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ECONOMIC OUTLOOK AT A GLANCE

UNCERTAINTY REGARDING THE US
(1) The threat of protectionism remains high.
Protectionism is likely to increase US prices and
reduce activity, (2) A brutal increase in rate
expectations could damage financial markets,
especially emerging markets; (3) Risks regarding a
diluted Trump program; (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. Medium-term, the risk
could be much higher.

KEY ECONOMIC VIEWS

Growth

MAIN MARKETS & FINANCIAL RISKS

Key risks

Inflation

EUROPE, POLITICAL RISKS
Downside risks include the banking sector and
political event risk (the presidential election in
France in May and the parliamentary elections in
Germany in October). Brexit has been activated and
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 bond yields increases.
GEOPOLITICS & COMMODITIES
Oil prices have stabilized again around $52 (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 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 1.2 0.9

Eurozone 1.2 1.9 1.7 1.6 1.6

United Kingdom 3.1 2.2 1.8 1.8 1.1

Emerging & Developing 4.9 4.3 4.2 4.5 5.0

China 7.3 6.9 6.7 6.2 6.4

India 6.9 7.5 7.5 7.3 7.8

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. 227, 30th March 2017

Global Inflation 2014 2015 2016 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 2.6

Japan 2.7 0.8 -0.1 0.7 1.0

Eurozone 0.4 0.0 0.2 1.7 1.2

United Kingdom 1.5 0.1 0.6 2.7 2.6

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 4.9 5.2

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. 227, 30th March 2017



FINANCIAL MARKETS AT A GLANCE
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• Neutral over the short term. Markets are overbought; the density of good macro news can 
hardly become better; complacency reigns and some political risks are present (US and EU).

• Staying bullish over the medium term. Accelerating earnings growth should drive prices 
higher; valuations limit the upside; dividends are expected to remain solid contributors to 
total returns.

MARKETS +

• Euro area: expected to outperform thanks to its pro-cyclical profile and attractive valuation.
• Japan: another beneficiary of the global reflation trade.
• US: medium-term upside becoming limited by high valuations. We are neutral.
• Emerging markets: attractive fundamentals but constraints from our expectations for dollar 

strengthening, rising bond yields, Fed rate hikes, overbought condition, as well as risks from 
US protectionism, we stay neutral. Buy China and India.

SECTORS +
• Favour secular growth: tech and healthcare.
• Playing reflation in Europe: financials, media, infrastructure and commercial services.
• Opportunities in energy: current levels are a buy opportunity as an expected rebalancing 

between supply and demand will be supportive of oil prices.

BO
ND

S -

GOVIES -- • Avoid US and German govies, whatever the maturity as yields should rise.
• 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 +

• We expect the EURUSD to reach 1.00 in 12 months as a result of higher US growth and
inflation, a wider 2-year yield differential and capital repatriation in the US.

EURGBP +
• The GBP still has upside potential and we expect further recovery towards 0.80 in 12 months

against the euro.

CO
M

M
OS =

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 

 US animal spirits

 Economic surprises
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• Globally, while in most economies
headline inflation is set to slow from
current levels due to base effects, the
trend in core inflation is generally up.

• In advanced economies, our
expectation in 2018 is at 2.6% (-0.1%)
for the US and at 1.2% (-0.1%) for the
Eurozone. The biggest change is for
the UK in 2017 (-0.4%).

• In India, our forecast for 2017 has
been revised up at 4.9% (+0.2%), while
down for 2018 at 5.2% (-0.3%).

.

• Our expectations for global economic
growth remain broadly unchanged.

• Among developed economies, we
revised our growth forecast for Japan
and now expect 1.2% in 2017 (+0.1%).
Thanks to the upturn in the global
cycle, Japanese corporate profits have
revived sharply and capital
investment has started to pick up,
too.

• In emerging countries, growth has
been revised in India at 7.5% in 2016
(+0.5%), and 7.8% in 2018 (-0.2%).

Economic growth

Inflation

 We revised up 
our growth 
forecasts for 
Japan.

 Economic 
growth 
expectations 
were revised 
for India.

 Headline 
inflation has 
been revised 
down globally 
in advanced 
economies.

 Inflation 
expectations 
were revised 
for India.

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 1.2 0.9

Eurozone 1.2 1.9 1.7 1.6 1.6

United Kingdom 3.1 2.2 1.8 1.8 1.1

Emerging & Developing 4.9 4.3 4.2 4.5 5.0

China 7.3 6.9 6.7 6.2 6.4

India 6.9 7.5 7.5 7.3 7.8

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. 227, 30th 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 2.6

Japan 2.7 0.8 -0.1 0.7 1.0

Eurozone 0.4 0.0 0.2 1.7 1.2

United Kingdom 1.5 0.1 0.6 2.7 2.6

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 4.9 5.2

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. 227, 30th March 2017
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• The NFIB survey remained at
historical highs in February, at 105.3.

• Since President Trump targets policy
changes difficult to quantify, such as
deregulation, consensus forecasts are
more likely to underestimate the
impact of these shifts. Indeed,
consensus forecasts for the US
economy still have little changed
since the US election.

• Besides, Mr. Trump’s controls both
the House of Representative and the
Senate. The repatriation of cash by
US companies adds further upside to
business investments.

• We have witnessed a sharp rise in the
US consumer confidence index in
March from 116.1 to 125.6.

• Animal spirits (i.e. positive effects on
growth related to a sharp increase in
both consumer and business
confidence mostly related to tax
reforms and deregulation) is well
underway. Both consumer and
business confidence have surpassed
pre-crisis levels.

• Since the US economy is in the
middle of a relatively modest
recovery, confidence indicators are
less affected by macro conditions;
hence confidence surveys well reflect
animal spirits.

Business and consumer confidence at record high

US consumer confidence

US business optimism

 Both consumer 
and business 
confidence 
have been 
surging in a 
way not seen 
since the 
Reagan times.

 This gives quite 
a bit of upside 
to growth over 
the next 2 
years.

 In the medium-
term, we see 
upside risks to 
US and global 
economic 
growth.

US ANIMAL SPIRITS
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• The trend is confirmed globally:
emerging and developed countries
are both pointing upwards,
confirming the global reflation trend.

• Q1 has been characterized by
continuous better-than-expected
data both in emerging and in
developed countries.

• Emerging countries reached a high
point in March (54.8), not seen since
2010.

• There is also a risk to see a fallback
short-term.

• Economic surprises improved
significantly in the US and the
Eurozone. The gap between the two is
narrowing and the trend is still up.

• In March, the US made a high point at
55.9, a level not seen since early
2014. The Eurozone also peaked in
February (72.3) at a level not reached
for the past 7 years.

• There is a risk to see a temporary
fallback from such high levels.

Short-term peak in surprise indices?

Economic Surprise Index: US vs. Euro area

Economic Surprise Index: developed vs. emerging

 The upward 
trend is 
confirmed 
globally.

ECONOMIC SURPRISES
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 Economic 
surprises 
improved 
significantly in 
the US and the 
Eurozone. 



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 believe that the Fed will make two
additional rate hikes this year as core inflation
strengthens.

• Later this year we expect the ECB to start
lifting the deposit rate out of the negative
territory and to announce further reductions in
the QE programme in September.

• On a 12-month horizon, our bond yield targets
in the US are 1.90% for the 2-year yield and
3.00% for the 10-year Treasury. In Germany, we
see the 2-year yield go to -0.50% and the 10-
year Bund reach 1.00%.

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

• We prefer lower IG with duration below
benchmark (3-5 years) since yields are
expected to rise in the US and in the Eurozone.

• Expected returns should however be limited.
Yields are relatively low and therefore provide
less cushion when interest rates rise.

• Periphery spreads could be impacted in the
short term by the ECB asset purchases
reduction and the political elections in the
Eurozone. We stay neutral in the meantime.

• The US is more advanced in the credit cycle
compared to the Eurozone. We stay neutral on
US HY on a relative risk/return basis given the
relatively high carry.

• We are however positive on EUR HY given the
low duration and the positive outlook for
corporate profits.

• We stay neutral on emerging debt, for both
hard and local currency. EM bonds offer
attractive carry but the uncertainty on the
future US foreign policy is a major risk. Higher
US yields and USD will be a drag on emerging
economies.

 Supported by strong US data, the Fed
showed its willingness to pursue its rate
hike cycle and raised rate by 25bp to 0,75%-
1,00% with a dovish tone.

 On the contrary, other main central banks
(ECB, BoJ, BoE) decided to maintain their
loose monetary policy in March.

 We expect the ECB to start normalising its
policy before year end as the deflation risk
has largely disappeared.

 On a 12-month horizon, our bond yield
targets are 3.00% for the US 10-year
Treasury and 1.00% for the German 10-year
Bund.

=
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• The ECB kept its policy on hold at the
March meeting. Draghi made an
upbeat statement on the Eurozone
economy. The ECB raised its 2017 and
2018 projections for both inflation
and growth while maintaining its
initial forecasts for 2019.

• The ECB will start to reduce its
monthly purchases (see chart) as the
deflation risk fades. We believe it
could announce further reductions in
the QE in September, effective from
January 2018, and start to lift the
deposit rate by 10bp to -0.30%.
Eventually it could then stop the QE
around mid-2018 and move up the
deposit rate to 0 by December 2018.

• The Fed hiked rates by 25bp. The
federal funds rate range is therefore
0.75%-1.00%. The Fed members made
essentially no change in the median
path for rates and in the economic
projections and did not discuss
potential fiscal policy changes.

• We believe the Fed will raise rates
two more time this year and three
times next year. Wages should
accelerate further, leading to higher
inflation beyond commodity price
effects. Core inflation should rise.
Accordingly, the Fed could start to
reduce its balance sheet (see chart)
next year when the rate hike process
is well underway.

Central banks divergence

The FED

The ECB

 We believe 
the Fed will 
raise rates 
two more 
time this 
year.

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

 The ECB kept 
its policy on 
hold in 
March.

 We expect 
the ECB to 
start 
normalising
its policy in 
September 
as deflation 
risk fades.

CENTRAL BANKS
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• US IG bonds lost 0.7% in March on
average as both yields and spreads
went slightly up, +2bp and +3bp
respectively. US IG bonds have a
longer duration than Eurozone IG
bonds, 7.3 years vs 5.3 years (see
chart), which explains their higher
sensitivity to rates.

• We favour lower IG with duration
below benchmark (3-5 years) as we
believe yields will rise in the US. BBB
rates offer 3.7% YTM. Spreads are
tight (146bp) but should stay low
given the upbeat economy. The risk
on the asset class would be that the
Fed surprises the markets with a
higher speed of rate increases.

• IG bonds lost 0.7% in March on
average. They suffered from the
rebound in yields (+12bp) as credit
spreads narrowed by only 6bp (see
chart). Longer dated bonds were the
most impacted. We keep a positive
stance on lower IG with duration
below benchmark (3-5 years) but
expected returns should be limited.

• Euro Area convertible bonds gained
0.8% in March thanks to higher equity
markets and lower volatility.
Convertibles bonds should continue to
benefit from the momentum in equity
markets. We stay positive on that
asset class.

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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• Yields rallied globally in the first half
of March until the FOMC meeting.
Then they fell sharply as the market
expected that the Fed be more
hawkish. Overall yields retraced back
completely in the US and went
slightly down in core Eurozone
countries. Yields dropped at the end
of the month after Trump’s failure to
replace Obamacare. See chart.

• On a 12-month horizon, our bond
yield targets are 3.00% for the US 10-
year Treasury and 1.00% for the
German 10-year Bund.

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

• Inflation hit the Fed’s target as the
PCE deflator rose to 2.1% YoY. The
situation is different in the Eurozone
where CPI inflation for March fell
short of expectations at 1.5%, and so
did core CPI inflation, at 0.7%.
Inflation expectations in March were
unchanged in the US (2.39%) but lost
14bp to 1.56% in the Eurozone.

• Inflation could be a risk in the US. Yet,
we believe that real yields could rise
further and would hit inflation linked
bonds valuations due to their long
duration. So we prefer Floating Rate
Notes or inflation indexed bond funds
that hedge the duration risk.

Yields and expected returns remain very low

Inflation expectations

Government bonds

 Inflation hit 
Fed’s target 
but remains 
sluggish in 
the 
Eurozone.

 We stay 
neutral on 
inflation 
linked bonds 
as real 
yields could 
rise more.

 We expect 
higher yields 
in the US 
and 
Germany.

 We stay 
negative on 
US and 
German 
government 
debt.

GOVERNMENT BONDS
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• US HY lost momentum in March and
lost 0.2%. Spreads widened by 19bp,
and 22bp on Energy to reflect the fall
in the oil price. Despite the rebound
in credit spreads, US HY remains
expensive. See chart. We stay neutral.

• Euro HY performance was flat in
March. Spreads barely moved. Euro
HY resisted thanks to its relative
short duration (4.0 years) and the
positive outlook for corporate profits.
Indeed, Eurozone PMIs are near a six-
year high. We stay positive on the
asset class. Spreads could decrease
further on the back of stronger
balance sheet and corporate profits.
Defaults are expected to be limited.

• Spreads were mixed in the periphery
countries. Spanish spreads dropped
11bp to 134bp and Portuguese
spreads narrowed by 2bp to 365bp.
Italian spreads however increased
sharply only in the last days after the
50y bond auction received weak
demand. They ended the month 11bp
higher at 199bp.

• The ECB has reduced its monthly
purchases form April to December to
EUR 60bn from 80bn. Periphery
spreads could be impacted in the
short term. We stay neutral on
periphery debt as it offers higher
carry than core Eurozone bonds.

Peripheral spreads and High Yield

Peripheral government bonds

High Yield

 We stay 
neutral on 
periphery 
debt. The 
ECB just 
started to 
scale back 
its monthly 
purchases.

 We prefer 
Eurozone  
HY to US HY 
on a relative 
risk/return 
basis.

PERIPHERALS & HIGH YIELD
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• Emerging bonds in local currency
returned 1.4% in March, 2.3% in USD
terms and 1.6% in EUR terms.

• EM attracted inflows (at a slower
pace - see chart) with loose policy
conditions in the US and a sentiment
that perhaps the US will not adopt
such an aggressive foreign policy.

• We however prefer to remain neutral
on the asset class as there Trump’s
agenda contains some policies that
are could have a negative impact on
emerging countries via higher US
dollar and higher yields (border
adjustment tax, infrastructure
spending, energy policies, repatriation
of foreign profits…).

• EM bonds in hard currency returned
0.4% in USD terms in March, and the
EMBI corporate was up 0.7%. The
biggest weights of the index i.e.
Turkey and Mexico outperformed
while Venezuela took a hit.

• Spreads continued to decrease on the
back of the global economic upturn
and the dovish hike of the Fed.

• Looking forward, several factors
suggest remaining cautious: the level
of debt of emerging countries, a less
dovish Fed, higher yields in the US
(see chart) and the potential
protectionist stance of the US. We
stay neutral on emerging bonds in
hard currency.

EM bonds

Emerging bonds in hard currency

Emerging bonds in local currency

 We stay 
neutral on 
EM bonds in 
hard 
currency. 
Several 
factors  
suggest 
cautiousness

 We stay 
neutral on 
EM debt in 
local 
currency. 
The US 
foreign 
policy could 
be a drag on 
EM bonds.

EMERGING MARKET BONDS
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FOREX
 Vs. EUR

 Vs. USD

15



EUR/USD

EUR/GBP

FOREX AT A GLANCE

= +- Our position for this month

Evolution of our position from last month

• In March, after a slight depreciation, the USD
rebounded sharply on the back of excellent
consumer confidence data. The USD is up by
1.92% against the EUR from 1.086 on 27
March to 1.065 on 4 April (value of 1€ in $).

• We expect the USD to appreciate further and
maintain our EURUSD target to 1.04 in 3
months and to 1.00 in 12 months.

• The British pound should remain relatively
volatile now that Article 50 has been
activated and the Brexit newsflow becomes
more repetitive.

• 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 falling risk
aversion after the elections in Europe, the rise
of 2-year yield differential and the return of
JPY outflows will support the yen
depreciation.

• We maintain unchanged our 3 months and 12
months target at 116 and 122 respectively.

 In the US, we expect the EURUSD to reach
1.04 in 3 months and 1.00 in 12 months as
we think the dollar should move upwards
as a result of higher US growth and
inflation, a wider 2-year yield differential
and capital repatriation.

 The GBP should not weaken much more
now that Article 50 has been activated.
The pound still has upside potential and
we expect further recovery towards 0.80
in 12 months against the euro.

 In Japan, we maintain unchanged our 3
months and 12 months target at 116 and
122 respectively.

 We revise our 12-months target for the
Korean Won at 1180 against the USD. We
see a more moderate depreciation
potential over the coming year.

Currency forecasts

-

+

+
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The EURUSD has been volatile and mainly been driven by market expectations concerning
the pace of the Fed’s monetary policy tightening, and political risks in Europe. On 15
March, the Federal Reserve raised its interest rate by 25bps. However the markets
interpreted the Fed’s economic forecasts as more prudent. The US dollar did not react
positively. Recently, the USD rebounded sharply on the back of excellent consumer
confidence data. We expect the EURUSD to reach 1.04 in 3 months and 1.00 in 12
months as we think the dollar should move upwards as a result of higher US growth
and inflation, a wider 2-year yield differential and capital repatriation.

In the UK, the Bank of England kept its interest unchanged at 0.25% in March. The market
is currently pricing in a 35% chance of a Bank of England rate hike before December this
year and we expect CPI inflation to reach 2.7% by year-end. This pricing could start to rise
if growth remains solid and rates increase, which should benefit the British pound. The
GBP should not weaken much more now that Article 50 has been activated. The
pound still has upside potential and we expect further recovery towards 0.80 in 12
months against the euro. However we expect some volatility for the EURGBP as the
Brexit newsflow becomes more repetitive.

Outlook for currencies versus EUR

 We expect 
the EURUSD 
to reach 1.04 
in 3 months 
and 1.00 in 
12 months.

 The GBP has 
upside 
potential. We 
expect 
further 
recovery 
towards 
0.80.

Source: Thomson Reuters Datastream

VS. EUR
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In Japan, the yen will keep fluctuating according to the risk aversion of the market. Our
bearish view for the JPY is mainly driven by expectations for a wider real interest
differential as we revised up our yield target for the US. The falling risk aversion after the
elections in Europe should support the yen depreciation. Moreover, the return of JPY
outflows should support a depreciation of the yen. We thus maintain unchanged our 3
months and 12 months target at 116 and 122 respectively.

Regarding the Korean won, we decided to revise our 12-months target from 1220 to
1180 against the USD (value of 1 dollar). This means that we see less depreciation
potential compared to our previous outlook. It is true that South Korea is vulnerable to
capital outflows and this remains a potential source of volatility. However, the KRW
depreciated only very moderately against the USD in 2016, as it was supported by strong
macro fundamentals despite the political crisis and the risks of US rates. This trend is
expected to continue in 2017 and this leads us to see a more moderate depreciation
potential over the coming year.

Outlook for currencies versus USD

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

 We expect 
less 
depreciation 
for the 
Korean won.

Source: Thomson Reuters Datastream

VS. USD
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 Global equities
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 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

• A period of consolidation lies ahead, mainly
for technical reasons and because of the
presence of some political risks.

• The primary trend stay up. It is based on
accelerating earnings growth and
attractive dividends. Valuations are likely
to stay stable around current levels.

• Underlying trends are positive but a series
of headwinds (Fed rate hikes, rising bond
yields, strengthening USD, overbought
condition, US protectionist policies) leave
us neutral for a while longer.

• Asia remains favoured. We like India for its
growth and China for its value.

• We favour secular growth: technology and
healthcare.

• We recommend playing reflation in Europe:
financials, media, infrastructure,
commercial services.

• We see a buying opportunity in energy
(expected supply-demand rebalancing).

• Synchronised global growth acceleration
leads to a preference for pro-cyclical
markets, in particular the EU and Japan.

• US stocks are still positioned to reach new
record highs but valuations limit the gains
potential.

• UK to underperform due to Brexit.

• 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.

 Neutral over the short term. Markets are 
overbought; the density of good macro 
news can hardly become better; 
complacency reigns and some political 
risks are present (US and EU).

 Staying bullish over the medium term. 
Accelerating earnings growth should drive 
prices higher; valuations limit the upside; 
dividends are expected to remain solid 
contributors to total returns.

 Favour DM, the EU and Japan in particular.

 Within EM, buy China and India.
Source: Datastream, Exane Derivatives

12-month forward earnings revisions across the four main regions

=

+

++
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• The outlook for corporate earnings is
good. With global sales growth
accelerating from last year’s 0% to
5%, earnings can expand by ~10%.

• Main contributions: operational
leverage, positive reversals in the
contribution from the energy and
financial sectors, share buybacks.

• Valuations will either stay stable or
deteriorate somewhat over the next
12 months, as the Fed raises interest
rates.

• Dividends will continue to bring a
non-negligible contribution to total
returns, with their average yield of
2.4%.

• Since March 9, the bull market has
entered into its 9th year of existence.
It is the second longest in history.
This is no cause for concern thanks to
accelerating earnings growth.

• A pause in the uptrend is nevertheless
likely due to overbought conditions,
complacency, probability of less
density in the flow of good news.
Political uncertainties are also
present.

• A period of volatility is more likely
than one of correction. Were markets
to go below the rising 200-day
moving averages, that would be for a
very short period of time.

Staying neutral over the short term (3 months) and positive over the medium term (9-12 months)

An expected short-term pause in a primary uptrend

A positive medium-term outlook based on rising earnings

Source: BNP Paribas

Source: BCA

 The 2nd

longest bull 
market ever

 A likely
pause in the 
uptrend

 Volatility
more 
probable 
than
corrections

 Upside 
potential 
based on 
good EPS 
growth

 Valuation 
constraint

 Important 
contribution 
of dividends
to total 
returns

It can hardly become better for economic data 
beating consensus expectations

Positive earnings revisions ratio for the first time 
in 7 years

GLOBAL EQUITIES
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• Clearly, valuations are high in
historical comparisons. PEs, in their
different declinations (median,
cyclically-adjusted, prospective or
trailing) are very high. Price-to-sales,
price-to-book ratios are too as are
dividend yields below the 10-year
Treasury yield.

• Were the S&P500 to rise to 2550
within the next 12 months, it would
then stand on the average PE
prevailing at the top of bull markets
(20x, data since 1929)… Such a peak
PE – expression of investor euphoria -
is likely to be reached over a longer
horizon than 12 months.

• We still see US stocks reaching new
record highs, only that other markets
have better upside potential (EU and
Japan).

• Soft data (surveys) point to promising
releases of hard data. History shows
that betting against soft data would
be dangerous!

• But hopes could still go too far. It has
probably been the case… Consensus
2017 EPS estimates are being cut
since the beginning of February by
more than two percentage points on
revaluation of Trump policies and of
the impact of wages on margins. 2018
prospects stay good.

US: staying neutral given that valuations limit the upside potential

High expectations need a reality check

Valuations are a major constraint on the upside

Source: RBC Capital Market US Economics, Bloomberg

Source: Exane BNP Paribas, Datastream

 No reason to 
doubt that
hard data 
will not 
follow soft 
data…

 … but hopes
can go too
far… 2017 
consensus 
estimates
are being
cut!

 High 
valuations, 
however one 
looks at 
them

 Not yet the 
time for peak
valuations
as we do not 
see euphoria
imposing
itself within
the next 12 
months

Hard data on their way to catch up with soft 
data

Forward PEs: the US is close to extremes of 
overvaluation versus the eurozone

DEVELOPED MARKETS
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• Without surprise, analysts and
strategists are upgrading their 2017
earnings estimates, to take into
account 1) above average operational
leverage 2) the positive outlook for
energy companies coming from
higher crude oil prices 3) the
favourable impact on banks from
rising bond yields 4) room for
significant share buyback activity.

• 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 price
progression.

• Leading indicators paint a rosy
picture: the IFO survey reached its
highest point since mid-2011 and the
composite PMI revisits its highest
level in nearly 6 years. The favourable
trend in monetary aggregates allows
counting on continued further strong
readings in leading indicators.

• Investor resistance to buying the
region’s equities has finally
diminished, helped also by declining
political concerns.

• Germany remains our top pick thanks
to its high cyclicality, exposure to
emerging countries, solid domestic
demand trends.

Euro area: its pro-cyclical profile makes of it an investment favourite

Strong levels of activity

Upward revisions to earnings estimates

Source: Markit, Datastream, Exane Derivatives

Source: Exane BNP Paribas, Factset

 Reflation is
in full swing

 Investor
resistance is
waning

 Germany 
remains our
top country 
pick

 Rising EPS 
optimism… 
for a change!

 Attractive 
valuations

 Above
average
potential

M3 supports high composite PMI levels, which 
in turn promise good sales and EPS trends

2017 earnings forecasts continue to be revised 
up for the euro area and down for the US

DEVELOPED EQUITIES
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• We see numerous factors supporting
japanese stocks.

• First, high operational leverage.
• Second, positive relationship with

rising US bond yields.
• Third, accommodative stance by the

Bank of Japan, which focusses on
reflation, buys stocks and indirectly
supports a weaker yen.

• Fourth, share buyback activity.
• Fifth, positive trends in earnings

revisions.
• Sixth, valuation, with a relative PE

nearly at its lowest level since 1990
and a P/B not reflecting the ROE
improvements.

• Disappointing trends since the start
of the year: the JPY has gained 5%,
economic surprises have deteriorated
and the composite PMI has weakened
somewhat. As a result, the Nikkei is
flat…

• The outlook remains good however,
based on the strong improvement in
real M1 – which usually leads real
GDP growth by 6 months – other
indicators such as those on the job
market and our expectation of a
weakening in the JPY.

• In addition, global reflation is a great
advantage to Japan, as it has the
highest share of cyclicals in the index.

Japan: keeping our positive stance

Not losing faith in the reflation story

Seeing a broad array of supportive factors

Source: EPFR, Exane Derivatives

Source: Datastream, Exane Derivatives

 Enough
signs that
reflation 
stays alive

 Japan
remains the 
best 
positioned to 
benefit from
reflation

 Six 
supportive
factors

 Another one 
is the turn
up last 
November in 
the 200-day 
moving
average

Improving fund inflows towards Japan

Japan’s 12-month forward EPS revision ratio is 
the best of the four main regions

DEVELOPED MARKETS
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• The “Frankenshock” effect is waning:
the KOF economic barometer is at its
highest since the end of 2013, the
manufacturing PMI has risen to a
level not seen since May 2011 and
consumer confidence is at its highest
since mid-2014. After 2 consecutive
years of EPS decline, EPS growth is
returning (note that 60% of exports go
to the EU).

• Given the more pro-cyclical profile of
the mid caps, we view them as
attractive (stronger EPS growth
potential, reasonable valuations). Our
neutrality towards large caps relates
to their defensive nature.

• An end to 5 years of EPS declines,
made possible by a 12% fall in the
GBP since the Brexit vote (70% of
sales made outside the UK) and rising
commo prices (23% of the FTSE100).

• But, we see a rising GBP and investors
focusing on the Brexit uncertainties.
Both will penalise UK stocks. In
addition, 2018 EPS potential is not
noteworthy.

• Meanwhile, despite the return of the
ROE down to the vicinity of multi-
decade lows, the P/B ratio has not
come down that much.

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

UK: a transitory phase of EPS dynamism

Source: Exane BNP Paribas, Datastream

Source: Bloomberg

 2017: the 
year when
EPS growth
turns
positive 
again

 Poor 
medium-
term
prospects 
and low ROE

 The return of 
positive EPS 
growth

 Positive on 
mid caps; 
they are 
pro-cyclical

 Large caps 
are too
defensive. 
We stay
neutral

Our positive view on the pound plays in favour
of domestic equities

Swiss mid caps are overbought but in a nice and 
well-defined uptrend

DEVELOPED MARKETS

Switzerland: neutral on large caps but positive on mid
caps
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• Five headwinds:
• Rising Fed funds rate;
• An expected rise in bond 

yields;
• An expected strengthening of 

the dollar;
• Overbought conditions;
• Uncertainties about US trade 

policies.
• Valuations are in line with their long-

term averages.
• Our preference for Asia remains.

• Three key positives:
• First, leading indicators speak 

of an improving growth 
outlook;

• Second, commodity prices 
have risen significantly and 
their prospects remain 
moderately favourable;

• Third, earnings estimates are 
being revised up by the 
consensus, thanks to better 
revenue trends but also with 
the help of a weaker dollar. 
The positive contributions 
come mainly from technology, 
energy and materials.

Emerging markets: still neutral

Positive underlying trends…

… but five reasons for staying neutral

Source: Datastream

Source: BCA

 Ingredients
for solid
returns are 
present…

 … they are 
reflected in 
upward
earnings
revisions

 Headwinds 
from the 
dollar, Fed 
policy, rising 
bond yields 
and 
overbought 
conditions

 Protection-
ism risks

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

EM valuations are neutral

EMERGING MARKETS
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• The economy is recovering from the
demonetization one-off hit to GDP.
Moderating oil prices, insulation from
global trade, and invigorating reforms
have been positive factors.

• Although at a premium valuation, 17x
forward earnings is supported by
both the 17% ROE (one of the highest
in Asia) and rising policy momentum.
Policy momentum should ensure a
premium valuation given potential to
upgrade the country’s longer-term
growth expectations.

• The Chinese government is currently
pragmatic due to the uncertainty over
Trump's policy on trade.

• We expect continued and targeted
policy support through expansionary
fiscal policies if growth falters.
However, there is a limit to how much
credit can be added to the economy
and the case for structural reforms is
key to long-term appreciation of
equities.

• Chinese equities have
underperformed Asian equities over
the past few years and today
valuations are attractive. We remain
positive on Chinese equities.

EMG ASIA remains our favorite EMG zone

China (Positive)

Source: BNPP WM, Datastream

 Chinese 
equities have 
underperfor
med Asian 
equities over 
the past few 
years and 
today 
valuations 
are 
attractive. 
We remain 
positive on 
Chinese 
equities

 Policy 
momentum 
should 
ensure a 
premium 
valuation 
given 
potential to 
upgrade the 
country’s 
longer-term 
growth 
expectations.

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.

Although at a premium valuation, 17x forward 
earnings is supported by the high ROE (one of 

the highest in EM) and rising policy momentum

EMERGING MARKETS

27

India (Positive)



FOR INTERNAL USE ONLY

• We remain sceptical about the
current decoupling between the top-
down view on Mexico (negative view)
and the bottom-up stance (cheap
valuations, good entry point). 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
(+21% in 2017). Valuations are a bit
more attractive (P/E at 16x), below its
5yr average.

• We expect better growth and a more
favorable political climate.
Nonetheless, we will wait before
adding more Brazilian equities. We
are looking for a good entry point on
stock markets. For the time being,
valuations look expensive (P/E at
11.5x vs. 10.9x for 5yr average) even
after the recent setback (Brazilian
equities have declined by 9% in recent
weeks).

• Brazil’s performance is linked to the
continuation in the reflation trade. We
forecast a pause in equities in the
near term, and thus prefer to be
negative on Brazil for the moment.
We recommend patience.

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

Brazil (Negative)

Mexico (Negative)

 Brazil’s 
performance 
is linked to 
the 
continuation 
in the 
reflation 
trade. We 
forecast a 
pause in 
equities in 
the near 
term, and 
thus prefer 
to be 
cautious

 We remain 
sceptical
about the 
current 
decoupling 
between the 
top-down 
view on 
Mexico 
(negative 
view) and 
the bottom-
up stance 
(cheap 
valuations, 
good entry 
point).

The central bank has the potential to cut more. 

EMERGING MARKETS
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Source: BNPP WM, Datastream

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

elections. Valuations are now more attractive : 
P/E around 16x.
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Recent macro data (unemployment,
confidence) were weak. Future monetary
policy should also weigh on company
earnings (FY17 EPS growth expectations
look ambitious at +16% in the current
difficult environment). The CBRT raised
its late overnight lending rate by 75bps
to 11.75% and reiterated that it might
resort to further monetary tightening if
necessary. We expect the CBRT to
continue to use its late overnight lending
rate as the marginal lending rate due to
a challenging inflation outlook. We are
thus negative on Turkey due to the
continued political noise, geopolitical
risks, and concerns over both domestic
growth and the currency.

• We observe several positive
stabilizing factors: 1) Oil prices have
rebounded sharply from their 2015
lows and are not expected to decline
again thanks to the supply/demand
rebalancing. We see GDP up by a
healthy 1.2% in 2017. 2) In this
context, after several months of
negative revisions, EPS appears to be
stabilizing in FY17 (19%) 3) Russian
equities are trading at relatively
reasonable P/E (i.e. 5.3x) 4) Dividends
are high and solid. Russia offers the
best dividend yield in emerging
markets. 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)

 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.

• In a sub 4% GDP growth world, clear
bets between value and growth can’t
be made. Parts of each are attractive.
In the end, value should slightly
outperform in the next quarters.

• In a context of accelerating earnings
growth, rising bond yields and with
an expected return of animal spirits
in coming quarters, value should be
set to outperform. We like mainly
energy and EU financials in value.

• We also like two sectors that are
characterised as having secular
forces backing them: technology and
healthcare. So we also like we can be
termed as believable growth sectors.

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

A preference for value, but with selectivity… though we
also lîke believable growth

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

Source: Bloomberg

Source: Bloomberg

 Value has 
the best 
trump cards, 
theoretically

 Selectivity is
required

 Buy also
secular
growth

 Positive on 
smid caps…

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

 Hold US 
smid caps

Value versus growth: since the beginning of the 
year, value has underperformed growth

World SMID vs large caps: the capacity of SMID 
caps to outperform is eroded by the 

expensiveness of US SMID caps

STYLE INVESTING
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• We recommend playing reflation in
Europe. Valuations are attractive and
the reflation trade is not done. We
are thus positive on European
Banks/Insurance. Media,
Infrastructure and Commercial
Services should also benefit from
reflation and fiscal stimulus. We
however took profits in the US (Media
and Banks) for tactical reasons.

• We see opportunities in Energy. The
sector is currently under pressure
due to concerns on supply/demand
level. The expected rebalancing
between supply and demand will be
supportive to oil prices. Oil prices
should remain at USD 50-60/bbl in
the coming 12 months.

• We continue to favor secular
growth: Tech (strong growth, albeit
with high share prices) and Health
Care. The recent market moves have
underlined the good momentum in
Tech and Health Care. In the US, the
political risk has declined somewhat
in the Health Care industry after the
absence of Health Care reforms.

We make no changes this month

Favor secular growth

We also like playing reflation in Europe and Energy

Source: BNPP WM

Source: BNPP WM

 We continue 
to favor 
secular 
growth like 
IT and 
Healthcare.

 No changes 
this month.

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.

GLOBAL EQUITY SECTORS (US & Europe)

Current Previous

Energy + +

Materials = =

Industrials = =

Consumer Discretionary = =

Consumer Staples - -

Health Care + +

Financials + +

Information Technology + +

Telecommunication services = =

Real Estate = =

Utilities - -

Recommendations Europe USA

Positive

Level 1: Tech (Software), Health 
Care, Energy, Financials (Banks, 
Insurance), Telecom Level 2: 
Commercial services, Food 
retail, Infrastructure, Media.

Level 1: Tech (Software), Health 
Care, Energy  

Neutral
Materials, Industrials,  
Consumer Discretionary

Telecom, Materials, Industrials, 
Consumer Discretionary, 
Financials

Negative Utilities, Consumer Staples Utilities, Consumer Staples
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COMMODITIES
 Gold

 Base Metals

 Oil



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
Trump’s infrastructure spending program and
the global growth outlook are positive for base
metals, the structural changes in China lead to
lower demand in a context of abundant supply
(copper, aluminium). The contango in the
futures markets makes it expensive to roll
positions in futures or to hold ETCs...

We remain neutral as we see little upside in the
coming months. But we are presently at the
bottom side of our expected fair value range of
$50 to $60 and start to have a positive bias.
Should oil prices continue to decline and reach
±$45/barrel for the WTI, we would be inclined
to move our rating from neutral to positive.

 Global oil prices were very volatile in March and have 
fallen to a low of $47.3 (WTI) and $50.6 (Brent) after a 
large build in US inventories. OPEC-led output cuts were 
partly offset by increasing production from the United 
States. 

 Most industrial metals moved sideways in March 
consolidating their gains since the start of the year. The 
CRB Raw Industrial index rose 1.8% in March (+4.3% 
ytd). This index leads the industrial production by 3 
months confirming the message given by the PMI 
surveys. After a strong rise at the start of the year, iron 
ore fell in March as China’s consumption shrinks. 

 After a correction to $1200/oz in the first half of March, 
gold prices rebounded to $1250 as the US bond yields 
declined and the dollar weakened. 

+

=

=
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Gold ended March at ± $1250 per ounce, roughly the same level as at end of February. But
in the middle of the month gold corrected to $1200 by fear of an more aggressive US
monetary policy and stronger USD. The bullion recovered after the relatively dovish
message from the Fed.
• 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 haven 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.
• According to the latest figures, world gold mines supply remained roughly unchanged in
2016 and should remain so in 2017. There are relatively few new projects and expansions
expected to begin producing in 2017, and those in the near-term pipeline are generally
fairly modest in scale.
• 2016 was the second best year for ETFs on record. Global demand for goldbacked ETFs
and similar products (ETFs) was 531.9t the highest since 2009. Q4 saw outflows but all of
the top 8 physically-backed gold ETFs by AUM increased their holding by 9% over the first
quarter.
The combination of political uncertainty, rising inflation expectations 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.
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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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Base metals prices moved sideways in March consolidating their progression since the start
of the year. The CRB Raw Industrial index rose 1.8% in March (+4.3% ytd). This index leads the
industrial production by 3 months confirming the pro-growth message given by the PMI
surveys.
• Copper prices declined 1.1% in March (up 6.7% ytd). Copper prices are expected to fall
further in the coming months as supply picks up
• Iron ore: After a strong rise at the start of the year, iron ore fell in March as China’s
consumption shrinks.
• Aluminium: up 1.9% in March (15.8% ytd). The global market will remain in surplus over
next years making supply discipline in China a key factor.
• Zinc remains the most preferred base metal amongst investors as the zinc market is likely
to remain in deficit in 2017. The most recent rally in prices has been fuelled by a surge in
speculative activity on expectations of strong demand, rather than an actual increase in
physical underlying demand. Zinc was up 1.1% in March but rose 7.6% since beginning 2017
and 72% since 31/12/2015 (as of 31/03/2017)

The moderate expected acceleration of the world economy and president Trump’s
infrastructure plans are positive for industrial metals. The effect of more US infrastructure
investments should however not be overstated (the US consumes less iron ore and copper in
a year than China imports every two weeks). Chinese demand is expected to decline in the
coming quarters, hence our neutral rating on base metals.
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Modest improvement expected

 We 
remain 
neutral on 
base 
metals as 
the world 
growth 
remain 
modest 
and 
structural 
changes in 
China 
should 
lead to 
lower 
demand.

BASE METALS
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Oil prices were very volatile in march and have fallen to a low of $47.3/barrel (WTI) and $50.6  (Brent) 
after a large build in US inventories. 
•  The agreement by the OPEC and 11 independent producers to cut oil production is so far on track.. 
Saudi Minister of Energy said that the OPEC will extend the cuts after they expire in June if oil stockpiles 
were still above the five-year average. With Iran willing to produce more the global supply cuts will be 
limited. At the end of 2017 the oil production is estimated to increase to average 32.8 mb/d compared 
with 32.6 mb/d in 2016.
•  In the US The number of active oil rigs is still rising.  On an annual basis, active US oil rigs are up with 
+75.3%. US production is set to rise in 2017 and 2018. The output is up by 670000 b/d since October 
2016 while inventories ballooned to a record. The EIA reported that US inventories jumped more than 
expected to 533,1 million barrels. This put more pressure for the OPEC to extend their output cut deal. 
•  Resurgent shale oil output is deterring investment in big oil projects, and that lack of investment 
could create a supply shock within 4-5 years
•  A better economic environment is supportive for the world oil demand 
•  The crude oil futures curves has moved into partial backwardation (contacts with delivery from Feb 
2018 to Dec 2020)  for the first time since September 2014, which is consistent with the fundamental 
improvement in balances. 
We remain neutral as we see little upside in the coming months. But we are presently at the bottom 
side of our expected fair value range of $50 to $60 and start to have a positive bias.  Should oil prices 
continue to decline and reach +/- $45/barrel for the WTI, we would be inclined to move our rating on oil 
from neutral to positive.
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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



ALTERNATIVE
 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 Divergent monetary policies continue to
provide arbitrage opportunities as well as for
steepening/flattening yield curve arbitrage.
The reflation cycle, with improving growth,
PMI and inflation figures, is presenting
positive signals and trends in markets. Global
macro managers can implement different
strategies around these themes.

The normalisation of interest rates should put
pressure on weaker companies as financing
costs to pay dividends increase. This will
provide entry points for both long and short
trades. Finding a balance with interest rates is
a difficult task and one should expect some
surprises that could bring market corrections.
There are opportunities in this area.

M&A remains a good opportunity set whilst
interest rates remain historically relatively low
and corporates maintain high cash levels. The
Trump administration’s corporate profit
repatriation policy could further improve the
opportunity set in 2017 for event driven
managers.

Bond markets are poised for a rotation into
equities. Low yields remain a fundamental
issue for investing in bond markets. Stay
cautious on relative value strategies.

 Alternative UCITS also continued the good start 
to 2017 with all major strategies coming in 
positive in February. 

 Divergent monetary policies continue to provide
arbitrage opportunities for macro managers. The
normalisation of interest rates should put
pressure on weaker companies as financing
costs to pay dividends increase. This will
provide idiosyncratic opportunities for both long
and short trades. M&A remains a good
opportunity set whilst interest rates remain
historically relatively low and corporates
maintain high cash levels. The Trump
administration’s corporate profit repatriation
policy could further improve the opportunity set
in 2017 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. Demand for “alternative” assets is to
remain very robust due to higher net rental income.

• 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). Losses
may extend to 10%.

• .

• 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 REITs, as share prices may fall again in view of expected losses in capital values.

 Real estate investments within the
Eurozone should withstand the current
environment if interest rate rise remains
gradual.

 We remain positive based on a “value-
added” strategy on property investments
in the primary as well as secondary real-
estate markets. We like continental
European core housing markets. Inflation
levels likely to be outpaced in the mid-
term. Positive also on badly-impacted
housing markets (especially Spain,
Portugal and Central Europe).

+
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• 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
still blurred.

-

=

-
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• Neutral 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).

• Neutral on Japan (Abenomics) – impact of monetary policy on future real estate
performance difficult to assess.

• Positive with a “value-added” strategy on property investments. Demand for
“alternative” assets is to remain very robust due to higher net rental income.

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

• Positive
• 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 U.S. 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 U.S. 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). Losses may extend to 10%.

Mature countries (Europe and North America)

Emerging Countries

 Assuming a 
gradual rise
in rates, we
see further
potential for 
selected real 
estate
investments
mainly for 
continental 
Europe.

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

REAL ESTATE: MATURE & EMERGING COUNTRIES

More in details

40



This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société Anonyme
with a capital of 2,492,770,306 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
Marc EECKHOUT, Investment Strategy PRB            Edouard DESBONNETS, Investment Advisor Fixed Income 
Xavier TIMMERMANS, Investment Strategy PRB     Guillaume DUCHESNE, Investment Advisor Equity

Disclaimer

41




