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Especially when risk 

awareness in markets is 

low, risk can manifest itself 

strongly. Last Friday, 

global markets could not 

protect themselves from 

Argentina’s woes. We 

inform you on the latest 

developments in the US, 

Eurozone and Japan. Data 

support our risk-on stance.  

 

  

Markets take investors often by surprise   

The event risk in the emerging world is one of the most obvious 

candidates that could trigger a market correction, we wrote in 

the latest Marketexpress (20/1). Earlier than we expected, last 

Friday, Argentina triggered such a correction. We continue to be 

negative on emerging market momentum. In the meantime, 

macro data in the developed economies continue to support our 

overweight positions in risky assets. Therefore, we maintain our 

risk-on stance. We have increased our real estate equity 

overweight from small to medium (+2). In the US, Europe as 

well as Japan the real yield in real estate is above corporate 

yields in an environment of improving fundamentals.  

 

We have raised our US growth forecasts  

We have increased our US forecast for 2013 from 1.6% to 

1.9%. We have also increased our forecasts for 2014 and 2015 

(to 3.2%) from 2.9% (2014) and 3.1% (2015). The reason is the 

underlying strength in real final sales which accelerated from a 

1% pace in the first half of 2013 to 2.5% in the third quarter. We 

see increasing signs that capital expenditures (capex) will join 

the domestic demand party. We see upside risks to US growth 

which stem from a bigger release of pent-up demand than we 

forecast. Meanwhile, the degree of fiscal uncertainty has 

declined markedly now that there is an agreement to fund the 

government until well into 2014. This has already caused 

another shutdown to be avoided and suggests that raising the 

debt ceiling in the first quarter should be a lot easier than it was 

last October. 

 

Japanese economy will slow down temporarily  

In most of the developed economies fiscal policy will be less 

restrictive in 2014 than it was in 2013. Japan is the exception. 

Its fiscal stance will change from roughly neutral in 2013 to a 

net contraction of a little over 2%-point in 2014. On balance we 

feel that the Japanese economy will slow down temporarily as 

the consumer will eventually recover because nominal wage 

growth should embark on a moderate upward trend. Also, rising 

confidence should make consumers more willing to allow lower 

savings to absorb some of the disposable income shock. In 

general, Japan benefits from a positive environment. First, 

Japanese corporations are in very good health. Second, as a 

result of the substantial easing of monetary policy Japanese 

financial conditions are at their most accommodative level in 

more than 20 years. We forecast that the Bank of Japan will 

give another big push towards the end of the first quarter.   

 

More signs of continued recovery in eurozone  

We moved the risk tilt from negative to neutral. The reason is 

that the business surveys now send a more uniform signal of a 

continued recovery. What’s more, momentum in the smaller 

peripheral countries is clearly surprising on the upside. 

Furthermore, there are some signs of positive structural reform 

changes in France and institutional changes in Italy. France  

has made a start in tackling its high wage costs by diminishing 

employers’ tax burden. In Italy, the two main parties have 

reached an agreement to simplify the electoral law and greatly 

diminish the power of the Senate. This should make Italy more 

governable and clear the way for economic reforms. While 

these developments are consistent with the typical European 

muddling through strategy, one should not forget that 

underneath progress is actually being made. Policy makers can 

be crucial for markets. We remind of the introduction of the 

OMT (Outright Monetary Transmission instrument) by the ECB. 

It was the start of a strong decline in peripheral bond yields.  

 

Real estate dividend yield vs. corporate bond yield 
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Source: Datastream, ING IM (January ’14) 
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Eurozone financial fragmentation is declining   

The decline in peripheral yields has continued in early 

2014. We have often argued that these yields are to some 

extent driven by self-fulfilling expectations as they lack the 

anchor provided by a sovereign liquidity backstop which is 

present in a country that prints its own currency. Of 

course, the OMT does provide such an anchor albeit in a 

more implicit and conditional way than e.g. in the US and 

the UK. Nevertheless, combined with the improved growth 

and policy momentum in peripheral space the OMT has 

set the stage for a mild version of a virtuous cycle between 

falling yields and an improved peripheral sovereign 

solvency outlook. 

 

We stick to our preference in cyclical sectors 

For our cyclical overweight the flash lights are to be found 

in the economic (surprise) indicators. Currently these are 

still going up. As long as this trend remains in place we will 

keep our overweight in the so-called end-user cyclical 

sectors (Technology, Industrials & Consumer 

Discretionary). These sectors benefit from the expected 

increase in capital expenditures and from a positive wealth 

effect. Considering weaker PMI figures in China, we have 

reduced our positioning in Materials from neutral to a small 

underweight position.  

 

Real yield in real estate is above corporate yields  

2014 could be a sweet spot for real estate investments 

offering a real yield that is above corporate yields in an 

environment of improving fundamentals (see graph). The 

graph illustrates the yield premium of selected real estate 

markets. For every market, the yield premium is positive. 

Taking into account the improved fundamentals, rental 

income and hence dividend payments have room to 

increase in 2014. For investors looking for yield, real 

estate remains therefore a valid alternative. 

 

We continue to be negative on emerging market 

momentum  

China remains central to the emerging market outlook. It 

seems that the Chinese economy is decelerating 

somewhat faster than expected, judging by the slowdown 

in industrial production, retail sales and fixed asset 

investment. Underlying this is the very difficult balancing 

act between reforms that diminish financial repression, on 

the one hand, and the fallout of the credit bubble in terms 

of, for example, overinvestment on the other hand.  

 

 

 

 
Sources: Thomson Datastream, Bloomberg. YTD data until 24 Jan 2014 

MSCI Regional Indices (EUR) % 

  17 - 24 Jan YTD 

MSCI World -3.25 -1.84 

MSCI Europe -3.23 -1.03 

MSCI Emerging Markets -3.20 -4.56 

MSCI US -3.52 -2.36 

MSCI Japan -1.62 0.01 

MSCI Developed Asia ex Japan -3.38 -3.53 

MSCI Sector Indices (EUR) % 

 17 - 24 Jan YTD 

MSCI World Energy -3.03 -3.34 

MSCI World Materials -4.15 -2.26 

MSCI World Industrials -4.10 -2.73 

MSCI World Consumer Discretionary -3.29 -2.99 

MSCI World Consumer Staples -1.85 -2.34 

MSCI World Health Care -2.85 1.20 

MSCI World Financials -4.11 -2.11 

MSCI World Information Technology -2.79 -0.98 

MSCI World Telecom Services -2.93 -1.69 

MSCI World Utilities -1.09 0.23 

  Bond & Credit Yields % 

 24 Jan 17 Jan 

10-yr Bund (Germany) 1.65 1.76 

10-yr Treasury (US) 2.74 2.83 

US Investment Grade Credits 3.14 3.16 

Euro Investment Grade Credits 1.84 1.86 

Global High Yield 5.78 5.58 

EMD Hard Currency 5.97 5.81 

Asian Debt Composite 5.24 5.23 

FX & Commodities  

 
24 Jan 17 Jan 

EUR/USD 1.369 1.358 

Crude Oil (WTI Spot, USD) 96.66 93.95 

DJ UBS Commodity index 255.71 252.01 

Economic Releases (27 - 31 Jan) 

 Date Consensus 

US – new home sales (MoM /SAA%)  27 Jan -1.1/459 

Germany – Business Climate IFO (Jan.)   27 Jan 110.6 

Japan – Small Business Confidence (Jan.)  28 Jan -- 

Eurozone – money supply M3 Dec. (YoY%)  29 Jan 1.7 

Eurozone – CPI estimate – Dec (YoY)  31 Jan 0.9 
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