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Executive Summary

Dear Investors,

The year 2019 was without question
exciting, Expectations of a global
recession, the possibility of a hard,
incalculable Brexit, instability caused
by the trade disputes between the
major powers USA and China - these
were just some of the factors that
led to remarkable scepticism among
investors. However, the contrast
between investor fears and the
ultimately very positive developments
on the capital markets could not have
been greater. 2019 brought neither
a recession nor a “hard” Brexit, and
as the year drew to a close, the first
positive impulses even were felt in
the ongoing conflict between the
US and China. How sustainable the
current conciliatory tones are is of
course written in the stars.

Now we look forward to the new year
with excitement. This is a good time
to - all in the spirit of this publication
- “reflect” on our assessment of the
important market factors as well as
our investment principles.

“Never fight the Fed” has
proven itself again in 2019. The
continued  expansive  monetary
policy should remain a positive
factor for equities in the new year,

as we do not expect any significant
change in this policy, neither in
the USA nor in the Euro zone.
As a result, the yield potential of
fixed-income securities remains
low and the yield potential of
equities relatively attractive.

In  addition, the  further
development  of  corporate
earnings is under scrutiny. After
the brilliant previous years, profit
growth paused last year. In the
context of a moderately growing
global economy, we expect
positive ~ corporate  earnings
growth in 2020. We see higher
earnings growth opportunities
for US companies than in Europe
or in the emerging markets. US
equities therefore continue to be
favoured.

Even though the recession
risks for 2020 have decreased
significantly, we still recommend
gold and certain liquidity reserves.
Opportunity costs in a low
interest rate environment are low
for gold and growth risks cannot
be excluded. Considering this, we
cannotavoid pricesetbacksin2020.

un

It is important here to orient your
personal investment strategy for
the long term and to remain true
to it. In 2019, there was a strong
temptation to no longer follow
this investment principle and to
realise profits too early. Investors
who resisted this temptation were
rewarded with above-average
returns and can start the new year
without investment pressure and
confidence.

With this in mind, I hope you

enjoy reading the fifth edition
of Reflexions and tremain

with warm wishes,

MAXIMILIAN HEFELE, CFA

Head of Asset Management
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Outlook for 2020:

Good chances of a
turn for the better

Three years after Donald Trump’s election

Economics

victory, the world’s most important
growth engine, international trade, stalled
in 2019. Trump’s erratic trade wars and
China’s growing problems have brought
global trade and manufacturing growth to
a standstill. More open economies such

as those of Germany and Switzerland
Dr HOLGER SCHMIEDING have been especially hard hit by this
Chief Economist, Berenberg development. In Europe, Brexit turmoil
exacerbated the economic slowdown over
the course of 2019.

Even in the United States, the economy
weakened somewhat in 2019. A similar
pattern can be observed on both sides of
the Atlantic. Companies are holding off
on investments because manufacturing has
slipped into a crisis due to the uncertainty
surrounding the future of world trade.

They also reacted to the lower demand for
exports by reducing inventories in 2019.
On the other hand, consumer spending
increased substantially again. Residential

construction and higher government
spending are also supporting the domestic

o economy on both sides of the Atlantic.




The sharp divide between largely robust
domestic demand and faltering interna-
tional trade in large parts of the world
cannot go on forever. Either the foreign
trade shocks fade or the weakness of ex-
port-oriented manufacturing will continue
and increasingly spill over to other parts
of the economy. Therefore, the outlook
for 2020 mainly depends on the answers
to the following three questions:

1) Will Trump moderate his stances somewhat in the 2020
election year or will he instead destabilise world trade even

more?

2) Can China stabilise its growth course at least halfway

despite its great structural problems?

3) After Boris Johnson’s clear election victory, will the

United Kingdom leave the EU in an orderly way that limits

the damage?

At the end of 2019, there are good rea-
sons to believe that the answers to all three
questions will be yes. The United States
and China are on the verge of concluding
an extensive deal, Johnson is aiming for a
regulated Brexit and China has announced
additional economic stimulus. If these
developments materialise in 2020, glob-
al trade and manufacturing would likely
bottom out in the Winter and could then
slowly recover beginning in the Spring of
2020. That would make a considerable dif-
ference for Germany and Switzerland in
particular.

10

Despite the persistent weakness of world
trade, there have been some signs of a turn
for the better in 2020 already since Sep-
tember. The trade situation has remained
calm in the three months after Trump an-
nounced and partially implemented new
punitive tariffs against China in August.
The absence of fresh bad news has re-
cently brightened the sentiment of many
industrial enterprises somewhat.

We expect this trend to continue in 2020:

* Hven if the United States and China
will continue to be geostrategic rivals
for a long time, both sides still have an
interest in not letting their trade war
spiral out of control. The mere absence
of bad news would probably suffice
for companies to take a somewhat
more positive view of the future again
and ramp up their capital expenditures
a little. In that case, global trade and
manufacturing could slowly recover.
After all, the damage to both sides is
appreciable. The “phase 17 trade deal
that the two sides have just agreed
could effectively defuse the dispute. It
feeds the hope that President Donald
Trump would rather make “deals”
in the 2020 election year instead of
endangering the US economic upturn
and lessen his re-election chances by
further escalating his trade wars.

e While China’s economy will remain
weak, Beijing will probably again
manage to prevent a collapse by taking
a number of small monetary and
credit policy steps. The weak export
business will probably recover a bit
in the coming year. After slumping in
2019, China’s economically important
automobile market will probably
bottom out soon.

e Inall probability, the United Kingdom
will avoid a hard Brexit without a
follow-on agreement. After Boris
Johnson clearly won the election on
12 December, the country will leave
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the EU on 31 January. However, the
political exit itself will not solve any
economic issues. The time left until
the expiration of the transition period
at the end of 2020, during which the
United Kingdom will remain in the
EU single market and customs union,
will hardly be enough to conclude an
extensive trade agreement. Thanks
to his clear majority in Parliament,
however, Johnson will not have to
heed the anti-European hardliners
in his party as much as before. That
should make it easier for him to
negotiate an at least partial agreement
on trade in goods, which is especially
important for the EU, or extend the
transition period by one year.

Barring fresh political and economic
shocks, Germany could overcome the
stagnation of the last three quarters
in the Spring of 2020 and return to a
somewhat normal year-over-year growth
rate of slightly less than 1.5% in the
coming autumn. As usual, the growth of
the flexible Swiss economy will probably
be somewhat higher than in Germany in
2020 as well.

Good news is also coming from the other
side of the Rhine. Despite the protests,
Macron’s reforms in France are beginning
to bear fruit. The number of new business
start-ups has risen by almost 50% in the
last three years. If Macron sticks to his
reform course as expected, France could
embark on a golden decade of high trend
growth of the kind that Germany has
experienced in the last ten years, despite



short-term economic fluctuations.

After the major setbacks of the last three
years, which were primarily due to the
UK’s decision to leave the EU and the
subsequent political turmoil, the British
economy could recover appreciably in
2020. Because companies have postponed
many investment decisions, there is
a certain need for them to catch up.
Moreover, the government will artificially
stimulate demand with a major fiscal
program to cover up the Brexit damage
for a while. Growth rates could therefore
temporarily reach 2% in the autumn of
2020 unless fresh uncertainty concerning
future trade relations with the EU
overpowers the positive factors.

2020 could be a mostly satisfactory year for
financial markets as well, with somewhat
higher bond yields, a further rise of major
equity indices, a rotation into higher-risk
stocks within the equity indices on the
part of many investors, and capital flows
out of the dollar into other currencies
like the Euro. In that case, the Euro could
rise somewhat against the Dollar and
the Swiss Franc. In view of only slowly
rising inflation pressure, however, a turn
towards higher base interest rates cannot
be expected on either side of the Atlantic
in the foreseeable future.

Nevertheless, great uncertainties remain.
Trump is unpredictable, the economic
issues associated with Brexit have not
yet been solved, and many countries will
have to contend with new or old political
risks. In the United States, the political
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cards will be reshuffled by the elections in
November 2020. If Trump is re-elected
but if his Republicans do not regain the
majority in the House of Representatives,
very little would change. Although Trump
would continue to cut some regulations,
his erratic trade policy and foreign policy
would continue to fuel uncertainty. If on
the other hand a Democrat moves into
the White House, the situation would
presumably be reversed: more regulation
and more emphasis on environmental
protection coupled with largely predictable
foreign policy and trade policy, which
would benefit countries such as Germany
and Switzerland that are more open.
At any rate, 2020 is likely to be another
suspenseful year.

2020 can also be expected
to be a good year
for the financial markets

13



EQUITIES

Equities still not
expensive compared to
other asset classes

No signs of a sustained
economic downturn despite
political uncertainties

International central banks
with ongoing expansive
monetary policies

“Yield gap” to bonds and
positioning of market
participants positive for
equities

US Presidential election
the key political event in 2020

TILL C. BUDELMANN
Equity Strategist
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The year 2019 was dominated by political
discussions. Above all, the trade conflicts
instigated by the United States, but also
the Brexit question in Europe continually
stoked uncertainty and stress among
market participants. Nevertheless, capital
markets exhibited an extremely positive
performance on balance in the past
calendar year. The broad S&P 500 Index
hit many new all-time highs, marking the
11th year of rising equity prices in the US
stock market. As in previous years, it was
the right decision in 2019 to fundamentally
overweight US equities compared to
European and emerging-market equities.
Equity markets were supported by a
change of course in the monetary policy
of central banks and more recently, a
partial agreement in the trade dispute
between the world’s two largest economies,
the United States and China. Moreover,
the uncertainty surrounding the ultimate
Brexit outcome has diminished after the
clear victory of the Conservatives led
by Prime Minister Boris Johnson in the
parliamentary elections in mid-December.
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Figure 1: Global equity market performance in 2019

No recession, also
thanks to looser
monetary policy

Even though it was not apparent in the
performance of equity markets in the
last few weeks, political unrest cleatly
impacted the global economy during the
course of last year. Highly export-oriented
economies such as that of Germany were
particularly hard hit. Consequently, many
central banks loosened their monetary
policy, especially the US Fed with a total
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of three interest rate cuts, so-called
“insurance cuts”. Assuming that adverse
political factors (trade war, geopolitical
tensions between the US and Iran etc.)
do not escalate, the global economy
should turn in a solid performance this
year. We anticipate economic growth of
two percent in the United States; in the
Eurozone, we expect a modest recovery of
economic momentum and GDP growth
of one percent.

Moderate

profit growth
itn 2020

The US policy of deregulation and tax
cuts gave a tremendous boost to sales in
the 2017 and 2018 calendar years and led
to a massive margin expansion especially
in 2018. As a result, corporate profits
soared by a spectacular 38 percent in just
two years. In 2019, on the other hand,
corporate results were weighed down by
the damage from trade stress. At the end,
corporate profit growth in the United
States will probably be no more than
zero. The situation in emerging-market
countries appears to be similar, whereas
corporate profits in Europe will likely
show a modest decline. This development
coupled with higher equity prices led to an
increase in valuations across the world.

The analyst consensus is calling for the
usual ten percent growth in corporate
profits in the United States and Europe and
even somewhat higher growth in emerg-
ing-market countries. Among actual market
participants, however, the expectations are
not even half as high. We too consider the
margin expansion anticipated by analysts
to be unrealistic; we think that the various
factors affecting corporate profit growth
will offset each other and consequently we
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expect neither an appreciable increase nor
a relevant contraction of profit margins.
On the other hand, our expectations for
global sales growth (four to five percent)
and the extent of stock buybacks are close
to analysts’ projections. In combination
with an assumed, very modest increase
in valuations and an ordinary dividend
yield, we anticipate good fundamental
conditions as the basis for the overall
return on equities in 2020.

Especially with a view to valuations
compared to other asset classes, there
would seem to be no alternative to equities
in a liquid portfolio in 2020 either. This
conclusion is particularly supported by
the so-called “yield gap”. For example,
if you deduct the yields of 10-year US
government bonds from earnings yields in
the S&P 500, the yield gap is currently 3.6
percentage points. If you then compare
this value with the various average values
of the last few years and decades, US
equities still appear to be rather attractive
compared to other asset classes. The yield
gap is even more pronounced in Europe.



No euphoria in the
market for now

Investor positioning seems not to be
aggressive on average at the moment
and there are still no signs of euphoria.
However, a “capitulation of bears” (market
participants who have been pessimistic
thus far) is certainly conceivable at the
start of the new year. While this would
be good for the markets in the short
term, it could potentially be dangerous
in the medium term, considering that
the generally prevailing scepticism was a
pleasant companion to the broad upward
movement of equity markets last year as
well.

We are at a technically interesting point in
Europe: The broad Stoxx 600 equity index
is currently at the level of its old all-time
high reached in 2000, 2007, and 2015.
If this resistance point is significantly
overcome, that could trigger heavy
follow-on buying. This is not an unrealistic
scenario, especially considering the current
positioning,

Basically speaking, we recommend not
underweighting equities in a multi-asset
portfolio at the start of the year. And
even though the bull market in the United
States is now more than ten years old, we
still prefer US equities to the rest of the
wotld due to the current trend of relative

profit growth and the decidedly positive
technical environment; that being said, we
have recently taken European equities up
a notch and prefer them to emerging-mar-
ket equities.

US elections right
around the corner

As was the case last year, capital market
participants will be preoccupied with
politics in 2020, which could possibly
fuel rising volatility during the course
of the year. Trade conflicts and Brexit
issues will continue to dominate the
headlines. However, US politics will
ultimately be the prevailing topic. News
of the impeachment of President Trump
has dominated the media headlines in
the last few weeks. Despite all the hype,
we consider it practically impossible that
he will not serve out his first term for
non-health-related reasons. However, we
attach great importance to the Democratic
primaries (beginning with Iowa and New
Hampshire in February) and then the
Presidential election campaign up to until
3 November. An alternating sideways
movement of international equity markets
in the lead-up to the main election does
not appear to be improbable. Naturally,
the market’s reaction to the election will
depend very much on the final outcome.

We would regard Trump’s re-election
as neutral to slightly positive. It would
potentially result in a continuation of the
policy of tax cuts and deregulation, though
also a continuation or perhaps even in-
tensification of trade stress. Such stress
could be prevented if a centrist Democrat
whose name begins with the letter “B”
(Biden, Buttigieg, or Bloomberg) is elected
leader of the free world, although such
an outcome would not entail the same
supply-side advantages. It would be a
rather negative scenario if Bernie Sanders
or Elizabeth Warren wins the election

Figure 2:
2020 US Election Probabilities

Presidential Candidates

Trump Biden Sanders
51% 18% 11%
Senate

and the Senate remains under Republican
control. Trump’s tax reform would
essentially remain in effect, but growth-in-
hibiting regulations would presumably set
in. And a President Sanders or Warren
with a reliable Democratic majority in
both chambers of Congress would be
clearly negative. Such a scenario represents
the greatest risk to our cautiously positive
view of equity markets in 2020.
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BONDS:
EVERY CLOUD HAS A SILVER
LINING

Global growth slowdown not as fast as feared

Central banks across the world are working to

support a continuation of growth

The “phase-1” deal between the United States
and China and the UK parliamentary election
provide fresh impetus for a recovery of global

manufacturing and trade

Yield curves also point to easing
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RENE BOLHAR, CAIA
Bond Strategist
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Two major geopolitical conflicts dictated
the behaviour and development of
financial markets for large parts of the
year. Besides the question of a more or less
orderly departure of the UK from the EU,
the trials and tribulations of the protracted
trade conflict between the United States
and China exerted the greatest influence
on market activity. Phases of presumed
easing were inevitably followed by Twitter
salvos and negative headlines that stoked
the conflict and therefore the stress of
market participants.

Butall of a sudden, everything has changed.
In the United Kingdom, a strong majority
approved the further Brexit course led by
PM Johnson. On the other side of the
Atlantic, a willingness to compromise
and find consensus has suddenly emerged
in view of the looming US Presidential
election in the coming year. Whereas the
weapon of choice had earlier been threats
and escalations of existing tariffs and trade
restrictions, the two sides actually appear
to be coming closer since September of
2019.

The breakthrough was announced in
mid-December, just in time for a year-end
rally, when a first, so-called “phase-1" deal
was reached. Although some questions
remain unanswered, this agreement
can nevertheless be described as more
far-reaching than the name suggests.
Besides a reduction of some existing
tariffs and a declaration of intent regarding



far-reaching agricultural purchases in the
coming years, the final document also
includes details about structural aspects
related to knowledge transfer, easier
access to the Chinese financial market, and
the manner of negotiating fresh disputes.
Some of these aspects may well turn out
to be beneficial for world trade in general,
not only in the short term but permanently.
Apparently  benefitting  from  the
de-escalation, the global economy is
showing the first green shoots of an
improvement. Admittedly, some areas of
the US labour market had seemingly been
unaffected by the trade conflict and global
equity markets trended up throughout the
year.

Nevertheless, market sentiment was
characterised by worry and caution due
to deteriorating macro-indicators in many
parts of the world.

This scepticism was reflected in the actual
development of interest rate markets. Since
the start of the year, the yields of 10-year
US Treasuries, for example, declined from
2.69% to a low of 1.46% in late August
before settling in around 1.90% towards
the end of the year. Moreover, yield curve
shapes are showing only minor mark-ups
for longer maturities compared to the
short end. Complete relief would look
different.

Nevertheless, it can be said that growth
worries have eased towards the end of the

year.

This relief can also be credited in large part
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to the central banks of the world, especially
the European Central Bank (ECB) and
the US Federal Reserve. Whereas we had
still anticipated an increase in refinancing
rates at the beginning of the year, central
banks made a complete about-face by
actually lowering interest rates to support
economic growth. After a resumption of
bond purchases coupled with a further
reduction of deposit facility rates to -50
basis points in Europe, together with three
consecutive interest rate cuts by the US
Fed, the goal of stabilising support has
been achieved for now and central banks
are currently “on hold”. It would take
new developments in either direction for
additional measures to be taken.

Financial markets at least are pricing in no
further interest rate cuts on either side of
the Atlantic in the coming year.

Instead, higher-yielding, 1ie. riskier
investments such as high-yield bonds
are benefitting in two ways. Declining
interest rates have generally contributed
to a positive performance across the
board. The perennial “hunt for yield” and
ultimately also the resumption of central
bank purchases have been supportive of
credit risk premiums.

But why

have interest rates
remained stuck

at low levels,
despite the
above-mentioned
developments?

One can only guess the answer to this
question. First, there are some signs of
a continuation of growth momentum.
The fundamental situation of companies
is strong and consumer spending is
providing strong support to growth.
Demand for fixed-interest investments
remains constantly high. After such a
long phase of expansion, however, many
market participants apparently lack the
necessary confidence and belief to power
another round of growth.

In our opinion, however, there are currently
no signs of a pronounced weakening of
growth and therefore also financial market
valuations. While we remain cautious and
have successively increased the average
quality of our holdings, we still see
potential outside of the investment-grade
spectrum.
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Will there be another

interest rate reversal?

That is not to be expected. The majority
of market participants are cautiously
optimistic about the overall market, but
evidently need some more conviction
before further increasing risk by rotating
into equities. Therefore, the demand
from this side should remain high. And
the second decisive factor, central banks,
currently seem to not be willing to make
a move in either direction. The risk of
being surprised by restrictive measures is
therefore also limited. There remains the
general outlook for the global economy.
Whether the first green shoots signal the
beginning of a new growth phase remains
to be seen. We see interest rates moving
within a relatively constant corridor until
further notice.



Figure 1: Credit spreads on Investment Grade and High Yield Bonds in EUR and USD and Emerging Markets Debt
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issuers into the regular high-yield bond

segment in the new year. In itself, the
higher level of net issuance activity would
have a delayed effect on the overall market.

Thus, the picture as it appears at the
end of the year is not as negative as it
seemed to be throughout 2019. However,
we think heightened volatility of both
interest rates and risk spreads is the most

we are comfortable in the segment of
investment-grade corporate bonds due
to the earned premium. Now as before,
an active trading strategy adapted to the
current situation will play a decisive role
in earning a positive return contribution in
the coming year.

PY * probable scenario in the coming months.
400 -m | A The current level of risk spreads will
200 - presumably tend to rise but we do not
- m* ¢ expect a sharp upward spike. Accordingly,
¢ EUR G USD IG EUR HY USD HY EM
Source: Bloomberg, 12/312019
Figure 2: Development of Interest Rate Curve
As of 12/31/2018; 09/30/2019; 12/31/2019
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. spreads appears to be more attractive at
in 2020° first glance than in 2018, the movement 260
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of individual instruments that have a dis- 2.40 Lo 12312010
proportionately large effect on the average
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T I E S

More expansive monetary
policy and a possible renewed
acceleration of the global
economy create an interesting
starting point for the
commodity complex in 2020

Nevertheless, trade disputes
and economic development are
still the most important factors
determining the price potential
of cyclical commodities

Precious metals are still
supported by the current
market environment

The current phase of global economic
weakness is also putting some pressure
on commodity markets. Although
commodity markets exhibited a cleatly
positive performance throughout the
year, the catch-up momentum began to
falter a little around the middle of the
year in particular, mainly due to the trade
disputes between China and the United
States, which continued to weigh on the
market. After the considerable worsening
of sentiment, which was ultimately also
reflected in various leading indicators such
as purchasing manager indices during
the course of the year, these indicators
are showing signs of bottoming out.
Considering this in combination with
much more expansive central bank policies
across the world and the market-specif-
ic dynamics of individual commodities,

we think the outlook for the commodity

SOUMAILA TEKETE, CAIA, CIIA complex in the coming year remains
Stratege Alternative Investments constructive.
. Bloomberg WTI — Bloomberg Gold . Bloomberg Industrial
Crude Cil TR Subindex TR Subindex Metals TR Subindex
120
90
60

2018 2019

Figure 1: One Year Commodity Performance

Indexed to 100
Source: Bloomberg, Bergos Berenberg (12/31/2018-12/31/2019)



Oil prices to begin the new year with
support

The price of oil gained ground especially
at the beginning of last year, before tracing
a volatile sideways pattern in the second
half. Despite the economic uncertainty
that arose during the course of the year,
oil markets were mainly stabilised by
the sustained OPEC+ cuts and strong
production discipline. Also in the United
States, where shale oil production has
increased dramatically in the last few years,
there was no real drop in demand despite
slowing economic growth. Accordingly,
US crude oil inventories completely
followed their customary seasonal pattern
in the second half of the year.

5 Jahres Bandbreite

Side note:
Shale oil production

This refers to the extraction of
crude oil from hard-to-tap shale
layers, which became technically
possible only a few years ago.
Thanks to this production tech-
nology, which is commonly also
known as “fracking” and is highly
controversial from the standpoint
of environmental protection, the
United States has increased its daily
crude oil production from around
5.2 million barrels per day (2018)
to currently 12.5 million barrels
per day. Thus, the United States
has advanced to the status of the
world’s biggest oil producer within
a few years.

2019 YTD

550,000.00

500,000.00

450,000.00

400,000.00

350,000.00

300,000.00

Jan Feb Mar Apr May Jun Jul Aug

Figure 2: 5YR Crude Oil Inventory Range, US Department of Energy

Source: Bloomberg, Bergos Berenberg (01/01/2015-12/31/2019)
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Geopolitical risks, which have manifested
themselves in the sabotage of oil tankers in
the Gulf of Oman and the drone attacks
on production facilities in Saudi Arabia,
among other places, remain in effect. The
drone attack knocked out nearly half the
production of the world’s biggest crude
oil exporter virtually overnight. A risk
premium may be repriced into oil markets
atany time as the recent US airstrike killing
of an Iranian General emphasizes this risk
even more.

Continuing positive environment for
gold

Gold was clearly one of the winners
among commodities in the past year. In
the current market environment, gold
will probably benefit from sustained
tailwinds in the new year as well as all
important central banks have adopted
more expansive monetary policies again.
This will keep the opportunity costs for
gold very low and will probably ensure
continuing investor interest also in 2020.
In the current economic environment,
gold’s safe-haven function will probably
remain attractive for many investors. After
the sharp price gains in the second half
of the year and due to the high number
of speculative positions (Figure 4), the
price of gold could still undergo a certain
consolidation in the short term. In the
medium term, however, we expect the
price of gold to continue its positive trend
in the coming year.

Opportunities for industrial metals

Industrial metal prices underwent a volatile
sideways phase for nearly all of 2019. The
prices of industrially used metals were
particularly held back by China’s economic
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Side note:
OPEC+ cuts

Already since 2017, the Organi-
sation of Petroleum-Exporting
Countries and their allies have
actively reduced their crude oil
production to counter the drastic
increase in crude oil production by
the United States. Since the latest
meeting on 19 December, the
agreed reduction has totalled 2.1
million barrels of crude oil per day.
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Figure 3: China OECD Leading Indicator normalized

Source: Bloomberg, Bergos Berenberg (03/14/2009-12/31/2019)
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Figure 4: CFTC - Current Net Speculative Positioning and Historical Range

Source: Bloomberg, Bergos Berenberg (12/31/2008-12/31/ 2019)

and the protracted trade conflict with
the United States. However, Chinese
economic and monetary policy measures
can still be expected to fuel an economic
acceleration. This expectation is especially
supported by the OECD’ aggregated
leading indicators for China, which have
recently gathered momentum again after
bottoming out last year.

This possible economic acceleration
would come up against reduced supply
as the stocks of individual metals have
fallen substantially at times in the last
few quarters. In addition, speculative
positioning in coppet, for example, is
currently still at historically low levels, with
considerable net short positions (Figure
4). This enhances the price potential
because these market participants will
be compelled to cover their shorts with
follow-up purchases if prices recover
further.

For this reason, we see good chances for
higher industrial metal prices in 2020.
However, a renewed and further escalation
of the trade dispute between the economic
superpowers USA and China could destroy
these chances.




within a range of 1.10 to 1.15 US Dollars
per Buro for most of the year, with slight
advantages for the US currency. The
British Pound fluctuated more widely,

Currency markets: o
but primarily as a reflex to the constant

Waitin g for new trends flow of Brexit-related news and rumouts.

Although the Swiss Franc rose appreciably
against the Euro from April to August,
benefitting from political uncertainty

in its role as a safe-haven investment, it
fluctuated within a rather tight range for
the rest of the year. And so it is time for

While 2019 was certainly eventful, there
was a lack of striking currency trends.
Despite the monetary policy reversal in
the United States, the resumption of
bond purchases by the ECB, and trade
war turmoil, no strong trend driving the

new trends in the currency market.

most important currencies emerged. The
Euro/US Dollar exchange rate remained
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US Dollar: Diminishing
risks are likely to weigh
on the US currency

The US Dollar appreciated modestly by
around 2% on a trade-weighted basis
over the course of the year. The Dollar
was buoyed by the still quite strong US
economy and higher market interest rates
compared to the Eurozone. However, it
faced headwinds from monetary policy as
the interest rate hikes that were expected
by the market at the beginning of the year
never arrived; instead, the Fed actually
lowered interest rates three times. The
Dollar was also helped by its status as a
safe-haven currency in 2019 given the
many risks. Against the Euro, the US Dollar
appreciated by a somewhat stronger rate
of around 3% because the European single
currency suffered from the resumption of
more expansive monetary policy and from
economic weakness. For this reason, the
Euro comeback we had expected for 2019
did not materialise.

While we do not see a powerful new
trend emerging in 2020, we do see two
factors that could strengthen the Euro by
a couple of cents in the direction of 1.15
US Dollars to the Euro over the course
of the year: 1. If the trade conflict eases
somewhat in the coming year and an
orderly Brexit is completed, there would
be two fewer important reasons to seek
out safe-haven investments. Capital would
then flow out of these safe havens —
including US Treasuries, for example. The
US Dollar would become less attractive
and would come under modest selling
pressure. 2. The European Central Bank
can be expected to continue its extremely
expansive monetary policy but not loosen
it further. Because the ECB’ package
of measures from last September have
already come to be regarded as normal
and priced into the exchange rate, market
participants can cautiously look forward
to a rising Euro again.
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Figure 2: Euro in US-Dollar

Aside from a very short interruption,
the Euro exchange rate has remained
just below the 200-day moving average
since early May 2018. In mid-December,
after the election in the UK and positive
headlines about the trade conflict, the
exchange rate is fighting to break out
above the 200-day line. This could be the
long-awaited signal for a trend reversal in
the currency market.

Assuming that the economy develops in
accordance with our moderately positive
main scenario, arguments in favour of a
rising Huro will gradually emerge in the
early months of the new year. An orderly
Brexit at the end of January would reduce
uncertainties within Europe. A pause or

35

Source: Bloomberg

agreement in the trade dispute would at
least temporarily remove the principal
global risk for companies. If that happens,
the export-oriented European economy
could regain its footing and the economy
could pick up again. On the other hand, if
the problems continue in 2020, contrary to
our main scenario, or an unforeseen event
triggers fresh risk aversion in the markets,
the Euro comeback would be delayed.



Figure 3: Euro in Swiss Franks

Swiss Franc:
A never-ending story

The strength of the Swiss Franc is
becoming a never-ending story. As a
safe-haven currency, the Franc was also
subject to upward pressure in 2019. As in
2018, when the Euro rose temporarily to
1.20 against the Franc, bringing a certain
exchange rate normalcy within range,
there were likewise some glimmers of
hope in 2019: In April, the Euro rose to
almost 1.15 Francs to the Euro. In both
years, however, Franc strength ultimately
prevailed as the Euro fell below the mark
of 1.10 Francs per Euro again.

The Swiss National Bank (SNB) is using
all its tools to stem the rise of its currency
and is continuing to pursue extremely

expansive monetary policy. With a base
interest rate of -0.75 % and an interest
rate on demand deposits of likewise -0.75
%, the SNB actually stands out from the
group of all the other expansive central
banks. To compare, the ECB has set its
base interest rate at “only” 0.0 % and its
deposit interest rate at -0.5 %. Moreover,
the SNB has continued to emphasize its
willingness to intervene in the currency
market to counter the strength of the
Franc.

Thanks to this monetary and currency
policy course, the Franc will probably not
rise far beyond the current level. However,
we also see only modest downside potential
for the Franc in the coming year. If the
Euro manages to approach 1.15 Francs
per Euro again during the course of the
year, that in itself would be a success. On
the other hand, if our main scenario of
diminishing risks comes to pass, the Euro
should be able to trace this path.
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British Pound:
After Brexit

— back to normality?

The British Pound fluctuated widely
in 2019. The exchange rate was mainly
driven by news regarding the outcome
of the Brexit turmoil. When a no-deal
exit from the EU became more probable
and the pound came under pressure, the
Euro rose above 0.93 Pounds per Euro
at the peak in August. In the meantime,
the currency market has priced out a
hard Brexit. The Pound has appreciated
considerably against the Euro. Shortly
after the election in the UK, the European
single currency fell to a low for the year
of only 0.83 Pounds per Euro. If a
contractually regulated departure succeeds
and all remaining doubts are thereby
removed, the British currency could
enjoy another brief, temporary euphoria
boost. All things considered, we think the
current level of 0.83 Pounds per Euro is
appropriate for next year.

The Bank of England has held back on
changing interest rates in the last few
months and is currently in “wait-and-see”
mode. After the election victory of the
Conservatives on 12 December and an
orderly departure from the European
Union on 31 January 2020, the BoE will
probably keep interest rates unchanged
at first before raising them later in the
year, presumably in the third quarter.
That is because first of all, Boris Johnson
is planning a fiscal stimulus and second,
British consumption will increase once the
Brexit uncertainties have been dispelled.
Both developments will lead to higher
inflation rates, making it probable that
the central bank will tighten its monetary
policy. We would first have to become
accustomed to the return of a normal
situation in which the exchange rate is no
longer driven primarily by Brexit news.
Despite the tighter monetary policy, we do
not expect larger exchange rate rises in the
further course of 2020.
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Source: Bloomberg



Disclaimer

This publication only serves information and
marketing purposes. The information provided
is not legally binding and does not constitute
financial analysis, nor a sales prospectus, nor
an offer for investment transactions, nor asset
management, nor investment advice, and is not
a substitute for legal, tax, or financial advice.
Bergos Berenberg ag (referred to hereinafter
as» Bergos Berenbergq) reserves the right to

change the offering of services and products,
as well as prices, at any time without prior
notice.Bergos  Berenberg
responsibility for the topicality, correctness,
or completeness of the information. Bergos
Berenberg refuses any and all liability for the
realisation of the forecasts or other statements
concerning returns, price gains, or other asset
appreciation contained in this publication.
This publication was prepared
compliance with the Directives on the
Independence of Financial Research and is
also not subject to the prohibition of trading
after the dissemination of financial research.
The investment suggestions and investment
ideas stated herein have not been tailored
to your personal circumstances. Investment
decisions should always be made on the basis
of a given portfolio and consideration should
always be given to your personal situation,
risk appetite, and risk tolerance. Because
investment suggestions and investment ideas
can exhibit different risk characteristics,
we ask that you read the specific product
information and brochure entitled »Particular
Risks in Trading Securities« and consult your
client advisor if you have any questions. It
is possible that Bergos Berenberg itself or
its directors or employees have invested,
currently invest, or will invest in investment
instruments concerning which this document

assumes no

not in
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contains information or opinions. It is also
possible that Bergos Berenberg has provided,
currently provides, or will provide services to
the issuers of such investment instruments. It
can also not be ruled out that employees or
directors of Bergos Berenberg have worked,
currently work, or will work for the issuers of
such instruments. Therefore,
Bergos Berenberg itself or its directors or
employees could have an interest in the future
performance of investment instruments. This
information is only intended for use by the
recipient and may not be forwarded to third
parties. The present information may not be
copied in part or in full without the written
consent of Bergos Berenberg,
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