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Investment Research — General Market Conditions   

    

Oil prices have risen sharply this week as OPEC on Wednesday said that its members 

agreed to cut output to around 32.5-33.0m bpd from the current level of 33.2m bpd. We 

believe that any sustained rise in oil prices is likely to be short-lived. Firstly, the proposed 

cut would be a small cut in supply (see Chart 1). Secondly, there is a risk that the OPEC 

countries will actually be cautious about handing market shares back to, for example the 

US, when the final agreement has to be reached on 30 November at the official OPEC 

meeting. If the market starts to doubt whether the deal will be carried out, oil prices could 

quickly reverse. Expect oil prices to stay highly volatile near-term, although moving higher 

over the medium term.  

Data for the global industrial (IP) cycle in September in the form of eurozone 

manufacturing PMI, German IFO and China’s Caixin PMI manufacturing have come out 

better than expected, supporting the case for a moderate recovery. It appears that relief that 

Brexit did not have a more damaging effect on sentiment is currently supporting 

investments and consumption in the eurozone. In China, we expect the recovery to hold up 

during most of 2016. However, we expect it to lose steam in 2017 as the fiscal stimulus 

fades, with the biggest boost to construction likely to fade as well (see Chart 2). 

Worryingly, the debt problem in China continues to worsen with the recent sharp credit 

creation only kicking the can further down the road (see Chart 3). US data are mixed, 

supporting our case that growth in Q3 is not as strong as many (including the Fed) believe.  

As such, global growth is currently moving sideways, but we see risks skewed to the 

downside, with political uncertainty in the US and Europe and rising protectionism 

potentially weighing on sentiment. This week, the World Trade Organisation (WTO) 

revised down its 2016 forecast for world trade to 1.7% and just 1.8% in 2017. 2016 marks 

the first year in 15 years in which world trade will grow slower than GDP growth – a truly 

worrying sign. Rising geopolitical risks centred on the West’s, particularly Europe’s, 

relationship with Russia, Turkey and the Middle East could weigh on sentiment.  
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Oil, China and the downside risk to growth  

Key points 

 OPEC supply cut is not a game 

changer. 

 Protectionism and geopolitics 

pose risks for global growth. 

 Core interest rates in Europe to 

stay depressed despite higher 

HICP inflation. 

 Europe’s banking woes are not a 

EUR negative; expect EUR/USD to 

remain in a narrow 1.10-1.14 

range. 

 We recommend a structurally 

underweight position in equities 

versus cash 

Chart 2:  China home sales to ease 

further – set to dampen construction 

into 2017 

 

Source: Macrobond Financial 

Chart 1:  OPEC’s cut is close to current levels 

 
Source: Macrobond Financial 
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What does all this imply for markets? We maintain our long-held view that interest rates 

will stay low for longer. A gradual increase in oil prices will clearly support our call that 

CPI inflation in the eurozone will rise. On Friday, September HICP inflation rose to 0.4% 

from 0.2% and we expect inflation to reach 1% in December. Still, a lot of the expected 

near-term rise in CPI will be driven by base effects and we expect that the ECB will revise 

its forecasts for core inflation downward.  

The current environment is neither very positive nor negative for the broad USD. We 

expect EUR/USD to be stuck in a tight range near-term in line with our 1M and 3M 

forecasts at 1.12. We view recent market turmoil regarding European banks, notably 

Deutche Bank, as having mixed EUR impacts. Deleveraging of non-eurozone assets by 

eurozone banks is a EUR positive while concerns about the potential negative impact on 

growth in the eurozone is a EUR negative. Our highest conviction view among major 

currencies is that the British pound (GBP) will weaken a lot further. The uncertainty 

with respect to when the UK will trigger Article 50 and the terms at which the country will 

withdraw from the EU will mitigate capital inflows to the country, in our view. This will 

weaken GBP given the UK’s large current account deficit. We expect EUR/GBP to edge 

substantially higher to 0.92 in 6M. 

We believe the global environment has negative implications for risky assets, including 

equities. The risk of set-backs is high due to stretched valuations and weak earnings. We 

recommend a structurally underweight position in equities versus cash.   

 

Global market views 

 
Source: Danske Bank Markets 

 

Chart 3:  China needs to deleverage in 

the corporate sector   

 

Source: Macrobond Financial 

Chart 4:  The energy drag will turn into 

a tailwind in Eurozone    

 

Source: Eurostat, Danske Bank  
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