

• Real M1 tends to lead real GDP by 6
months. The former’s recent strong
improvement points to a favourable
economic outlook. The same message
is coming out of the composite PMI.

• Under the BoJ’s policy of yield curve
control, real bond yields should fall
further and inflation expectations
should rise. As a consequence, the yen
is likely to weaken, which will help
exporters and will thereby allow
Japanese stocks to rise, given their
close relationship with the currency
trend.

Japan: positive stance; it is another beneficiary of t he global reflation trade

The economic background looks good

Many attractive features

Source: Bloomberg, companies, UBS

Source: Nomura, based on MSCI and Thomson Reuters

 The macro 
picture is
supportive

 A weak yen 
supports 
earnings
growth and 
rising stock 
prices

 A very pro-
cyclical
market

 Best EPS 
revisions
profile

 Attractive 
valuations

Strong share buybacks activity

Japan has the best earnings momentum based 
on 2017 forecast revisions

DEVELOPED MARKETS

25



FOR INTERNAL USE ONLY

• Switzerland has one of the best PMI
profiles (12-month change and level).
Two years after the “Frankenshock”,
earnings should thus finally start
growing again.

• The defensive character of large caps
is reflected in earnings growth
potential that is below average.
Valuations are in line with long-term
averages. We are neutral.

• SMID caps however are more cyclical,
entail therefore better earnings
growth potential in the current
environment, are reasonably valued
and display solid balance sheets. We
remain positive.

• PMIs are deteriorating. Domestic
demand begins to slow, with retail
sales negatively impacted by higher
inflation and the Brexit uncertainties
affecting investment plans. These
trends weigh on sectors with
domestic orientation.

• Financials suffer from the Brexit
uncertainties.

• The 15% decline in the pound has
brought competitive advantages. They
are already well reflected in the
materials and industrials sectors.

• The defensive character of the UK
stock market is a handicap but a 3.8%
dividend yield provides good support.

Neutral on the UK and Switzerland (but positive on Swiss mid-caps)

UK: signs of deterioration

Source: Bloomberg

Source: Datastream

 Deteriorating
domestic
trends

 Below par 
earnings
prospects 
but good 
support from
a 3.8% 
dividend
yield

 The return of 
positive 
earnings
growth

 Large caps 
are too
defensive. 
We stay 
neutral

 Positive on 
Mid caps

The global composite PMI (red line) hovers 
around highs whilst UK’s (black) deteriorates

Poor relative SMI performance due to below 
average earnings growth dynamism

DEVELOPED MARKETS

Switzerland: neutral on large caps; positive on mid caps
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• Emerging markets have the potential
to deliver returns similar to those
expected from developed markets.

• However, due to the tendency of the
former to underperform when the
Federal Reserve raises interest rates,
when the dollar strengthens and
when bond yields rise, we retain for
the time being our neutral stance.

• This conclusion is also backed by the
high uncertainty on the course of
trade policies from the new US
administration (some news the
protectionist approach should come
soon).

• Earnings growth is strong thanks to
commodity sectors, particularly
materials. Going forward, it will
increasingly be revenue growth
overall – which we expect to
accelerate in both 2017 and 2018 -
that will feed a continuation of this
positive trend and better ROEs. The
latter have stabilised after five years
of decline.

• Valuation ratios are marginally below
their long-term averages.

• Our preference for Asia remains. India
is growth story and China is attractive
from a long-term perspective.

Emerging markets: retaining our neutral stance

Good earnings growth and below average valuations

Three constraints and trade policy uncertainties

Source: Datastream

Source: Datastream

 Accelerating
revenue 
growth to 
feed EPS 
expansion 
and rising
ROEs

 Valuations
marginally
below long-
term
averages

 Headwinds 
from the 
dollar, Fed 
policy and 
rising bond 
yields

 Protection-
ism risks

The relative performance of EM depends heavily 
on the relative trend in earnings

The price-to-book has risen but the ROE has not 
yet done so

EMERGING MARKETS
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• Stabilization in crude and palm oil
continued to have a positive impact
towards the current account balance.
The outflows from foreign investors
are also reducing.

• Over the past year, the stock market
of Malaysia underperformed the rest
of Asia by 6-10%. With the economic
situation stabilizing, outflow slowing
further while BNM puts
administrative measures to support
the value of MYR, we see the
protracted underperformance from
the Malaysian stock market to
discontinued.

• The market is trading at 14.7x and is
already below the long term average
of around 16x.

• We are overall positive on China. The
total social financing figure was 3.74
trillion yuan in January which
reflected front end loading of lending
at the beginning of the year with
higher credit demand. However, the
government has been proactive in
putting in place curbs to slow credit
creation. Inflation continues to rise
with PPI rose a greater than expected
+6.9% and CPI inflation increased
+2.5%.

• Hence, credit policy is not likely to be
loosened. Especially as China's
economic experienced a moderate
cyclical recovery as China 4QGDP
growth came in at 6.8% YOY which
was slightly better than expectations.

EMG ASIA remains our favorite EMG zone

China (Positive)

Malaysia (Neutral from Negative)

Source: BNPP WM  Datastream

Source: BNPP WM, Datastream

 We remain 
positive in 
particular, 
on the New 
Economy 
China 
sectors 
which have 
increased 
due to 
reweighting 
in the 
indices. 

 The country 
is still not an 
attractive 
growth 
story, yet 
but 
valuation is 
no longer 
expensive. 

China has been one of the top performing stock 
markets in Asia with the MSCI China index up 
nearly +9% year-to-date and +3% in February.

4Q16 economic growth was surprised on the 
upside and that was led by private 

consumption. The recent agreement with Saudi 
Aramco to build a refinery plant in Johor is also 

a boost to sentiment in the country.

EMERGING MARKETS
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• Beyond Trump’s elections, inflation is
another concern for Mexico. We think
second-round effects from a weaker
currency and gasoline price hikes,
coupled with rising inflation
expectations, will push inflation all
the way up to 6% this year – well
above the 4.0% official tolerance
ceiling. Rising inflation will push the
central bank to hike interest rates to
8.0% by mid-2017.

• Mexico should continue to be driven
by external factors, global volatility
and relative value trades.

• Earnings expectations have started to
be revised down, but still appear high
(+24% in 2017).

• We are too cautious on Brazil. Some
key factors are currently supportive:
1/ Ongoing structural reforms. The
political risk is lower, the Congress
advances on important fiscal
initiatives (social security). 2/ Lower
cost of debt and equity supported by
strong USD-BRL, global search for
income, and a sizable forthcoming
domestic easing monetary cycle. 4/
We need to recognize that GDP 2017
outlook has improved thanks to a
more stable currency, higher
commodity prices and lower inflation
pressure. 5/ Brazil is less exposed to
Trump’s trade policy than other
emerging markets (exposure to US
export, US debt, CAD, ability to cut
rates).

EMG LATAM: Mexico is exposed to Trump’s policy, Brazil benefits from reforms 

Brazil (Negative)

Mexico (Negative)

Source: BNPP WM  Datastream

Source: BNPP WM, Datastream

 Be patient 
before 
adding 
Brazilian 
equities. We 
are looking 
entry point 
in Brazilian 
equities.

 High 
valuations. 
P/E at 12.2x

 Headwinds 
are political 
uncertainties 
ahead the 
mid-2018 
presidential 
elections, 
prospects of 
a sovereign 
rating 
downgrade, 
and lower 
domestic 
demand.

The central bank has cut rates by 75bp once 
again. We believe the cutting pace of 75bp per 

policy meeting is the rate-cutting cruising 
speed. Recent developments reinforce our high-
confidence, below-consensus view that rates are 

likely to drop all the way to 8.0%.

Mexico is usually expensive (premium). P/E 
reached 18x in September 2016 before US 

elections. Valuations are now more attractive : 
P/E at 16,4x.

EMERGING MARKETS
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Turkey looks at risk, especially after the
recent rally: 1/ The (geo)political
situation remains concerning. Erdogan’s
governance and the geopolitical
situation (Syria, PKK,...) should continue
to create volatility. A constitutional
referendum is planned in April 2017 and
could give a stronger power to the
President. 2/ Trump’s victory and a
rising USD are additional headwinds for
Turkey as the country is highly
dependent on capital flows. 3/ In 2017,
Turkey should see a solid GDP growth in
our scenario (at 2.5%), but the difficult
global environment will weigh on the
growth dynamic of the country.

• We observe several positive
stabilizing factors: 1) Oil prices have
rebounded sharply from 2015 lows. It
is supportive for a growth economic
recovery. The rebound of the oil price
above USD 50 per barrel has lifted
Russia’s terms of trade, supporting a
growth recovery ahead. We see GDP
up by a healthy 1.2% in 2017. 2) In
this context, after several months of
negative revisions, EPS appear to be
stabilizing in FY2017 (9%). 3) Russian
equities are trading at relatively
reasonable P/E 4) Dividends are high
and solid. 5) we expect the easing
cycle to be resumed only in June with
a 50bp cut.

Neutral stance on EMG Europe, but prudent stance on Turkey.

Russia (Neutral)

Turkey (Negative)

Source: BNPP WM  Datastream

Source: BNPP WM, Datastream

 After the 
OPEC 
meeting end 
2016, oil 
price 
rebounded. 
Trump’s 
victory was 
rather 
positive for 
the Rubble 
and Russian 
equities.

 The pace of 
economic 
growth will 
be lower 
than in the 
previous 
years (+/-
5%).

 The future 
monetary 
policy 
should 
weigh on 
companies’ 
earnings

The Russian market is a high beta market and 
due to its large exposure to oil stocks, Russia is 
usually the best market in emerging markets to 

play the rebound in oil prices. Russia can be 
played by investors who believe in the global 

value rally.

Turkey continues to suffer from external 
vulnerability. Over the last months, the current 
account balance has deteriorated again due to 
weaker Lira, higher energy prices and declining 

tourism volumes.

EMERGING MARKETS
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• As the bull market enters a relatively
mature stage, the question about
lightening exposure to SMID caps
arises.

• Conditions for outperformance stay in
place in the euro area and in
Switzerland with an expected rise in
risk appetite as global growth
accelerates and earnings momentum
improves.

• In the US however, we are neutral:
valuation is at a premium of more
than 50% versus the S&P500 and
support from narrower high yield
spreads is slowly fading.

• Growth stocks have been
outperforming since 2006, on a global
basis. From the beginning of 2016, the
relative performance of value stocks
has improved significantly.

• Over the medium term, they should
remain outperformers thanks to
accelerating earnings growth, rising
bond yields, returning animal spirits
and relatively attractive valuations.

• In the short term, they are
overbought, after having returned to
their mid-2014 record high. They
need some time to clean the technical
situation before being able to pursue
their ascent.

Play the cycle through a preference for value and EU small/mid caps; neutral on US

A preference for value over the medium term

Still positive on EU and Swiss SMID caps and neutral on 
US SMID caps

Source: Bloomberg

Source: Bloomberg

 Value stocks 
on the verge 
of breaking 
into 
uncharted 
water…

 …but 
probably 
only after a 
period of 
consolidation

 Positive on 
smid caps…

 …particular-
ly in the 
euro area 
(and 
Switzerland)

 Hold US 
smid caps

MSCI World Value: at a key resistance

Euro area SMID caps: beyond the need for some 
short-term consolidation, the main path is up

STYLE INVESTING
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• Take profits on US Financials. The
rotation into US financials has been
sharp and rapid. The positive trend
has started before Trump‘s election,
but has accelerated from November
2016. After the strong
outperformances (+21% in one year),
the sector now looks less attractive.

• Upgrade European Telecom to
positive. The sector underperformed
in 2016, but should benefit from a
reasonable growth (cable activity,
rising data volumes), likely M&A and
solid dividend. In addition, the sector
appears attractively valued. This
move is tactical. With higher volatility
in the coming three months, the
sector is expected to outperform.

• At this stage, we do not want to
change radically our sector
recommendations, but markets are
expected to make a pause for the
coming months.

• Rationales are: 1/ markets are
already reflecting a lot of the
fundamental positives. 2/ Trump’s
policy presents opportunities, but also
risks. In Europe, the political
uncertainties will remain high in the
coming months due to the dense
electoral agenda. 3/ Overbought
conditions and complacency make
markets vulnerable to political fears

We adapt our recommendations in the near term, 
but continue to favor pro-cyclical stocks  in the medium term.

A pause after a strong equity rally

We reduce exposure to value and cyclical stocks for the coming months

Source: BNPP WM

Source: BNPP WM

 We have b 
seen a 
“phenomena
l” sector 
rotation over 
the last 
quarters.

 Markets are 
expected to 
make a 
pause in the 
short-term

 We 
downgrade 
the US bank 
industry to 
neutral from 
positive. 

 We upgrade 
European 
Telecom to 
positive.

In the US banking industry, he major positive 
drivers (deregulation, rising growth, higher 

interest rates and thus improving profitability) 
have been priced in, in our view.

SECTOR PREFERENCES
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Trump’s policy presents opportunities and risks:  
Infrastructure plan and tax cuts should support 
growth while protectionism fears should weigh 

on international trade.
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GOLD

BASE METALS

OIL

COMMODITIES AT A GLANCE

The combination of political uncertainty, rising
inflation expectations, low real yields and
continued easy money policies should provide
further support to gold price over 2017. We
keep our positive stance on Gold and our
expected trading range of 1200 – 1500 USD for
the coming 6 to 12 months.

We remain neutral on base metals. Although
Donald Trump’s infrastructure spending
program is positive for base metals, the
structural changes in China lead to lower
demand in a context of abundant supply
(copper, aluminium). Global growth is still too
weak to warrant a lasting bull market in
commodities.

Oil prices should remain above $50/barrel as
OPEC and some non-OPEC producers agreed to
limit their production. However we do not
believe that crude prices would rise much
above $60/barrel because of the expected
increase of the US shale oil production.

 Global oil prices continued to trade in a tight range, 
with OPEC-led output cuts partly offset by increasing 
production from the United States. In January and 
February, Brent prices moved sideways between $53 
and $57. 

 After a pause in December, most industrial metals 
resumed their uptrend in January but moved again 
sideways in February. 

 Gold managed to recover 10% from its trough in 
December to reach $1250 per ounce at the end of 
February.

=

+

=
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Gold is the second best performing asset class just behind Emerging Equities with a return
on the 2 first months above 8% in EUR and USD. From $1300/oz before the election of
Donald Trump, gold prices fell to $1128/oz mid-December. Since then, gold recovered to
$1250 /oz.
• Real rates matter for gold. With the inflation rate at 2.5% and the US 10-year bond yields
at around 2.4%, real yields are too low to protect the purchasing power. In Europe and Japan,
long term real yields are even more negative.
• Gold is one of the few safe havens left in this highly correlated world. Political risks on
both sides of the Atlantic are a catalyst for gold. The precious metal has regained its lustre
as a store of value investment and for being uncorrelated to other asset classes.
• World gold mines supply remained roughly unchanged in 2016 at 3236 tonnes. There are
relatively few new projects and expansions expected to begin producing in 2017. Recycled
gold supply increased by 17% to 1309 tonnes. In 2016, the market was in slight surplus.
• 2016 was the second best year for ETFs on record. Global demand for gold backed ETFs
and similar products (ETFs) were 531.9t the highest since 2009. Q4 saw outflows but all of
the top 8 physically-backed gold ETFs by AUM increased their holding in January (+8%) and
February (+14%).
• In China, new financial products such as gold ETFs have also started to see inflows which
might grow significantly over time.

The combination of political uncertainty, rising inflation expectations and continued easy
money policies should provide further support to gold price over 2017.
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Gold remains a good diversifier

We keep our 
positive 
stance on 
Gold and our 
expected 
trading 
range of 
1200 – 1500 
USD

GOLD
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A political transition year in China should ensure continued positive fundamentals for Base
metals while the actual and looming infrastructure programs in Japan and North America
should start to lend support. Supply-side fundamentals also improved markedly during the
last months.
• Aluminium: price started 2017 on a high supported by healthy demand and supply
discipline in China.
• Copper: Going to deficit on the long term. Supply growth in 2017 in sight thanks to the
commencement and the ramp-up of new projects. Copper prices rose on ongoing strikes in
Canada and Chili. A better outlook for Chinese consumption will lead to higher demand
growth estimate for 2017e-18e while slower mine supply growth should turn the market into
deficit in 2020e.
• Nickel: Nickel prices have been on a roller coaster ride in the past month or so, pulled in
different directions by supply news from the Philippines and Indonesia. Inventory draw-
downs in the medium-term will be supportive of strong price gains.
• Zinc: prices have nearly doubled over the past 13 months and are closing in on nine-year
highs. Signs of tightening in the global market for refined zinc mean the rally may have
further to run. Zinc is supported by supply problems.
We remain only modestly positive on base metals as China economic rebound could show
signs of weakening at the end of 2017 as present budget support is not sustainable and world
economic growth is not strong enough to warrant a lasting bull market in commodities. A
stronger dollar could also be a headwind.
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Modest improvement expected

 We 
remain 
neutral on 
base 
metals as 
the world 
growth 
remain 
modest 
and 
improvem
ent in  
China’s 
demand 
could be 
short 
lived.

BASE METALS
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OPEC and 11 independent producers agreed last year to cut supply to remove glut., the first deal in 15 
years. Saudi Arabia wants crude oil prices to rise to around $60 a barrel this year. This is the level the 
OPEC heavyweight and its Gulf allies - the United Arab Emirates, Kuwait and Qatar - believe would 
encourage investment in new fields but not lead to a jump in U.S. shale output. OPEC-led oil production 
cuts have been well supported by all participating countries despite some teething troubles for non-
OPEC members.
•  Saudi Arabia has predicted production cuts by OPEC and 11 non-OPEC countries will reduce global oil 
inventories by 300 million barrels by the middle of 2017. This would cut inventories to their five-year 
average and make any extension of the accord unnecessary. 
•  The return to supply management by producers has established a price floor. But this has invited 
supply growth in US shale oil and elsewhere, providing a price cap If the supply status quo holds.
•  A rebound in shale drilling is under way. The number of rigs in activity rose from a low of 316 at the 
end of May 2016 to 602 end of February 2017. Those extra rigs will all be adding new production. The 
US EIA forecasts production will rise by around 300.000 barrels a day. 
•  Rising global oil demand can absorb the extra output. In 2016, global oil demand increased by 1.6 
mb/d and is expected to growth a bit less in 2017 by around 1.4 mb/d (IEA forecasts). 
•  The future market is now partly in backwardation (Brent prices for delivery in Dec 2019 are ± $1.7 
lower than for delivery in September 2017). Brent prices for delivery before February 2024 are lower 
than $60 (as of 28/02/2017).  
•  The big story for 2017 will be the extent to which OPEC cuts force the inventory rebalancing of the oil 
market. 

Oil prices are likely to stay in a tight range between $50 and $60 a barrel this year as a recovery in U.S. 
shale output counterbalances the OPEC supply cut deal to reduce the global glut. We keep a Neutral 
stance.
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Oil prices should remain in a tight trading range

We keep our 
neutral 
stance on oil 
as we think 
that the 
upside from 
present level 
is limited. 

OIL
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 Alternative investments

 Real estate
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GLOBAL MACRO

LONG SHORT EQUITY

EVENT DRIVEN

ALTERNATIVE INVESTMENTS AT A GLANCE

RELATIVE VALUE

= +- Our position for this month

Evolution of our position from last month

The political agenda in both the US and
Europe is heating up, which increases
uncertainty. Divergent monetary policy
continues to provide arbitrage opportunities,
and inflation figures are being to pick up in
Europe. CTA strategies remain an important
source of diversification. We remain
cautiously positive on the strategy.

The normalisation of interest rates should put
pressure on weaker companies, which will
provide idiosyncratic opportunities for both
long and short trades. The inflation outlook and
strength of the “reflation cycle” will determine
monetary policy. Long-short strategies remain
a good way of staying in equity markets whilst
reducing volatility of returns.

M&A remains good given the remaining low
interest rates and the high cash levels of
corporates. The Trump administration’s
corporate profit repatriation policy could further
improve the opportunity set in 2017. Strongest
returns remain within the credit space, in
particular distressed credit, not really available
in UCITS strategies.

High yield credit markets are priced at extreme
highs. Bond markets are poised for a rotation
into equities. Low yields remain a fundamental
issue for investing in bond markets. Upward
trending economic growth and inflation, in
addition to Fed rate hikes, may put pressure on
high-quality bond prices going forward.

 In January 2017, alternative UCITS saw a better
start to the year than in 2016. The CTA UCITS
index was the worst performing strategy
following a strong December as several key
markets reversed during the month.

 New opportunities are arising for macro
strategies due to the political agenda in both the
US and Europe. The normalisation of interest
rates should provide opportunities for long-short
trades. Long-short strategies remain a good way
of staying in equity markets whilst reducing
volatility of returns. M&A remains a good
opportunity given the low interest rates and the
high cash levels of corporates. The Trump
administration’s fiscal policy could improve the
opportunities for event-driven managers.

 We remain positive on macro, long-short and
event driven strategies.

+ -

+

+
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MATURE MARKETS

PROPERTY STOCKS

REAL ESTATE AT A GLANCE

= +- Our position for this month

Evolution of our position from last month

EMERGING MARKETS

• Positive with a “value-added” strategy on property investments in the primary as well as secondary
real- estate markets. Double-digit total returns.

• Positive on continental European core housing markets at this point. Inflation levels likely to be
outpaced in the mid-term.

• Positive on continental European badly-impacted housing markets (especially Spain, Portugal and
Central Europe).

• Negative on prime assets in the UK. Negative capital appreciation return expected (in pound).
Logistics may be the exception.

• Neutral recommendation for Continental European REITs: We are favouring a “Buy and Hold Strategy”.
Focus on gross dividends only. Higher interest rates may induce short-term instability.

• Neutral on other regions: Higher nominal interest rates in the US may bring volatility.
• Negative on the UK. Share prices may fall in pound, anticipating fresh capital losses on commercial

real estate. Very bad long-term annual performance.

 Overall, real estate investments within the
Eurozone should withstand the current
environment if interest rate rise remains
stable.

 We remain positive on residential and
commercial real estate in the Eurozone.
We have also kept our neutral stance on
REITs in continental Europe.

 We remain cautious regarding UK real
estate. The adjustment phase to the
decreasing prices from the Brexit is not
over yet. UK REITs should underperform
European’s.

+

40

• Negative on Latin America (Brazil). Nominal house prices to decline further. Real returns very negative
(around minus 10% at this point).

• Negative on Tier-2/Tier-3 markets in China. Nature of relationship between local developers and banks
blurred.

-
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• Neutral (from Positive) on Tier-1 housing markets in China. Property bubble in the hot
spots, values likely to stabilise.

• Negative on Tier-2/Tier-3 markets in China. Nature of relationship between local
developers and banks still blurred.

• Negative on Latin America (Brazil). Nominal house prices to decline further. Real returns
very negative (around minus 10% at this point).

• Positive with a “value-added” strategy on property investments in the primary as well
as secondary real- estate markets. Double-digit total returns.

• Positive for on continental European core housing markets at this point. Inflation levels
likely to be outpaced in the mid-term.

• Positive on badly-impacted housing markets (especially Spain, Portugal and Central
Europe).

• Neutral on prime assets in Continental Europe. Prime real estate tends to pay a
reasonable fraction of its value to the investor in current income.

• Neutral on core assets in Tier-2 markets and non-core assets in Tier-1 markets.
Decelerating capital growth rates in general, booking new capital gains may be
challenging.

• Neutral on prime assets. Focus on secured cash flows. Mild capital losses are possible.

• Negative on prime assets in the UK. Negative capital appreciation return expected (in
pound). Logistics may be the exception.

Mature countries (Europe and North America)

Emerging Countries

 Assuming
that interest
rates only
rise
gradually, 
we see
further
potential for 
selected real 
estate
investments
mainly for 
Europe.

 Caution on 
Latin 
America’s 
housing 
markets and 
on  Tier-
2/Tier-3 
markets in 
China.

REAL ESTATE: MATURE & EMERGING COUNTRIES

More in details
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with a capital of 2.494.005.306 Euros, Head Office 16 boulevard
des Italiens, 75009 Paris, France, registered under number 662
042 449 RCS Paris, registered in France as a bank with the
French Autorité de Contrôle Prudentiel et de résolution (ACPR)
and regulated by the French Autorité des Marchés Financiers
(AMF). As marketing material, it has not been prepared in
accordance with legal and regulatory requirements aimed at
ensuring the independence of investment research and is not
subject to any prohibition on dealing ahead of its dissemination.
It has not been submitted to the AMF or any other market
authority.
This document is confidential and intended solely for the use of
BNP Paribas SA, BNP Paribas Wealth Management SA or their
affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any other
person, nor may it be quoted or referred to in any document,
without the prior consent of BNP Paribas.
This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation or
sale. It is not, and under no circumstances is it to be construed
as, a prospectus.
Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in the
preparation of this document, BNP Paribas does not make any
representation or warranty, express or implied, as to its accuracy
or completeness and does not accept responsibility for any
inaccuracy, error or omission. BNP Paribas gives no warranty,
guarantee or representation as to the expected or projected
success, profitability, return, performance, result, effect,
consequence or benefit (either legal, regulatory, tax, financial,
accounting or otherwise) of any product or transaction. Investors
should not place undue reliance on any theoretical historical
information regarding such theoretical historical performance.
This document may contain or refer to past performance; past
performance is no guarantee for future performance.

The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives. Prior to entering into a transaction each investor
should fully understand the financial risks, including any market
risk associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully understand
the features of the transaction and, in the absence of any
provision to the contrary, be financially able to bear a loss of their
investment and willing to accept such risk. Investors should
always keep in mind that the value of investments and any
income from them may go down as well as up and that past
performance should not be seen as an indication of future
performance. Any investment in a product described herein is
subject to the prior reading and understanding of the legal
documentation concerning the product, and in particular the one
which describes in details the rights and obligations of investors
as well as the risks inherent to an investment in the product.
Save as otherwise expressly agreed in writing, BNP Paribas is
not acting as financial adviser or fiduciary of the investor in any
transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they are
not to be relied upon as authoritative or taken in substitution for
the exercise of judgment by anyone, and are subject to change
without notice. Neither BNP Paribas nor any BNP Paribas Group
entity accepts any liability whatsoever for any consequences that
may arise from the use of information, opinions or projections
contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their employees
or administrators may hold positions in these products or have
dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.

© BNP Paribas (2016). All rights reserved

BNP Paribas Wealth Management Chief Investment Advisor (CIA) Network 
Florent BRONES - Chief Investment Officer

Switzerland United States Asia
Roger KELLER, Chief Investment Advisor Wade BALLIET, Chief Investment Advisor Prashant BHAYANI
Belgium Luxembourg Chief Investment Officer
Philippe GIJSELS, Chief Investment Advisor Guy ERTZ, Chief Investment Advisor Ray HEUNG
Marc EECKHOUT, Investment Strategy PRB            Guillaume DUCHESNE, Investment Advisor Equity Chief Investment Officer
Xavier TIMMERMANS, Investment Strategy PRB     Edouard DESBONNETS, Investment Advisor Fixed Income 

Disclaimer

42




