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As 2017 drew to a close, many market participants heaved a
sigh of relief – not because the year had been bad but because
it hadn’t, despite all of the warnings.
Though it became clear that quantitative easing is on its way out
and that global central banks in the US, Europe and the UK had
shifted to tightening policy bonds didn’t seem to care. Equity
markets performed well, with the MSCI World reaching a new
all-time high, even though some of the looming votes – such
as Catalonia’s referendum – went exactly as badly as markets
had been fearing. Volatility didn’t return, and oil prices didn’t
scale the heights or collapse. It was a pretty solid year.
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As 2018 opens up ahead of us, we will be asking the same
questions over again: what are the key opportunities the year
will offer to investors, and how can they take advantage
of them? What are the most pertinent risks in the coming
12 months, and how can they be avoided?
One area to keep a close eye on is the evolving regulatory
environment. In this month’s ‘Regulations Insight’, Simon Abbott
notes that MiFID II will be in the spotlight, as will whatever
directives the UK chooses to implement as it sheds those of the
EU. And in the US, there is discussion of rolling back some recent
directives that could overhaul financial regulation of SMEs.
There is also the ticking time bomb of Brexit. Will Paris and
Frankfurt benefit from the UK’s withdrawal from the EU, or will
London seize the opportunity presented by a blank regulatory
canvas to create a new financial kingdom?
I hope that 2018 brings you a wealth of opportunities, and
that ‘Thinking Ahead’ can help you to grasp them. Please
send your thoughts and comments on the magazine to me
at ThinkingAhead@commerzbank.com.
Yours,
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CAUTIOUS OPTIMISM

Cautious optimism

PETER DIXON
Global Equities Economist
peter.dixon@commerzbank.com

Almost a decade on from the scarring impacts of the Lehman’s

immediately feel the benefit. This also poses a problem for

bankruptcy the global economy looks to be on a solid footing,

central banks, which wish to take back some of the monetary

with global growth in 2018 expected to be the fastest since

easing in place for the last nine years. Indeed, the Fed is likely

2011. The regional composition also increasingly looks more

to tighten more aggressively in 2018. With all the good news

balanced, with slower growth in China and clear signs of healing

already in asset prices, and valuations stretched, there is an

in the eurozone. But weak productivity growth and wage

argument that investors should take some risk off the table

inflation in the industrialised world mean that people may not

as a hedge against potential downside risk.
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Ten years on

represent a wild card: having raised interest rates five times

It is now more than ten years since the first indications of the

in the last two years, it has started to reduce its balance sheet

looming financial crisis began appearing on our radar screens.

in a process which will gather pace in the course of 2018. To

In the summer of 2007, banks began to curtail redemptions

the extent that the stock of assets, rather than the flow of

from funds which were heavily invested in collateralised debt

purchases, is decisive for monetary policy, this reduction –

obligations and sub-prime bonds. This set in train a series

coupled with the anticipation of further rate increases –

of events that culminated in the bankruptcy of Lehman’s in

represents substantive monetary tightening.

September 2008, which triggered the biggest economic and
financial crash in 80 years. A decade on, and we are only now

Emerging markets, which have been the key drivers of growth

beginning to see indications

since 2009 – particularly China – will face additional headwinds

that the scars inflicted

from the prospect of US monetary tightening. Indeed, the

‘There are increasing

upon the industrialised

coming years will prove crucial for China which has recently

signs that the global

world are healing.

emerged from the five-yearly Party Congress. After four
decades during which GDP growth has averaged 10% per

economy has turned
There are increasing signs

annum, the economy is moving onto a lower glide path with

that the global economy

growth expected to average closer to 6% over the next two

has turned a corner, with

years. Moreover, China is highly indebted and suffering from

evidence that resurgent economic confidence, particularly in

overcapacity in key industries: 2018 can thus be expected to

Europe, is beginning to match the optimism which has long

be a year during which China’s transformation from a heavily

been a feature of financial markets. But markets themselves

industrialised emerging market to a more mature economy

appear to be very much in the late stages of a cycle which

continues apace.

a corner.’

is about to enter its tenth year. Concerns continue to be
credit world spreads remain narrow and covenant lite issuance

Economic upswing in place but not without
problems

is on the rise. Central banks remain in expansionary mode

Although the global economy is gaining momentum, the NBER’s

which suggests that the markets are likely to receive continued

Business Cycle Dating Committee reckons that the US economic

monetary support through 2018. But the actions of the Fed

cycle has been in an upswing phase since June 2009. This implies

Chart 1: Signs of more sustainable recovery in the offing

Chart 2: The US expansion has been long but not strong

expressed about the overvaluation of equities, whilst in the
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diese Bildhöhe ist flexibel

that the cycle has now been in place for 102 months versus

all-time high on data back to 1960. This in part reflects the

an average of 39 months over the 33 cycles identified by the

ongoing strength of global activity but also the fact that

National Bureau of Economic Research (NBER) since 1861.

domestic demand looks much more resilient, with consumer

Perhaps of more relevance is that over the 12 cycles since 1945,

activity supported by rising employment and decent wage

the US upswing has extended for an average of 60 months.

growth. Perhaps more importantly, other economies of the

Whichever way we look at it, the current US expansion looks

European Economic and Monetary Union (EMU) are also

long in the tooth. Assuming no significant downturn in the first

showing more dynamism. If our forecast for Italian GDP

half of the year, it will soon surpass the cycle of 106 months

growth of 1.5% is realised in 2018, the two-year average

registered between February 1961 and December 1969,

growth rate would be the fastest since before the financial

making it the second-longest expansion in recorded history

crisis (the same would be true for Greece, Portugal and the

(the longest is the 120-month expansion between March 1991

Netherlands, see Chart 1).

and March 2001).
However, it is notable that the recovery has been relatively
The European economic cycle has taken longer to get going,

weak across the industrialised world. Even in the US, where

but there are increasing signs that a decent recovery is now

the expansion began early, the recovery has been far weaker

taking hold. This will help to push 2018 global GDP growth

than in past cycles, with GDP expanding by 20% from the

to around 3.8% – its strongest since 2011. In Germany, for

trough, compared to 54% during the 1960s cycle and 37%

example, the ifo business climate index recently touched an

during the 1990s (Chart 2). However, the US labour market

7
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has shown a very robust performance with employment

productivity, it will be difficult to generate a sustainable

expanding by 13% since the market bottomed out in 2010, with

increase in living standards across Europe and the US.

the jobless rate now at levels consistent with full employment.

Second, without a recovery in productivity to drive wages,
it is difficult to see what will generate the pickup in inflation

This exemplifies a problem which has occupied policymakers

which will give central banks the confidence to take back

for some time: weak output and strong job growth is a

monetary easing more quickly.

pattern typical of a low productivity environment. Moreover,
this absence of productivity growth is one reason why real

The inflation-productivity conundrum

wage growth has remained extremely sluggish across the

Productivity is the main long-term driver of growth. According

industrialised world, and these issues have two important

to the economist Paul Krugman, ‘productivity isn’t everything,

consequences. First, without a more significant recovery in

but in the long run it is almost everything.’ To illustrate the

8
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extent of the slowdown, we use a long-run data set for the UK

unemployment has not resulted in faster wage growth. It

going back 250 years. The average increase in output per hour

certainly appears that there have been structural shifts in

throughout the twentieth century was 2.1% per year: over the

the labour market across the industrialised world with the

last seven years, UK average annual productivity growth has

result that wages are less responsive for any given rate of

been the weakest in at least a century (Chart 3). Whilst the

unemployment. Chart 4

problem may be more acute in the UK, a similarly sluggish

shows our estimates of

productivity picture is also evident in the US.

the so-called Phillips curve

‘One of the great curiosities

for the US – the extent to

is why low unemployment
has not resulted in faster

Various reasons have been put forward as to why it has been

which wage inflation is

so weak in the wake of the great recession. Amongst them

negatively correlated with

are the possibility of measurement error in an economy which

the unemployment rate.

is increasingly service-oriented; a lack of investment; or the

The post-recession curve

possibility that many of the innovations today represent less

is both lower and flatter than that prevailing prior to 2008. Thus,

of a leap forward than those of the past, such as the steam

for example, at current unemployment rates around 4% the post-

engine or electrification. There is no single convincing answer.

recession relationship would be consistent with wage growth

Indeed, the weakness of productivity and wage growth appears

of 2.6% versus 4% before the recession. As with the productivity

to be a self-reinforcing spiral in which labour has become so

problem, there is no single explanatory factor: it may be that

relatively cheap that it encourages firms to substitute labour

workers’ inflation expectations were scarred during the

for capital which curbs productivity. This might suggest that

recession, but it is a puzzle for central bankers and makes

once the pool of excess labour shrinks further, companies will

life difficult for workers across the industrialised world.

wage growth.’

be forced to invest which will boost output at a faster pace

The monetary policy response in an uncertain world

than employment.

Having cautiously begun raising interest rates in 2015, the Federal
Nonetheless, this does make life for central bankers more

Reserve has since implemented five increases, each of 25 basis

difficult than they once envisaged. With unemployment in the

points. This process is expected to continue in 2018, and we

Anglo-Saxon world now at rates which were once considered

look for the funds rate to increase by a further 75 basis points

full employment, one of the great curiosities is why low

before year end. So far, markets have shrugged off the policy

Chart 3: The worst productivity perfomance for a century

Chart 4: US wages are less responsive for any given level of unemployment
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tightening, but the Fed’s planned balance sheet reduction could

than bonds in yield terms. But there is a nagging sense that

prove to be a more important catalyst for change.

the surge in US equities is increasingly reliant on a narrow
base of stocks. The so-called FANG stocks (Facebook, Amazon,

Initially the process of reduction will be slow: we anticipate a

Netflix, and Alphabet) accounted for roughly 17% of the rise in

decline of less than USD 300 billion in 2018 relative to a balance

the S&P 500 in 2017; if we add Apple, this figure rises to 25%.

sheet of USD 4.5 trillion. But as Chart 5 indicates, there is a

A market which is so dependent on tech stocks is clearly

strong degree of correlation between the surge in the Fed’s

vulnerable to a shift in sentiment.

balance sheet since 2009
and the rally in US equity

On this side of the Atlantic, the European Central Bank (ECB)

‘There is indeed a sense

markets. This is, of course,

will not face quite the same policy dilemma, but like the Fed

that investors are

exactly what was planned:

in 2013 it must deal with the consequences of tapering asset

central bank government

purchases, having announced in late 2017 that it will buy at a

bond purchases essentially

reduced pace in 2018. Moreover, the ECB will have to deal with

put money in the pockets

other problems. Unlike the Fed, it does not buy the bonds of a

increasingly reluctant bulls.’

of institutional sellers of bonds which then looked for higher-

single government but rather those of all EMU members, and has

yielding alternatives, such as equities. But the flip side of this

made it clear that it will not hold more than 33% of any issuer’s

policy is that if the process works in reverse, the Fed risks taking

outstanding securities in order to ‘mitigate the risk of the ECB

some of the air out of the asset bubble in a way which is not

becoming a dominant creditor of euro area governments.’ But on

wholly foreseeable.

current purchasing patterns, it threatens to breach the 33% limit
for Germany in the course of the year. This might result in the

There is indeed a sense that investors are increasingly reluctant

ECB having to scale back its purchases of Bunds whilst increasing

bulls, and it may not take much to trigger a change in sentiment.

purchases of bonds from other countries, which may introduce

Equities continue to trade on very high price/earnings (P/E)

a very different dynamic into the European bond market.

multiples, for example, but investors continue to buy because
they cannot afford to miss out (Chart 6). In any case, the equity

The risks

dividend yield remains higher than that on bonds, thus, even if

If investors have learned anything in recent years, it is that we

equities were to trade sideways, they are still more attractive

have to be aware of the risks surrounding our central case.

Chart 5: How will Fed balance sheet reduction impact assets?

Chart 6: US equities have rarely been so overvalued on a P/E basis
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After all, awareness of what might go wrong is a critical part

matter of course these days, and it is increasingly apparent

of avoiding the worst-case outcomes. One of the biggest risks

that many such attacks are not conducted by lone hackers but

on most investors’ radar screens is the possibility of a more-

by sophisticated entities, often with state backing. Such issues

severe-than-anticipated market correction. The combination

are increasingly taken seriously by regulators, and as we have

of elevated valuations and the prospect of additional Fed

regularly pointed out, whilst most attacks are unsuccessful,

tightening are certainly issues to bear in mind, particularly in

hackers only have to get lucky once in order to succeed. This

view of the apparent lack of market concern regarding risks.

may be a tail risk but it continues to rise up the worry list as

Indeed, measures of equity option volatility such as the Vix

each new year dawns.

have traded at historical lows during 2017, which does not
appear justified by mounting geopolitical risks.
Another tail risk worth watching is the fallout from a potential
bursting of the Bitcoin bubble where the surge in valuations
during 2017 is unlikely to be sustained. Whilst a market
correction should not in theory impact on the wider financial
markets, given the relatively small amount invested in digital
currencies, it could have wider implications if it prompts a
wider reassessment of risky investment decisions.
Brexit issues may well continue to linger in certain corners of the
market in 2018. Although we assume that the UK and EU27 will
be able to agree on a transitional arrangement which protects
the UK’s trading relationships with the EU beyond March 2019,
the likelihood of twists and turns along the way may make life
uncomfortable for investors in sterling.

LAST WORD
Many of the worst-case outcomes feared for 2017 did not
materialise. European politics did not deliver the much-feared
outbreak of populism, and both the US economy and markets
shrugged off the Donald Trump effect. Indeed, at the end of 2017
his planned US tax reform looks set to be adopted into law.
The economy and markets remain underpinned by expansionary
monetary policy, and there are indeed signs that the global
economy will perform strongly again in 2018. But from a market
perspective, all the good news would appear to be in asset prices.
Thus, whilst there are good reasons for investor optimism as we
look forward to the year ahead, it may also not hurt to take some
risk off the table.

More generally, cyber risks are increasingly likely to be a cause
for concern. Cyberattacks on well-established firms are a

11
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It’s not the end of the world
as we know it

ALEXANDER KRÄMER
CFA, FRM
Senior Cross Asset Strategist
alexander.kraemer@
commerzbank.com

In 2018, a ‘megatrend’ should come to an end: the era of

expected to change in 2018 is the trend of the dollar: it should

increasing central bank balance sheets. But this is by no

strengthen as the Federal Reserve continues with its rate hike

means the end of the world as we know it – a world where

cycle; markets price hikes beyond 2017. This should increase

central bank policies support risky assets. Central banks will

the pressure on emerging markets and see investors that piled

maintain their large balance sheets in 2018, the European

into the asset class in 2017 pull out of it in 2018. We cut our

Central Bank (ECB) and the Bank of Japan (BoJ) will continue

exposure to both emerging-market debt and equity. And finally,

with their very accommodative policy – and this should keep

early 2018 might deliver an inflation surprise: after markets got

(longer-term) yields at very low levels. With also global

used to continued inflation disappointments in the US, it seems

growth expected to maintain the higher growth it shifted

likely that one driver of the drop in core inflation – car prices –

to in 2017, risky assets should remain supported in 2018

will start to rise again. In combination with the impact from

and equities the asset class of choice – despite stretched

the dollar weakness over 2017, there is potential for positive

valuations and record-low volatilities. One thing that is

US inflation surprises.
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In 2017, taking risks paid off

towards a more late-cycle trending market: global growth

The appreciation of the euro over summer hurt euro investors.

rose by 3.7% after having hovered around at 3% for the previous

Not only the returns in foreign-denominated assets were strongly

five years, and central banks remained very accommodative

reduced – euro area stocks were shed as a consequence of

with the size of global central bank balance sheets growing

the strengthening euro. Despite these Forex (FX) turbulences,

by circa 20%.

it paid off for investors
to take risks: equities

Not many things will change in 2018 …

‘Despite Forex

outperformed, followed

A question for 2018 is whether volatility will eventually rise

turbulences, it paid off for

by credit and sovereign

from the very low levels of 2017. The setup does not suggest

investors to take risks.’

fixed income (Chart 1).

this. Our economists expect a similar global growth for 2018 as

Truly negative returns were

in 2017. And also central bank policy will not change materially

only observed for a few

from 2017: the Fed is expected to hike rates three times in

assets, among them investments in German bonds as a yield

2018 – similar to 2017, and continue with the reduction of its

of 0.2% on ten-year German bonds at the beginning of

balance sheet. The ECB and the BoJ will continue with net

2017 didn’t provide enough cushion to weather an increase

asset purchases, albeit at a slower pace. The most important

by 0.1 percentage points to 0.3% in early December.

thing, however, is the fact that global central bank balance
sheets will remain very large and even slightly increase further

One of the most striking developments of 2017 was not that

(Chart 3). As a consequence, the scarcity of investable (higher-

risk assets performed well though – one year ago we suggested

yielding) assets will prevail and continue to force investors into

staying ‘strategically constructive for equities and corporate

riskier asset classes like equities. This should keep a lid on equity

bonds’.1 At the same time we expected volatility to rise

market volatility as investors remain eager to buy any dip.

gradually and expected volatility spikes every once in a while.
Well, volatility spikes occurred, but at much lower levels as

It is not only a lack of alternatives that makes equities the asset

global equity markets turned out to be more trending than

class of choice also in 2018. Earnings growth of around 9%

trading (maybe with the exception of the euro area stock

and a dividend yield of 3% leave 8% to 10% upside for equities

market, see Chart 2). We believe that two things were the main

when taking into account that after the multiple expansion

driver behind this change from a mid-cycle trading market

in late November, multiples could potentially contract slightly.

Chart 1: Euro strengthening weighed on returns for euro investors; dollar depreciation supported US assets
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Chart 2: Volatility to remain low in 2018

Chart 3: Central bank asset holdings to remain high in 2018

Aggregated central bank balance sheets of Fed, BoE, ECB, BoJ, Riksbank, SNB; change year-on-year
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It goes without saying that the continued asset purchases of

started over the summer (Chart 4). And finally, the 2017 dollar

central banks will also keep yields low – which means that also

depreciation is likely to result in higher imported inflation, with

in 2018 there shouldn’t be many assets the returns of which

the major push to import prices in the year-on-year comparison

will be negative.

yet to come as the year-to-date depreciation of circa 7% in the
trade–weighted greenback occurred after the sharp appreciation

… but a few will

in late 2016. While inflation surprises are likely to result in some

And while performance-wise 2018 is likely to be very similar

interest rate volatility in the first half of 2018, they will also see

to 2017, there are a few things that will be different – and

the markets confidence increasing that the Fed will indeed hike

they are of great importance for tactical asset allocation.

rates three times in 2018 – and that further hikes will come in 2019.

US inflation deserves special attention. Markets have gotten

Pricing a full rate hike cycle will also have consequences for

used to continuously disappointing inflation readings and

the greenback – it is expected to strengthen. While euro

turned complacent in our view. There are a few factors that

area stocks are likely to benefit from this, emerging markets

suggest that in 2018 US (core) inflation will surprise on the

should suffer as they benefited from the fact that they still

upside in the first quarter.

offered a decent real yield. This resulted in continued fund

First, the base effect

inflows both to equity and bond funds (Chart 5). These inflows

‘The 2017 dollar

from the price war in the

could now turn into a burden for emerging markets: as the

depreciation is likely to

wireless communication

depreciation of their currencies continues, investors are likely

result in higher imported

sector will vanish. Second,

to increasingly take profits. We are therefore increasingly

inflation.’

another driver of recently

cautious in this regard.

lower core inflation has
been the decline of used

For those wondering about inflation in the euro area: we do not

car prices in 2017. This is likely to come to an end as the

expect a significant increase. Despite the recent increase in oil

Manheim Used Vehicle Value Index (based on wholesale prices)

prices, the effect on inflation is likely to remain limited – due to

suggests. While the latest spike was driven by unusually high

the appreciation of the euro in summer 2017. The appreciation

demand in the aftermath of the hurricanes, there has been an

of the euro itself is also likely to have a dampening effect

underlying trend towards higher used car prices that already

on euro area core inflation – at least in in the first half of 2018.

Chart 4: Wholesale prices for used cars are already spiking –
US inflation to follow?

Chart 5: Strong inflows to EM funds in 2017
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What could go wrong?
Despite our constructive stance on risk assets, there are few
things that could go wrong over the course of 2018. A
pronounced tech sell-off after the recent gains, for instance,
could weigh on equity
sentiment. The change of
‘Potentially the largest risk:
US economy could not be
able to cope with three rate
hikes in 2018.’

power in Saudi Arabia could
destabilise the region and
push the oil price north
of USD 80. And potentially
the largest one: the US
economy could not be able

to cope with three rate hikes in 2018. The indebtedness of US
corporates is already quite high, and at some point in time
(and at a certain rate level) this could lead to refinancing issues
(Chart 6). In addition, the US tax reform is likely to see the
US household deficit increasing – which needs to be financed
by the issuance of new bonds. With the Fed’s balance sheet
reduction arriving at full speed at the end of 2018, investors
might be confronted with a greater availability of high-grade
fixed income paper. The consequence would be less demand
for risky assets than we currently envisage – and usher in the
era of asset price disinflation sooner than thought.

1 ‘Ten core convictions for 2017 – turned but not ramped up’, Thinking Ahead January 2017, p. 13.

Chart 6: Indebtedness of US corporates – a risk to our constructive view
US debt as percent of GDP
Percent
110

50

100

48

90

46

80

44

70
42

60

40

50

38

40
30

1990

1994

Households (left)

1998

2002

Government (left)

2006

2010

2014

36

Corporate (right)

Source: Bloomberg, Commerzbank Research
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Rising risks to the status quo

PETER WESTAWAY
Chief Economist and Head of
Investment strategy, Vanguard
Europe
peter.westaway@vanguard.co.uk

Vanguard economic and market outlook
for 2018

Global investment outlook: Higher risks, lower
returns

Global economic outlook: An inflation scare?

Elevated valuations, low volatility, and secularly low interest rates

The financial markets’ low volatility underscores investors’

are unlikely to be allies for robust financial market returns over

For 2018 and beyond, our investment outlook is modest, at best.

conviction that the long-term global economic trends of modest

the next five years. Downside risks are more elevated in the equity

growth and tepid inflation will also define shorter-term cycles.

market than in the bond market.

But risks lie in mistaking the trend for the cycle.
In our view, the solution to this challenge are not shiny new
The most pronounced risk in our 2018 outlook is that already

objects or aggressive tactical shifts. Rather, our market outlook

tight global labour markets will grow tighter, finally leading to

underscores the need for investors to remain disciplined and

a cyclical uptick in inflation. A wage or inflation spike in 2018

globally diversified, armed with reasonable return expectations

could lead markets to anticipate a more aggressive normalisation

and low-cost strategies.

from historically low interest rates just as central banks are either
normalising monetary policy or contemplating doing so, thereby

What follows is a brief overview of our economic and investment

producing a market-rattling shock.

outlook for 2018.
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Economic growth: Unemployment, not growth,
is the key

In 2018, the growing impact of cyclical factors such as tightening

We expect economic growth in developed markets to remain

nadir in commodity prices is likely to push global inflation higher

moderate in 2018, while strong emerging-market growth should

from cyclical lows. The relationship between lower unemployment

soften a bit. Yet, investors should pay more attention to low

rates and higher wages (Chart 1), pronounced dead by some,

labour markets, stable and broader global growth, and a potential

unemployment rates than

should begin to re-emerge in 2018, beginning in the US.

GDP growth at this stage of
‘Our market outlook

the cycle for prospects of

Monetary policy: The end of an era

underscores the need for

either higher spending for

The risk in 2018 is that a higher-than-expected bounce in wages –

capital expenditures or

at a point when 80% of major economies (weighted by output)

wage pressures. We see low

are at full employment – may lead markets to price in a more

unemployment rates across

aggressive path or pace of global monetary policy normalisation.

many economies declining

The most likely candidate is in the US, where the Federal Reserve

investors to remain disciplined
and globally diversified.’

further. Improving fundamentals in the United States and Europe

is expecting to raise rates to 2% by the end of 2018, a more rapid

should help offset weakness in the United Kingdom and Japan.

pace than anticipated by the bond market. The European Central

China’s ongoing efforts to rebalance from a capital-intensive

Bank is probably two years away from raising rates or tapering

exporter to a more consumer-based economy remains a risk, as

bond purchases, although a cyclical bounce may lead to a market

does the need for structural business-model adjustments across

surprise. Overall, the chance of unexpected shocks to the

emerging-market economies. We do not anticipate a Chinese ‘hard

economy during this tightening phase is high, as is the chance

landing’ in 2018, but the Chinese economy should decelerate.

that balance-sheet shrinkage will have an unpredictable impact
on asset prices.

Inflation: Secularly low, but cyclically rising
Previous Vanguard outlooks have rightly anticipated that the

Investment outlook: A lower orbit

secular forces of globalisation and technological disruption

The sky is not falling, but our market outlook has dimmed. Since

would make achieving 2% inflation in the US, Europe, Japan,

the depths of the 2008–2009 global financial crisis, Vanguard’s

and elsewhere more difficult. Our trend view holds, but the

long-term outlook for the global equity and bond markets has

cycle may differ.

gradually become more cautious – evolving from bullish in 2010

Chart 1: Low unemployment … and low wage growth

Chart 2: Expect lower investment returns1

Same phenomenon in the UK as in the US
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RISING RISKS TO THE STATUS QUO

diese Bildhöhe ist flexibel

to formative in 2012 to guarded in 2017 – as market returns

yield remains centred near 2.5% in 2018. Overall, the risk of a

have risen with (and even exceeded) improving fundamentals.

correction for equities and other high-beta assets is projected

Although we are hard-pressed to find compelling evidence of

to be considerably higher than for high-quality fixed income

financial bubbles, risk premiums for many asset classes appear

portfolios; balanced portfolios are expected to stunt a rise in

slim. The market’s efficient frontier of expected returns for a unit

return volatility.

of portfolio risk now hovers in a lower orbit (Chart 2).
Based on our ‘fair-value’ stock valuation metrics, the medium-run
outlook for global equities has deteriorated a bit and is now
centred in the 4% to 6% range. Expected returns for the US
stock market are lower than those for international markets,
underscoring the benefits of global equity strategies in the face
of lower expected returns.
And despite the risk for a short-term acceleration in the pace
of monetary policy normalisation, the risk of a material rise
in long-term interest rates remains modest. For example, our
fair-value estimate for the benchmark 10-year U.S. treasury

1 Notes: Forecast corresponds to distribution of 10,000 VCMM simulations for ten-year annualised real returns as of September 2017 in GBP for asset classes highlighted here. For details,
see Vanguard’s economic and investment outlook (Davis et al., 2016).
	IMPORTANT: The projections or other information generated by the VCMM regarding the
likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results, and are not guarantees of future results. Distribution of return outcomes
from the VCMM are derived from 10,000 simulations for each modelled asset class in GBP.
Simulations are as of September 2017. Results from the model may vary with each use and
over time.

Commerzbank Disclaimer
The views expressed in this article are those of the author and may differ from the published
views of Commerzbank Corporate Clients Research Department, the communication has been
prepared separately of such department. No representations, guarantees or warranties are
made by Commerzbank with regard to the accuracy, completeness or suitability of the data.
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2018 regulation – Brexit, Dodd
Frank reform and MiFID II go live

SIMON ABBOTT
Senior Regulatory Manager
simon.abbott@commerzbank.com

The Christmas holidays inevitably turn our thoughts to some well-

The first question fire will undoubtedly be: why does MiFID II

deserved time off, too much turkey, and spending time with family.

start on 3 January 2018 when 2 January is the first business

However, in the regulatory space things are less festive; this is without

day? In case it comes up in a pub quiz: the answer is that the

doubt the busiest time of the year, with a number of regulations

original implementation date was 3 January 2017, which was

going live early next year and the user acceptance testing in full

actually the first business day of that year. However, when the

swing. This will be the picture in every financial services firm,

European Parliament voted for the delay it was for exactly one

and subject matter experts are busy preparing for the avalanche

year (and not for 364 days) which resulted in this somewhat

of questions when sales and trading return from their holidays.

quirky anomaly.
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2017 in review: Some essential breathing space

begin to see what strategies rivals have introduced and how

When looking back at 2017, I shudder at the thought of where

these compare to their own offerings. Investors will also begin

the market would be if the above-mentioned delay of one year

to receive the pre- and post-trade transparency provided

had not been granted for MiFID II and KIDS for PRIIPs. The

under MiFIR, and it will be very interesting to see the impact

delay was instigated to allow firms extra time to prepare and

this has on client behaviour, and – if significant – how firms

implement something solid and sustainable, but even with

organise themselves to realign with client requirements and

12 extra months in hand, there is still a significant amount of

provide them with added value.

uncertainty when it comes to what the market will look like
on 3 January. Recent surveys of MiFID II compliance revealed

Of course, there is also Brexit looming on the horizon.

a broad range of confidence, with some firms feeling very

Significant progress has apparently been made on the terms

underprepared while, at the other end of the scale, the more

of the UK exit at the time of writing. Over 2018–19, therefore,

bullish firms expect to be entirely finished well before the

the details will need to be hammered out, with a transition

go-live date. I suspect that most firms will be looking for the

period looking ever more likely. Financial services will clearly

first quarter to develop some market consensus on some of

bea very interesting area for both the EU and UK. Paris and

the areas with significant outstanding questions such as third-

Frankfurt are looking to benefit from the UK withdrawal. On

country venues and their equivalence. I also expect the European

the UK side, meanwhile, there is a feeling that a favourable

Securities and Markets Authority (ESMA) to intervene in the

deal with the EU could deliver opportunities to expand

short term where necessary to remove uncertainty, to allow

London. These opportunities hang on what the UK is willing

markets to function efficiently and to provide the required level

to offer in terms of which regulations it will and won’t enforce:

of liquidity and execution capability.

Financial transaction tax? Bonus cap?

When it comes to the systematic internaliser space, I also expect

There is also discussion in the U.S. Senate regarding new

some longer term policy decisions to be announced. It appears

legislation that would significantly affect financial regulation

that the number of systematic internalisers being registered is

for small and medium-sized firms. It remains to be seen

heading towards three figures, and the decision to link the role

whether any changes that dramatically alter the regulatory

with post-trade transparency appears to have been a major

regime could be pushed through the US legislative process

factor in firms choosing this strategy.

with cross-party support.

With 2017 being entirely dominated by MIFID II and KIDS for

It promises to be an exciting year, with Brexit discussions

PRIIPs, developments in other areas have been very much on

likely to be driving the strategic discussions for regulatory

the periphery, even though they are very significant in and

specialists and longer term planning ramping up a gear or two.

of themselves. Plans for an EU-wide financial transaction tax

If the Brexit result is as ‘soft’ as discussions currently suggest,

continuing to rumble away in the background, with the various

then it would certainly make the impact on financial services

stakeholders unable to agree on the finer details, and arguably

significantly less than a ‘hard’ Brexit, with the UK reverting

Brexit taking priority. We also saw the eagerly awaited

to World Trade Organisation tariffs and procedures. I look

benchmark regulation released, with firms having to categorise

forward to exploring some of these issues over the next year

themselves as administrators and users of benchmarks and

and sharing my thoughts and insights.

put in place processes and systems to manage those activities.
Finally, we saw the impact of the change in US administration

To round off the year, we have created a consolidated brochure

with no further news on security-based swaps reporting, which

encompassing these and more regulatory topics, and we will

would be next phase of financial regulation in the US, and the

be distributing this shortly. You can also view the brochure

emergence of Dodd Frank reform discussion in the U.S. Senate.

online here: https://fim.commerzbank.com/featured-insights/
regulatory-corner/regulatory-insight-2017.

2018: Big questions about Brexit
Without doubt, MiFID II developments will be scrutinised by
firms as ESMA releases further information and investment firms
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Commerzbank has been awarded
retail investment product of the
year at Risk Awards 2018
We’re delighted to announce the Commerzbank/Mattioli

selection expertise has have already proven to be an attractive

Woods Structured Products Fund has been awarded retail

proposition to many retail investors, evident by the

investment product of the year at the highly prestigious Risk

GBP 150 million of AUM the fund has raised after only one year.’

Awards 2018.
The fund has brought real innovation to the UK retail structured
The fund, which is a first, is a collaboration between EMC and

products market by enabling Mattioli Woods to replace the

the client, Mattioli Woods plc, a Leicester-based UK Asset

traditional ‘Plan’ wrapped structured products with an EMC

Manager with GBP 12 billion assets under management (AUM).

Asset Management fund. By doing so it provides a remedy

EMC Asset Management created and managed a portfolio

to issues of bank credit risk, undiversified market exposure,

of structured assets in a regulated UCITS (Undertakings for

uncompetitive pricing, transparency, liquidity and

Collective Investment in Transferable Securities) fund working

administration charges. The fund is collateralised with UK

closely to the requirements of Mattioli Woods. Thomas

gilts and the investment return is provided by swaps bought

Timmermann, CEO of EMC Asset Management observed

in a best execution auction of market providers.

that: ‘The fund could prove a catalyst for developing further
interest in structured investments via regulated collectives.

A range of structured products highly tailored to the customer

The UCITS framework combined with diversification and

requirements is provided by EMC Investment Products. The
UK and Ireland sales team expect to see this type of solution
becoming a staple in the UK market and beyond in 2018. Ben
Board, Head of UK Sales, would like to thank all the teams and
Commerzbank personnel involved in making the Bank a leader
in the UK structured products market.
You can read a full award summary up on www.risk.net.
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ASSET AND PORTFOLIO MANAGEMENT

ETF Market Making

FRANK MOHR
Head of ETF Sales Trading
frank.mohr@commerzbank.com

November was a month marked by divergence between

With regards to sectors, financials dominated the month, taking

international equity markets. On the one hand the MSCI World

26% of all trades. In terms of regional performance, the DJ US

reached a new all-time high, aided by surging US stocks in

Banks Index reached a new bull-market high at the end of the

particular. With the US dollar falling against the euro and various

month; European banks, by contrast, came under pressure and

other major currencies, the Dow Jones Industrial gained also

lost more than 2%. Overall, technology was the second most

around 4.8%. Some individual sectors performed very strongly:

active sector with a share of 18% and a focus on the buy side,

Nasdaq Transportation and Nasdaq Telecommunication rose

followed by energy (12%) and real estate (8%). Interestingly,

8.5% and 6.7% respectively over the month.

real estate was the only sector in Europe which ended the
month in the black, gaining 0.5% during November.

On the other hand, European markets overall experienced a
tough four weeks on the back of the stronger euro, with the

Turning to fixed income, US-dollar-denominated corporate

broad-based STOXX Europe 600 losing 2.2%. Scandinavian

bond yields rose modestly on the back of higher treasury

countries were the worst performers in the region, though

yields back amid expectations that the US Federal Reserve

Swiss stocks managed to stay stable with heavyweight Nestlé

would continue raising interest rates. In contrast European

hitting a fresh all-time high at the end of the month. Emerging

yields stayed stable. Unsurprisingly, given this backdrop, the

markets, meanwhile, underperformed developed countries by

most traded underlying was the Markit iBoxx USD Liquid IG

around 1.8%. Amongst the larger emerging-market countries,

and Markit iBoxx USD LQ IG IR Hedged. These were followed

Brazil was the worst performer, with a loss of 3.2%.

on the buy side by CBK Bund-Future Short.

From an ETF perspective, more than 162,594 transactions were

Commodities had a difficult month despite the weaker US

executed. The flow was weighted heavily in favour of equities at

dollar. The Bloomberg Commodity Index lost around 0.5%,

85%, with just 12% going to fixed income and 3% to commodities.

even as oil prices rose and gold and copper stayed stable,

The most actively traded underlying index was the S&P 500,

with silver selling off at the end of the month. The most traded

which netted a 9% share of all trades executed. Consequently,

underlyings were ETFS EUR Daily Hedged Industrial Metals

the US was the most active region overall in November. Europe

DJ-UBSE and S&P GSCI Silver, which together took around

came in second, with the EURO STOXX 50 and DAX following

97% of all commodity trades.

the S&P 500 with their shares of 8% and 6% respectively.
Emerging markets took a 4% share and China 2% in addition.
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Commerzbank ETF flow from 01/11/2017 to 30/11/2017
Asset class
in % of total

Client
sell

Asset class
Underlying

48%
85%

12%

3%

41%

Asset class
Underlying

52%
Equity

44%

Equity

4%

EURO STOXX 50

5%

S&P 500

4%

S&P 500

4%

EURO STOXX 50

3%

DAX

3%

DAX

3%

MSCI World

3%

MSCI World

1%

MSCI Japan

1%

MSCI Emerging Markets

1%

MSCI Emerging Markets

1%

MSCI Japan

1%

STOXX Europe 600

1%

MSCI EMU

0.91%

MSCI EMU

0.85%

MSCI Europe

0.75%

MSCI Europe

0.59%

EURO STOXX Banks

0.58%

iShares Automation & Robotics

5%

Fixed income

1%

6%

STOXX Europe 600

Fixed income

0.97%

Markit iBoxx USD Liquid IG

0.97%

Markit iBoxx USD Liquid IG

0.95%

Markit iBoxx USD LQ IG IR Hedged

0.95%

Markit iBoxx USD LQ IG IR Hedged

0.43%

Barclays Euro Agg Bond

0.89%

CBK Bund-Future Short

0.33%

Barclays Euro Agg Corps

0.30%

Barclays Euro Agg Corps

0.17%

Markit iBoxx Liquid High Yield

0.25%

Barclays Euro Agg Treasury 1-3 Yr

1%

Commodity

2%

Commodity

0.50%

ETFS EUR Daily Hedged Industrial Metals DJ-UBSE

0.50%

ETFS EUR Daily Hedged Industrial Metals DJ-UBSE

0.47%

S&P GSCI Silver

0.48%

S&P GSCI Silver

0.09%

Brent Oil

0.29%

CBK Commodity ex-Agriculture EW

0.04%

LBMA Gold Price

0.08%

CBK Commodity ex-Agriculture TR H

0.02%

MS Long Gold Euro Hdg

0.04%

LBMA Gold Price

Source: Commerzbank, ETF Market Making. Data as of November 2017
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Client
buy

ETF MARKET MAKING

Underlying

4%

ComStage ETF

EURO STOXX 50

50%

50%

Percent

2%

iShares ETF

DAX

45%

55%

4

2%

iShares ETF

Markit iBoxx USD
Liquid IG

50%

50%

2

2%

iShares ETF

EURO STOXX 50

78%

22%

2%

iShares ETF

Markit iBoxx USD LQ
IG IR Hedged

50%

50%

2%

iShares ETF

S&P 500

40%

60%

2%

db x-trackers ETF

S&P 500

49%

51%

2%

iShares ETF

MSCI World

46%

54%

2%

Vanguard ETF

S&P 500

52%

48%

1%

ComStage ETF

DAX

50%

50%

45%

55%

Percent

17%

Eurozone

53%

47%

20

17%

Global

45%

55%

13%

Europe

50%

50%

10%

Germany

42%

58%

5%

Japan

50%

50%

50%

In % of
total

Sector

Ratio
Client sell
Client buy

26%

Financials

50%

50%

18%

Technology

46%

54%

12%

Energy

46%

54%

57%

43%

15

48%

10

6%

Basic resources

47%

53%

5
0

53%

47%
49%

ComStage ETF –
DAX

Vanguard ETF –
S&P 500

iShares ETF –
MSCI World

25
20

52%

51%

db x-trackers ETF –
S&P 500

30

Real estate

Utilities

iShares ETF –
S&P 500

Percent

Healthcare

Automobiles & parts

iShares ETF –
Markit iBoxx
USD LQ IG IR Hedged

Most traded ETFs by sector from 01/11/2017 to 30/11/2017

8%

3%

iShares ETF –
EURO STOXX 50

Source: Commerzbank Corporates & Markets / ETF Market Making

7%

2%

Others

Consumer
discretionary

50%

UK

Construction &
materials

Others

AsiaPacific
region
ex. Japan

Chemicals

7%

Brazil

Insurance

46%

Europe Germany Japan Emerging China
markets

Client buy

Food &
beverage

54%

Eurozone Global

Client sell

Thematic

UK

USA

Telecommunications

1%

0

Materials

50%
55%

Consumer
staples

50%
45%

Industrials

Brazil
Asia-Pacific region ex. Japan

Automobiles
& parts

2%
2%

5

Utilities

51%
47%

10

Basic
resources

49%
53%

15

Financials

Emerging markets
China

iShares ETF –
Markit iBoxx
USD Liquid IG

Most traded ETFs by region from 01/11/2017 to 30/11/2017

USA

4%

Client buy

Source: Commerzbank Corporates & Markets / ETF Market Making

20%

2%

iShares ETF –
DAX

ComStage ETF –
EURO STOXX 50

Client sell

Healthcare

Ratio
Client sell
Client buy

1
0

Real estate

Region

3

Energy

In % of
total

Ratio
Client sell
Client buy

Most traded ETFs from 01/11/2017 to 30/11/2017

Issuer

Technology

In % of
total

2%

Industrials

36%

64%

2%

Materials

54%

46%

2%

Consumer staples

44%

56%

2%

Telecommunications

46%

54%

2%

Thematic

25%

75%

1%

Chemicals

67%

33%

1%

Food & beverage

51%

49%

1%

Consumer discretionary

37%

63%

1%

Insurance

69%

31%

1%

Construction & materials

22%

78%

Client sell

Client buy

Source: Commerzbank Corporates & Markets / ETF Market Making
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EQUITIES

Commerzbank Indices update

PRODUCT ENGINEERING TEAM
productengineering@commerzbank.com

2017: Strong year for US equity risk premia

•	The range can include both enhanced equity market exposure

•	Using MSCI’s factor indices as building blocks, Commerzbank

(‘smart beta’) and market-neutral indices, which aim to capture

offers an innovative, well-informed suite of equity risk premium

the long-term outperformance of smart beta indices compared

indices

to the market-cap-weighted benchmark

Table 1: MSCI risk factors explained
Systematic factor

What is it?

Commonly captured by

Value

Captures excess returns of stocks that have low prices
relative to their fundamental value

Book-to-price, earnings-to-price, book value, earnings, net profit

Quality

Captures excess returns of stocks that are characterised
by low debt and stable earnings growth

Return on equity, financial leverage, dividend growth

Momentum

Captures excess returns of stocks with stronger past
performance

Relative returns (6 months versus 1 year), historic alpha

Low volatility

Captures excess returns of stocks with lower than average
volatility, beta, and/or idiosyncratic risk

Standard deviation (1 year, 2 years, 3 years), downside standard
deviation, standard deviation of idiosyncratic returns, beta

Small cap

Captures excess returns of stocks with smaller market
capitalisation

Market capitalisation

Source: MSCI, Commerzbank
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COMMERZBANK INDICES UPDATE

•	The factors included in the range are price momentum,
quality, low volatility and value (see Table 1)

Endless combinations of Commerzbank smart indices
•	Commerzbank is proud to present a new online Portfolio

•	The market-neutral Commerzbank US Risk Premia

Builder, which allows institutional investors to backtest

10%VT Index was up 4.6% in November and is up 22.4%

combinations of Commerzbank smart indices at the click

year to date

of a button

•	This is an index which combines exposure to all five of

•	Investors can specify bespoke weighting schemes, volatility

the risk premia factors in Table 1 and applies leverage,
in order to attain a 10% annualised volatility

target levels, participation levels
•	The investor can then send the backtesting results directly
to the trading floor and relevant sales team to start an

Tracking over USD 24 trillion of assets

interactive journey

•	In 2015, Commerzbank partnered with EPFR to develop

•	Visit https://emcideas.commerzbank.com/Portfolio (or

a range of smart beta strategies on both equities and

search online for ‘Commerzbank Indices’) and try for yourself!

bonds
•	EPFR is an independent organisation and the No. 1
provider of fund flow and asset allocation data to financial
institutions around the world. EPFR tracks both traditional
and alternative funds domiciled globally with USD 24 trillion
in total assets
•	Strategists, traders and investors use EPFR flow and
allocation data to gain the most current, global view of
changing investor demand and manager positioning
(Chart 1)
•	Based on fund flow figures, the index rebalances weekly
to invest in a US debt market and/or an equity region
which has seen the highest significant fund inflow
•	The Commerzbank EPFR Multi Asset Fund Flow 5%VT Index
has achieved a strong performance this year: +6.7%

Chart 1: Know the flow: CBK/EPFR fund flow index family
Entry point for
traditional
trend-following
strategies

Investor reaction can
be assessed through
fund flow data
furnished by EPFR

New market
information

Institutional
investors and
financial
professionals react to the
new information leading
to initial price action

• Commerzbank has created a family of investible fund flow
indices which are based on thorough analysis of this fund
flow data
• This CBK/EPFR family of fund flow indices seeks to exploit
the information contained in weekly mutual/ETF fund flow

Further price
action as more
investors react

data to select an financial instrument to invest in. This can
refer to both equities and fixed income

Entry point for CBK/
EPFR fund flow index
family

Time line of events (a simplistic view)
Source: www.epfr.com. EPFR is not involved in the creation of the indices.
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Indices updates
Bloomberg
ticker

Index name

November
performance

YTD
performance

YOY
performance

Comments

CBKIRPU1
Index

Commerzbank
US Risk Premia
10%VT Index

4.60%

22.40%

20.70%

The long-short strategy on MSCI US Enhanced Value delivered positive performance
in November as this factor outperformed the market-cap-weighted benchmark.
The other strategies on momentum, minimum volatility, quality and small cap stocks
had a flattish performance, meaning that on a beta-adjusted basis, they had the
same performance as the benchmark. With the volatility target mechanism, which
employs leverage to attain a 10% annualised volatility, the index performance was
4.6% for the month and is up 22.4% year to date.

CBKICS16
Index

Commerzbank
Cyber Security
16%RC ER Index

3.30%

3.50%

3.10%

While most equity markets are going through a period of historically low levels of
volatility, the nascent Cyber Security Index continues to have some large movers.
November was not different and overall, the index finished 3.3% up. The double-digit
movers were: Barracuda Networks (+19%), Varonis Systems (+15%), Juniper (+12%),
Cyberark (+11%), Qualys (+11%), Symantec (–11%) and Fireeye (–16%). Average
exposure in the core index, designed to cap annualised volatility at 16%, was 110%.

CBKIRPRU
Index

Commerzbank
US Risk Premia
Rotation Index

3.20%

24.70%

26.80%

The falling level of Commerzbank’s Aggregate Risk Perception Index (ARPI) at
the end of November means that the Risk Premia Rotation Index will invest in
bullish risk premia until March, namely the MSCI US Value and MSCI US Momentum
Indices. US equities continued to rise in value in November. The index took full
benefit from this rally, and the index was up 3.2% in November.

CBKIPGS1
Index

Commerzbank
Parker Global
Strategies Smart
Global
Infrastructure
15%RC Index

3.00%

25.30%

30.00%

At the moment, the Parker Global Strategies core index is heavily focussed on
companies listed in the US, with around 60% allocation to this region. The index is
well diversified, with over 140 stocks. None of these stocks have more than 3.5% of
the index allocation. However, they are all linked by their provision of infrastructure
projects globally. This industry has seen sizeable demand from investors in recent
times, as they search for diversification within equity investments and, amongst
other things, a partial hedge against inflation. Parker Global use their expertise to
split the listed infrastructure stocks into 11 sub-sectors. Within each sub-sector,
there is an amount of qualitative research to determine the stocks to be included.
In November, there was a strong performance, equal to 3%. This totals 25.3%
year to date.

CBKIFFH5
Index

Commerzbank
EPFR Multi
Asset Long Only
5%VT Index

1.10%

6.70%

9.60%

The equity leg of the index spent half of the month invested in European equities
and half of the month invested in Japanese equities as these two regions had seen
a significant inflow. Equity markets continued to rally in November, in particular
these two regions. Going into November, the fixed-income leg of the index was
invested in cash as none of the seven debt markets eligible for the index had seen
significant inflow. Following this week, the index invested each time in a new debt
market: including inflation-protected bonds, US long-term corporate bonds and US
short-term corporate bonds. The index performed well as the values of these
bonds rose. The Multi Asset Index, which is 70% allocated to bonds and 30%
allocated to equities, was up 1.1%. Participation in the core index, designed to cap
annualised volatility at 5%, was 100%.

CBKIRPGL
Index

Commerzbank
Global Equity
Risk Premia
15%RC ER Index

0.60%

21.10%

26.90%

The index benefitted from being diversified geographically in November. The MSCI
risk premia indices from Europe saw a small drawdown, equal to –0.4%. This was
more than cancelled out by a strong performance from the MSCI risk premia indices
from the US, which continued their very good 2017 with another positive month.
Overall, the index rose in value by 0.6% and is up 21.1% year to date. Against the
backdrop of very low levels of volatility, the participation in the performance of the
MSCI risk premia indices, designed to cap annualised volatility at 15%, was 150%.
Hence, there is a leveraged exposure at the moment within the index.

CBKIF5EU
Index

Commerzbank
Frontier 5% Risk
Control Excess
Return USD

0.20%

5.60%

7.00%

The index posted a positive performance in November, equal to 0.2%. This is a
continuation of a strong 2017 performance: the index has risen 5.6% year to date,
with a very low level of volatility. The main driver of the positive performance in
November was a 20% allocation to US equities. This was partially offset by drawdowns
in the value of emerging-market bonds and equities. However, this drawdown was
small enough that going into December, the index retains this exposure. In fact, the
turnover for the rebalance is quite low: a 20% exposure to UK equities is dropped, in
favour of European equities, US real estate and an increased exposure to European
government bonds. The allocation to cash, used when the efficient frontier portfolio
has realised a volatility of above 5%, is 0%.

Source: Commerzbank
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Join thought leaders, senior representatives from local and
international investment banks, insurance companies, retail and
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EQUITIES

Three-year dispersion call on
US giants
Product Rationale

KEY FEATURES
• Term: 3 years
• Pricing: USD
• OTC format: 3.50%
• Underlyings:
– Apple Computer Inc.

Given the high level of political and economic uncertainty worldwide, investors may
have a hard time to establish a clear directional view on the market. However, in such
an uncertain environment, there will still be some ‘winners’ and some ‘losers’.
The product is suitable for investors:
• who have a non-directional view of the market
• who think that stocks will not follow a particular trend
•	who have a positive view on the dispersion between US companies representing
different GICS industries

– Amazon.com Inc.
– UnitedHealth Group Inc.

At maturity the product offers an option where the payout is linked to the dispersion

– Johnson & Johnson

of the companies, i.e. to the average of the absolute values of the spreads between

– J.P. Morgan & Company

the stocks’ performances and the basket’s performance.

– Citigroup Inc.
– Procter & Gamble Co.
– Home Depot Inc.
– Chevron Corp.
– AT&T Corp.

Product Description
• Issuer: Commerzbank AG
• Maturity: 3 years
• Currency: USD
• Underlyings:

• Product category rating: 4

Underlying name

	The capital invested is fully at risk.

Apple Computer Inc.

AAPL UQ Equity

The investor may lose potential

Amazon.com Inc.

AMZN UQ Equity

gains and initial capital subject to

UnitedHealth Group Inc.

the underlying performance and

Johnson & Johnson

JNJ UN Equity

the issuer/counterparty risk.

J.P. Morgan & Company

JPM UN Equity

Citigroup Inc.
Procter & Gamble Co.
Home Depot Inc.
Chevron Corp.
AT&T Corp.
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Bloomberg ticker

UNH UN Equity

C UN Equity
PG UN Equity
HD UN Equity
CVX UN Equity
T UN Equity

FEATURE PRODUCT

• Strike: 25%

The wider the spreads, the higher the payout. See two examples

• At maturity:

with two stocks:

		 + Absolute (stock performance_2 – basket performance)
		 + …
		 + Absolute (stock performance_10 – basket performance) ]
			/ 10 – strike }
– Where:

Average absolute spread: 40%

		 [ Absolute (stock performance_1 – basket performance)

Average absolute spread: 5%

– The investor receives:
		 + Max { 0,

Stock performance 1: +5%
Basket performance: +0%
Stock performance 2: –5%

		 Stock performance_i = U_i(T) / U_i(K) – 100%

Stock performance 1: +40%

Basket performance:

+0%

Stock performance 2: –40%

		 U_i(T) is the final level of the stock i.
		 U_i(K) is the initial level of the stock i.
Chart 1: Backtest: Three-year dispersion call on US giants

		Basket performance is the average of the 10 stock
performance_i.

Percent
180

Key Benefits

150

• The investor might receive an uncapped return

120

Key Risks

90

• The investor might endure a capital loss
• The investor faces the credit risk of the issuer

60

• Capital invested is fully at risk

30

• Please also refer to Additional Risk Disclosures below

0

Key Sensitivity Factors
Delta
0
Legend: ++/––: very sensitive, +/–: sensitive, 0: none

Vega

Correlation

+

–

2000

2002

2004

2006

2008

2010

2012

2014

Source: Commerzbank Research
Backtested or hypothetical simulated returns are not indicative of future results. No assurance
can be given that any financial instrument or strategy described herein would yield a favourable
investment result.

Additional Risk Disclosures
Before investing in this product, investors should carefully consider its appropriateness and suitability, and the following additional risks: 1. Issuer Risk: Any failure by the issuer
to perform its contractual obligations, when due, may result in the loss of all or part of the invested capital. 2. Counterparty Risk: Any failure by Commerzbank AG to perform its
contractual obligations, when due, may result in the loss of all or part of the invested capital. 3. Market Risk: Various market factors may affect the value of the investment or the
underlying assets, including but not limited to the impact of volatility, interest rates, dividends (if any), foreign exchange. 4. Liquidity/Secondary Market Risk: Under normal market
conditions Commerzbank will endeavour to provide a secondary market price. However, Commerzbank has no obligation to make a secondary market in the instruments concerned.
Accordingly, under some circumstances, the secondary market for the investment may be limited and subject to wide bid/offer spreads. 5. Reinvestment Risk: The risk that the
investment redeems prior to maturity at a time when reinvestment opportunities are not favourable for the investor. 6. Redemption Risk: The risk that the investor may receive
substantially less than the amount invested, if they liquidate the investment prior to maturity. 7. Tax Risk: There may be tax implications based on where the investor resides. Please
consult a tax professional before investing. 8. Legal Risk: There may be legal restrictions depending on where the investor is domiciled. It is advised to seek legal guidance prior to
investing. When specified, the terms ‘guaranteed’ and ‘protected’ are subject to the creditworthiness and solvency of Commerzbank and although financially strong there is the
possibility that returns may not be met in the unlikely event of a Commerzbank failure. For additional information on the product features and key risks, please contact your sales
advisor or refer to the contacts page.
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EQUITIES

Three-year note linked to
Commerzbank Frontier Index
Product Rationale

KEY FEATURES
• Term: 3 years
• Pricing: USD
• Note format: 100%
•	Underlying: CBK Frontier
5%RC Excess Return Index
• Product category rating: 1
	If held until maturity or a
predefined early redemption
date, the security holder will
receive the capital invested back,

Investors might fear that returns from capital markets will be lower in 2018 than they
have been in the past. Therefore, investors should seek additional sources of return in
order to improve the probability of achieving their objectives.
We present the Commerzbank Frontier Index, which employs the Markowitz efficient
frontier algorithm to dynamically reweight its multi-asset constituents:
•	The index tracks the performance of a dynamically weighted basket of assets from
different asset classes and regions: commodities, real estate, equities, government
bonds, corporate bonds and emerging markets
•	The index rebalances monthly according to a Markowitz optimisation, which looks
back over approximately six months and determines the portfolio which would have
delivered the highest performance, subject to a maximum risk level
•	There are maximum weights for both asset class and individual components, to ensure
a minimum level of diversification – see below section ‘Underlying’ for more details

subject to the issuer/counterparty

• The index incorporates a risk control overlay, which aims to cap annualised volatility at 5%

risk. Potential gains are limited,

•	Past performance of the index is no guarantee of future performance. The index has

but the initial capital is not at risk.

had periods of drawdown both in the performance since launch date (February 2014)
and in the backtest (since December 2001)

Product Features
The product is suitable for investors who would like to be exposed to equities, bonds
and alternatives within one single investment.
The product offers 100% capital protection (subject to Commerzbank credit risk) and
100% participation on the upside of the index.
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FEATURE PRODUCT

Product Description

Key Benefits

• Issuer: Commerzbank AG

•	The product is capital-protected with a capital protection at

• Maturity: 3 years

100%

• Currency: USD

•	The investor will receive the positive performance of the

• Underlying:

underlying index

Underlying name

Bloomberg ticker

CBK Frontier 5%RC Excess Return Index

CBKIF5EU Index

• At maturity:

Key Risks
•	Investors are exposed to the credit risk of the issuer. Any return
on invested capital is dependent on the ability of the issuer to

–	The investor receives: 100% + Max ( 0 , Underlying_f /

make good its obligations under the terms of the product
•	If an investor wishes to sell the product prior to the redemption

Underlying_i – 1)
–	Where: Underlying_i is the initial level of the underlying

date, then the investor may receive less than the issue price of

–	Underlying_f is the final level of the underlying

the product and they might not be entitled to the potential
gains described in the product terms
• Please also refer to Additional Risk Disclosures below

Sector cap
Western equities 50%

Basket constituent

Bloomberg ticker

Weight cap

SPTR500N Index

20%

SX5T Index

20%

TUKXG Index

20%

CBK US Treasury Futures Total Return Index

CBKISVUT Index

20%

CBK European Government Bond Futures Total Return Index

CBKISVET Index

20%

CBK Gilt Futures Total Return Index

S&P 500 Total Return Index
EURO STOXX 50 Total Return Index
UK Large Cap Equities Total Return Index

Western bonds 50%

Emerging markets 25%

Corporate bonds 25%

Alternatives 20%

CBKISVGT Index

20%

iShares MSCI Emerging Market Equities ETF

EEM US Equity

20%

iShares JP Morgan USD Emerging Market Bond ETF

EMB US Equity

20%

iShares iBoxx Investment Grade Bonds ETF

LQD US Equity

20%

iShares iBoxx High Yield Bonds ETF

HYG US Equity

20%

iShares US Real Estate ETF
Comstage ETF Com X-Agri Total Return ETF

Cash 50%

Riskless asset

IYR US Equity

10%

CBCOMM GY Equity

10%

N/A

50%

Additional Risk Disclosures
Before investing in this product, investors should carefully consider its appropriateness and suitability, and the following additional risks: 1. Issuer Risk: Any failure by the issuer
to perform its contractual obligations, when due, may result in the loss of all or part of the invested capital. 2. Counterparty Risk: Any failure by Commerzbank AG to perform its
contractual obligations, when due, may result in the loss of all or part of the invested capital. 3. Market Risk: Various market factors may affect the value of the investment or the
underlying assets, including but not limited to the impact of volatility, interest rates, dividends (if any), foreign exchange. 4. Liquidity/Secondary Market Risk: Under normal market
conditions Commerzbank will endeavour to provide a secondary market price. However, Commerzbank has no obligation to make a secondary market in the instruments concerned.
Accordingly, under some circumstances, the secondary market for the investment may be limited and subject to wide bid/offer spreads. 5. Reinvestment Risk: The risk that the
investment redeems prior to maturity at a time when reinvestment opportunities are not favourable for the investor. 6. Redemption Risk: The risk that the investor may receive
substantially less than the amount invested, if they liquidate the investment prior to maturity. 7. Tax Risk: There may be tax implications based on where the investor resides. Please
consult a tax professional before investing. 8. Legal Risk: There may be legal restrictions depending on where the investor is domiciled. It is advised to seek legal guidance prior to
investing. When specified, the terms ‘guaranteed’ and ‘protected’ are subject to the creditworthiness and solvency of Commerzbank and although financially strong there is the
possibility that returns may not be met in the unlikely event of a Commerzbank failure. For additional information on the product features and key risks, please contact your sales
advisor or refer to the contacts page.
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GOLD OUTLOOK 2018: PRICE RECOVERY TO CONTINUE

COMMODITIES

Gold outlook 2018:
Price recovery to continue

EUGEN WEINBERG
Head of Commodity Research
eugen.weinberg@commerzbank.com

Gold rose markedly in the first eight months of 2017 to just
shy of USD 1,360 per troy ounce in early September, but lost
USD 100 in the following three months. By early December
gold was still up by 8% in USD terms since the beginning of
the year (Chart 1). The gold price should continue the rise in
2018 it commenced two years ago. The main contributory

Chart 1: Gold price in recovery mode since early 2016, despite
declining most recently
USD per troy ounce
1,400

1,300

factors here remain the extremely loose monetary policy
pursued by nearly all key central banks, resulting in ongoing

1,200

very low to negative interest rates. Political uncertainty is also
likely to be a constant feature throughout the year. One

1,100

example worth mentioning is the difficult process of forming
a government in Germany, the outcome of which remains
unclear. Parliamentary elections will probably be held in Italy

1,000

Jan. 2016 Apr. 2016 Jul. 2016 Oct. 2016 Jan. 2017 Apr. 2017 Jul. 2017 Oct. 2017

in the spring of 2018 and could spark renewed unrest in the
eurozone. It also remains to be seen whether the separatist

Source: Bloomberg, Commerzbank Research; as of 8 December 2017
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tendencies in Catalonia have merely moved onto the back

source of conflict in the Middle East. Last but not least,

burner or whether they will flare up again. Brexit may become

the crisis in Venezuela threatens to further escalate.

an increasingly hot topic during the course of the year if
a disorderly exit of the UK from the EU becomes more likely

Physical gold demand should generate somewhat more

in the spring of 2019. Furthermore, there is no reason to

tailwind in 2018. It was fairly subdued last year. The World

assume that the second year of Donald Trump’s presidency

Gold Council (WGC) expects gold demand in India ultimately

in the US will run any more smoothly in terms of domestic

to reach a mere 650 to 750 tonnes after a strong first half

or foreign policy than the first one did. The implementation

of the year, putting it at a similarly low level as 2016. Demand

of the tax reform and the possible implications for monetary

fell away when a goods and services tax was levied on gold

policy are likely to keep the market just as much on tenterhooks

purchases with effect from 1 July. Furthermore, the government

as the ongoing investigations into contacts between Trump’s

in its battle against money laundering brought in stricter

election campaign team and Russia. In addition, after having

documentation obligations for the purchase and sale of gold

appointed Jerome Powell as the new Fed Chair, Trump will

jewellery in August. The private acquisition of gold had already

next year make several new appointments to the Fed’s Board

been made more difficult by regulatory restrictions imposed

of Governors. This makes it more difficult to predict the future

by the government in previous years. A glance at Indian gold

monetary policy approach of the US Fed. What is more,

imports also illustrates the declining dynamism of demand:

midterm elections to the U.S. Congress will be taking place

they averaged 87 tonnes per month in the first half of the

in the autumn of 2018, which is likely to increase pressure

year, but less than 50 tonnes per month in the third quarter

on Trump and the Republicans to implement the tax reform.

(Chart 2). It is possible that the goods and services tax on

The numerous geopolitical crises should likewise generate

gold jewellery in Dubai, which is scheduled to come into

latent uncertainty. These include in particular the North

force on 1 January 2018, will encourage Indian consumers

Korea conflict, the growing tensions in the Middle East

to buy somewhat more gold jewellery at home rather than

between Saudi Arabia and Iran, and the conflict between

making their purchases in Dubai in a bid to avoid the import

the West and Russia over Russian influence in the US

duty. The consultant firm Metals Focus estimates that Indian

elections and in Eastern Ukraine. US President Trump’s

tourists buy 9 to 10 tonnes of gold jewellery abroad – first

decision to recognise Jerusalem as Israel’s capital and to

and foremost in Dubai – each year. A reduction of the duty

move the US embassy there has added another potential

on gold imports to India, which is currently at 10%, would

Chart 2: India importing much less gold since mid-2017

Chart 3: Chinese consumers buy less gold jewellery, but more bars and coins
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have a similar effect. According to Metals Focus, a reduction

The WGC is somewhat more optimistic about gold demand

of two percentage points is conceivable here, which would

in China, predicting a figure of 850 to 950 tonnes. That said,

remove the incentive for Indian tourists to buy gold in Dubai.

gold demand in China has also been on the decline for years –

That said, demand is hardly likely to recover noticeably in 2018

three years ago it still totalled 1,000 tonnes, and as much as

unless the Indian government relaxes the regulations again.

1,350 tonnes in 2013. Demand for gold jewellery has been
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decreasing since 2014, whereas demand for bars and coins has

consumer demand will increase, assuming that demand for

been on the increase since 2015 (Chart 3). This is due to a shift

bars and coins continues to grow. Admittedly, Chinese net gold

in demand preferences in Chinese households: rather than

imports from Hong Kong are 16% down year-on-year after ten

buying pure gold, the Chinese prefer jewellery with a lower gold

months in 2017. This is probably not a correct reflection of the

content. What is more, jewellery manufacturers are increasingly

strength of consumer demand, however, but can be attributed

offering better designed products in a bid to improve their

to the lack of purchases made by the Chinese central bank last

margins. These products likewise contain less pure gold than

year. Because the gold produced in China is no longer being

conventional gold jewellery. By contrast, demand for bars and

bought up by the central bank, import demand is declining.

coins is profiting from the fact that Chinese consumers are
concerned about a loss of purchasing power brought about by

Physical gold demand in the West is likewise down, due in

currency depreciation and inflation. In addition, the measures

particular to very subdued demand for bars and coins in the US.

taken by the authorities to combat the shadow banking system

It was not even half as high as in 2016 and at its lowest level since

and overheating on the real estate market are likely to generate

2007 (Chart 4). The rate hikes implemented by the US Federal

demand among private households for gold as a store of value.

Reserve, high risk appetite, and high-flying US stock markets

This year’s surge in the cryptocurrency Bitcoin is also attributable

noticeably reduced buying interest in US bars and coins. . Robust

to this group to a large extent. The decline in gold jewellery

gold demand in Germany was only able to partially offset the

seems to have come to an end, which suggests that overall

weak demand in the US. Germany at least is also likely to see

Chart 4: Slump in demand in the US, robust demand in Germany

Chart 5: Low real interest rates still positive for gold
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high demand for bars and coins in 2018 given that real interest
rates are still firmly in negative territory, which means losses for
savers. The numerous political risks in Europe also point to solid
gold demand in other European countries.
Admittedly, the Fed had raised interest rates three times last
year and our economists expect three further rate hikes in 2018.
However, this does not necessarily preclude a rising gold price,
as 2017 has shown. This is because other central banks apart
from the Fed – such as the Bank of England and the Bank of
Canada – have also increased interest rates in the meantime,
which reduces the benefits of the rate hikes for the US dollar.
The European Central Bank (ECB) is also planning to withdraw
gradually from its ultra-expansionary monetary policy and will
first be scaling back and then discontinuing its bond purchases.
Because the ECB reinvests the revenues from the maturing
bonds, however, ECB’s balance sheet total will rise further. The
first rate hike by the ECB will probably not come until 2019 in
any case. By then the Fed should have the bulk of its rate hike
cycle behindit, which the market will probably anticipate to
some extent. No significant headwind can thus be expected for
gold from monetary policy, especially as the interest rate level
remains historically low. In real terms, i.e. deducting the rate of
inflation, interest rates in the US are only marginally above zero
(Chart 5). They are even firmly in negative territory in Germany.
It comes as no surprise then that the WGC attested higher
per-capita demand for gold in Germany than in China or India.
The environment for gold will remain constructive in 2018.
Although central banks are gradually scaling back their ultra‑
expansionary monetary policy, they are still far from becoming
restrictive. A further moderate increase in key interest rates is
on the agenda only in the US. This is not expected to happen
next year in Europe, which should keep real interest rates at a
low – and in some cases negative – level. The opportunity costs
of holding gold thus remain close to zero or indeed negative,
which points to stronger investment demand in the West.
Numerous political uncertainty factors in Europe and the US,
as well as a number of potential sources of geopolitical crisis,
are likely to boost demand for gold additionally. Gold demand
in Asia should have bottomed out and increase moderately in
2018. The gold price is likely to rise during the course of the
year and to be trading at USD 1,350 per troy ounce by the end
of 2018. One risk factor for gold is the US tax reform. If this
is fully implemented, the rally on the stock markets could
continue, meaning that gold is in less demand accordingly.
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ASIA FOCUS

Asian central banks embarking on
normalisation, but gradually

CHARLIE LAY
Analyst, Commerzbank
charlie.lay@commerzbank.com

Asian economies are performing well due to the synchronised

got the ball rolling with a rate hike in November 2017, and Malaysia

global upswing and strong Chinese growth. Record-low interest

could be the next in line. China has already embarked on this

rates are also spurring domestic demand and fuelling asset

path as part of its deleveraging efforts. The pace of normalisation,

inflation. As such, it is not surprising that Asian central banks are

however, is likely to be gradual but higher oil prices and a further

contemplating to reduce monetary accommodation. Bank of Korea

surge in asset prices could prod them to turn hawkish sooner.
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Asian economies are performing well and this is expected to

the main global central banks is also keeping domestic rates

continue into 2018. For the ten main economies we cover, we

low in Asia, partly on strong inflows in search of higher yields.

are looking at 5.9% in 2017, unchanged from 2016, and at 5.8%

Although the Federal Reserve’s pace of normalisation has been

in 2018 (on a GDP-weighted basis). Excluding China and India,

gradual, the fact is th t it has begun to lift rates.

we see 4% growth in 2017 and 3.9% in 2018 versus 3.3% in 2015
and 2016 (Chart 1). In fact, Asia can be divided up into three

In contrast, Asian central

main groups, consisting of:

‘The ultra-accomodative

1. China and India. Growth is seen at 6.8% in 2016, 6.6% in 2017

stance from the main global

and 6.5% in 2018

central banks is also keeping

2. Newly industrialised economies (NIEs) – Korea, Taiwan, Hong

domestic rates low.’

Kong and Singapore. Growth is seen at 2.3% in 2016, 3.1% in
2017 and 3.0% in 2018

banks have yet to hike at
all, with the exception of
South Korea in December
(Chart 5). Indonesia and
India in fact lowered rates
again in 2017 by 50 and

3. ASEAN-4 – Malaysia, Thailand, Indonesia, and the Philippines.

25 basis points respectively.

Growth is seen at 4.8% in 2016, 5.2% in 2017 and 5.1% in 2018

The notable exceptions are Hong Kong due to the Linked Exchange

(Chart 2)

Rate System (LERS) and China. Following the Fed’s 25 basis points
hike in March, the People’s Bank of China (PBoC) hiked the

The positive outlook is due to a number of factors, including:

7-day, 14-day, and 28-day reverse-repo rates by 10 basis points

• Strong synchronised global upturn: This is the strongest in

each to 2.45%, 2.6%, and 2.75% respectively. This was partly to

a decade. In October, the International Monetary Fund (IMF)

help stabilise the renminbi amidst capital outflow pressure.

upgraded global growth to 3.6% for 2017 and 3.7% (2018)
from 3.2% in 2016. IMF also noted that only 6% of the 192

Asian central banks did not cut rates as aggressively to near

countries under its watch will not post a positive growth this

zero like the major global central banks. However, the fact is

year. The Organisation for Economic Cooperation and

that they were also lowered to record lows and have stayed low

Development (OECD) said all 45 countries under its watch will

for a prolonged period. We now expect Asian central banks

register growth this year, the first in a decade. This is feeding

entering a new phase of rate normalisation in 2018. The overall

through to strong Asian export growth

tone though is likely to be gradual, unless there are clearer signs

• Better than expected China growth: The economy grew nearly

of overheating and higher inflation.

6.9% in the first three quarters of 2017. This came from firm
exports, fiscal stimulus, and increased infrastructure spending
ahead of the important 19th Party Congress in October 2017.
This was also despite some tightening in monetary conditions
as seen from the steady rise in short-term rates and longer
end bond yields in the past year (Chart 3)
• Strong recovery in the global electronics sector: The World
Semiconductor Trade Statistics (WSTS) is forecasting

Chart 1: Asian growth comparison
Annual percent change of GDP
Percent
8

semiconductor sales to expand by 17% in 2017 and by 4% in
2018 from 1.1% in 2016. This has boosted exports of the major

6

electronics exporting countries such as South Korea, Taiwan,
Singapore, and to a lesser extent Malaysia and the Philippines

4

(Chart 4)
• Strong domestic demand due to record-low interest rates

2

which has fuelled property and asset prices
0

The strong growth performance and record-low interest rates
for an extended period are stoking fears of a pickup in
inflationary pressures. The ultra-accommodative stance from

India

Philippines China

2017 forecast

Vietnam Indonesia Malaysia Thailand

2018 forecast

Taiwan

South
Korea

Singapore

Hong
Kong

Source: CEIC, Commerzbank Research
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We see two main groups among Asian economies in terms of

2) South Korea: Bank of Korea (BoK) hiked rates by 25 basis

their urgency to normalise rates in 2018, they are first, vocal

points to 1.5% in November 2017 as inflation crept towards its

hawks – China, South Korea, and Malaysia; and second, neutral,

2% target. Given that inflation is not expected to overshoot

but watching inflation – these are the rest and they include India,

sharply anytime soon, it was also widely billed as a ‘dovish hike’.

Singapore, Philippines, Taiwan, Thailand and Indonesia.

Nevertheless, we still expect BoK to remain on the normalisation
path and lift rates by another 50 basis points in 2018 (Chart 6).

The vocal hawks
1) China: China differs

‘We expect Asian central banks

from its Asian peers in

entering a new phase of rate

at 3% at the November policy meeting, but it unambiguously

normalisation in 2018.’

shifted to a hawkish stance. BNM said they are reviewing the

that monetary policy has

3) Malaysia: Bank Negara Malaysia (BNM) left rates unchanged

turned more hawkish

‘degree of monetary accommodation’ given the strength of the

since the third quarter

global and domestic macroeconomic conditions and rising

of 2016. This is due to the bigger structural theme of the need

inflationary risks. It added that this is to ensure the sustainability

to rebalance and reduce leverage in the financial sector. The

of the recovery. BNM expects inflation to be at the upper end

benchmark ten-year bond yield has risen over 130 basis points

of the central bank’s 3 to 4% forecast range in 2017 and 2018.

in the past year to around 4% along with higher short-term rates,

The economy is on course to expand 5.5% growth in 2017 and

reflecting the tightening in overall monetary conditions. We do

5.4% in 2018 versus 4.2% in 2016. The timing of the next Federal

not expect a turnaround anytime soon, given that policymakers

election due before August 2018 could complicate the timetable,

are committed to the ‘bubble deflating’ theme. Consequently,

but we expect a 25 basis points hike in the first half of 2018 and

interest rates are likely to remain elevated. In terms of the

50 basis points in total in 2018.

instrument of choice for monetary policy, it appears PBoC is
shifting away from adjusting the benchmark one-year lending

Neutral, but watching inflation

rate as it steers to a more market-oriented policy approach.

1) India: The Reserve Bank of India (RBI) reluctantly lowered

Interest rates on open market operations (OMOs) would be the

rates by 25 basis points to 6% in August 2017 after inflation

better indicators to monitor the monetary policy dynamics. In

slipped to a record low of just 1.5% year-on-year in June 2017

our view, there is a high chance that the central bank will hike the

and growth slumped to 5.9% in the first half of 2017 due to

OMO rates by another 30 to 40 basis points in the coming year.

the dual disruptions from demonetisation and the Goods and

Chart 2: Asian growth by different groups

Chart 3: ASEAN exports and China imports
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Chart 4: Global semiconductor sales and Asian exports
Three-month moving average, year-on-year

Chart 5: Asian central banks are reducing monetary stimulus: South
Korea the first to hike
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Services Tax (GST) roll-out in July. We expect approximately

a tightening bias sometime in late 2018. The instrument of

6.2% for 2017, bouncing back to 7.3% in 2018. Inflation is

monetary policy for Singapore is the nominal effective exchange

estimated at 3% in 2017, rising to 4.2% in 2018 driven by

rate (NEER) which has a 0% appreciation bias since April 2011.

higher food prices, firmer oil prices, and firmer housing rental
arising from the higher house rent allowance from the latest

3) Philippines: The Philippines central bank (BSP) is not giving

7th central Pay Commission Award for civil servants. This

any hawkish signals. However, it is watching inflation closely,

implies inflation just above the medium term midpoint target

particularly given the strong growth performance of near 6.7%

of 4% albeit still well within the range of 2 to 6%. As such,

in 2017 and the Philippine peso’s underperformance versus the

there are few reasons for RBI to turn overly hawkish or dovish

US dollar and its regional peers. BSP expects inflation to hold

for that matter. We suspect RBI is content on keeping rates

steady at 3.2% in 2017 but firmer to 3.4% in 2018, which will

on hold for the foreseeable future and will monitor the global

be at the upper end of BSP’s 2 to 4% inflation target range.

developments closely, namely oil prices, for clues on the next

The risks, however, lie to the upside if oil prices remain firm.

policy move (Chart 7).

We see BSP on hold during the first half of 2018 but to possibly
turn more vigilant on inflation in the second half of 2018.

2) Singapore: Given the high dependence on trade and its
key role as an entrepôt centre for both air and sea traffic,

4) Taiwan: The economy is likely to post 2.7% growth in 2017

Singapore is a major beneficiary of the cyclical global upturn.

and hold firm around 2.4% in 2018 due to the global upturn in

The economy is expected to expand over 3% in 2017 and 2.8%

electronics. The sustainability and robustness of growth remains

in 2018 from a modest 2% in 2016. The central bank (MAS)

questionable longer out because of the numerous structural

expects core inflation to be contained at 1.5% in 2017 and

headwinds facing the economy, including an ageing population,

1 to 2% in 2018. Headline inflation is seen at just 0.5% this

muted investment sentiment, and lacklustre wage growth which

year and 0 to 1% in 2018. Even though MAS does not envisage

is hampering private consumption and domestic demand.

an inflation problem in the next 12 months, it is watching

Inflation has in fact moderated since the beginning of 2017

the risks to financial instability due to elevated property prices

and is estimated at 0.7% in 2017, rising only modestly to 1.2%

driven by record-low interest rates and ample liquidity. As

in 2018. The low inflation environment suggests scope for

such, even though MAS maintained a neutral stance in the

the central bank to maintain the status quo and leave rates

semi-annual policy meeting in October 2017, it may signal

unchanged at 1.375% in the first half of 2018. In addition,

Chart 6: South Korea: Inflation hitting 2% target

Chart 7: India: Inflation around the 4% midpoint
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monetary conditions have tightened due to the Taiwan dollar’s
appreciation over the past two years. As such, we don’t
see any urgency for the authorities to lift rates anytime soon.
5) Thailand: Bank of Thailand (BoT) is comfortably on hold
at 1.5% given that inflation remains very well behaved.
Inflation averaged just 0.6% in the first ten months of 2017
and is undershooting BoT’s headline inflation target of
1 to 4%. It is forecasted at just 1.2% in 2018. The economy
is doing well, driven by strong exports, tourism, and the
continued improvement in domestic demand. We expect
3.7% in 2017 and 3.5% in 2018 versus 3.2% in 2016. BoT noted
in the November meeting that ‘the current accommodative
monetary policy stance remained conducive to the continuation
of economic growth and should foster the return of headline
inflation to target, although this could take some time’.
The strong performance of the Thai baht, driven by the healthy
current account surplus position, is doing some of the
monetary tightening for BoT. We expect BoT to stay on
hold for the foreseeable future and possibly throughout 2018.
6) Indonesia: Economic growth is mired in the 4.7 to 5.1%
range for the past three and a half years, i.e. since March 2014.
With inflation seemingly under control, Bank Indonesia (BI)
cut rates by another 50 basis points to 4.25% in the third
quarter of 2017 to help kick-start growth. However, overcoming
impediments to investment and a better incentive structure
may be the more potent policy prescriptions to drive growth
rather than more monetary stimulus. We don’t expect the
50 basis points rate cut in 2017 to lift investment sentiment
that much. One of President Jokowi’s campaign promises was
to lift growth back towards 7% by the time of the next election
in 2019. By the way things are going, this is difficult to achieve.
One consequence of the rate cuts is that it has led to a renewed
weakness of the Indonesian rupee. As such, we don’t foresee
more rate cuts in 2018 as BI is likely to focus on ensuring the
rupee’s stability. We expect BI to stay on hold at 4.25% possibly
throughout 2018.
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Views from the Asia trading floor
FRANCK FAYARD
FELIX CHEW
Product Engineering Asia
productengineeringasia@commerzbank.com

November marked the eighth consecutive month of gains for the

developments, however. Goldman Sachs estimates that some

S&P 500, a winning streak unmatched since January 2007. The

two fifths of the USD 95 billion of inflows originates from the

rally comes amid positive developments for the US economy:

mainland via the Stock Connect programme; this investment

investors are optimistic of Republicans delivering corporate tax

channel does not suffer from regulators’ clampdown against

cuts without breaching deficit limits and the potential rolling

capital outflow, domestic property speculation, and risky fixed-

back of some financial regulations, while incoming Federal

income products.

Reserve Chair Jerome Powell reassured market participants
with his talk of the gradual pace of rates normalisation.

Since China concluded its 19th Communist Party Congress
in October, discussions of deleveraging and curbing risk in the

In Asia, Korea became the first large economy to lift borrowing

financial sector have picked up. Beijing has reinforced its

costs rates since 2014, joining the US in moving away from

plans to rein in risky lending through a crackdown on wealth

a low rates environment. The Bank of Korea lifted its policy

management products. The Shanghai Composite registered its

rate to 1.5% from 1.25%, its first hike in more than six years

biggest one-day drop in 17 months amidst heady valuations.

against a backdrop of its steadily improving economy. It is
expected to continue tightening policy gradually, mirroring

More positive news for stocks came on China’s Singles’ Day,

the U.S. Federal Reserve.

one of the largest shopping events of the year. The event was
dominated by Alibaba, which recorded USD 25.4 billion in sales,

Likewise in Japan, another export-driven economy, economic

a 40% increase from last year. Tencent, a messaging, payments

growth has also been solid, with strong external demand spurring

and gaming company, became the first Chinese technology

seven successive quarters of expansion. Exports to China, the

company to break the USD 500 billion stock market capitalisation

country’s largest trading partner, climbed 26% year-on-year.

level, overtaking Facebook.

Japan’s Nikkei 225 Index has reached highs not seen since 1997,
with demand fuelled mainly by a broad-based recovery in global

We observe increased interest in market-neutral and range-

growth as well as the Bank of Japan’s easing programme.

bound products in US names, despite the fact that optimism
in bullish products remains unabated. Thematic long-term

In Hong Kong, stocks have also put in an impressive performance,

interest is well supported and more convincing with an optimistic

with the Hang Seng Index breaking the 30,000 level for the first

economic backdrop. Rate normalisation, gradual or not, further

time since 2007. Appetite here has been buoyed by regulatory

shifts appetite from bonds to equities.
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Lizard autocall on ageing
population
Product Rationale

KEY FEATURES
• Term: 1 year
• Currency: quanto USD
• Issue price: 100%
• Underlyings:
– Yaskawa Electric Corp.

•	According to the United Nations Population Division, the ratio of people aged 60 or
more in China will climb from 15% today (around 210 million people) to 36.5% in 2050
(around 492 million people)
•	According to the ‘Financial Times’, businesses related to products and services for
elderly people generate 8% of Chinese GDP today. This figure is expected to strongly
increase to 33% of the GDP by 2050, possibly driven by the growing life expectancy in
China. A healthy old age is said to be achievable, and could improve the ability of the
elderly to consume. Japan, which is experiencing the same phenomenon, is leading

– Ping An Insurance Group Co.

the ‘silver consumer’ market with large spendings in research and numerous

– China Vanke Co. Ltd

innovations

• Product category rating: 4
	The capital invested is fully at risk.

•	Different sectors could leverage the trend. Yaskawa Electric is a Japanese industrial
robotics maker, selling elder-care robots in Japan and expanding in China thanks to

The investor may lose potential

strategic partnerships. Ping An Insurance is involved in numerous project services

gains and initial capital subject to

for seniors through its health branches. China Vanke is a major Chinese real estate

the underlying performance and

developer, involved in different senior housing projects in China

the issuer/counterparty risk.

Sources:
https://www.ft.com/content/57c516fc-a2b2-11e7-8d56-98a09be71849
https://asia.nikkei.com/Business/Companies/Yaskawa-Midea-launching-nursing-care-robot-business-in-China
https://www.ft.com/content/3e4fd3e2-7fc4-11e4-adff-00144feabdc0
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FEATURE PRODUCT

Product Description

Key Benefits

• Issuer: Commerzbank AG

• The investor can enjoy a higher chance of autocall thanks to

• Maturity: 1 year

the Lizard barrier condition on the sixth month

• Currency: quanto USD

• The investor can receive a coupon up to 20%

• Autocall: Monthly observations with a 100% trigger barrier
• American KI barrier: 65%, daily close observation

Key Risks

• Put strike: 100%

• In a strongly trending equity market, the investor potentially

• Lizard barrier: 75% daily close observation

receives a lower return from the note than compared to

• Coupon: 20% per annum

investing in the underlying stock itself
• The investor is subject to the issuer risk of Commerzbank

• Early redemption, from the 1st to the 12th month:
–	If Worst-of Performance is greater than 100%, client receives

• Capital invested is fully at risk
• Please also refer to Additional Risk Disclosures below

100% + t x coupon/12 and early redemption
– t refers to the number of months elapsed
• On the sixth month:
–	If Worst-of Performance has never closed below the Lizard
barrier, client receives 100% + 6 x coupon/12 and early
redemption
• At maturity, if no early redemption:
–	If Worst-of Performance has never closed below the
American KI barrier, client receives 100% + coupon, else client
receives Worst-of
• Underlyings:
Underlying name

Bloomberg ticker

Yaskawa Electric Corp.

6506 JP Equity

Ping An Insurance Group Co. (H)

2318 HK Equity

China Vanke Co. Ltd (H)

2202 HK Equity

Additional Risk Disclosures
Before investing in this product, investors should carefully consider its appropriateness and suitability, and the following additional risks: 1. Issuer Risk: Any failure by the issuer
to perform its contractual obligations, when due, may result in the loss of all or part of the invested capital. 2. Counterparty Risk: Any failure by Commerzbank AG to perform its
contractual obligations, when due, may result in the loss of all or part of the invested capital. 3. Market Risk: Various market factors may affect the value of the investment or the
underlying assets, including but not limited to the impact of volatility, interest rates, dividends (if any), foreign exchange. 4. Liquidity/Secondary Market Risk: Under normal market
conditions Commerzbank will endeavour to provide a secondary market price. However, Commerzbank has no obligation to make a secondary market in the instruments concerned.
Accordingly, under some circumstances, the secondary market for the investment may be limited and subject to wide bid/offer spreads. 5. Reinvestment Risk: The risk that the
investment redeems prior to maturity at a time when reinvestment opportunities are not favourable for the investor. 6. Redemption Risk: The risk that the investor may receive
substantially less than the amount invested, if they liquidate the investment prior to maturity. 7. Tax Risk: There may be tax implications based on where the investor resides. Please
consult a tax professional before investing. 8. Legal Risk: There may be legal restrictions depending on where the investor is domiciled. It is advised to seek legal guidance prior to
investing. When specified, the terms ‘guaranteed’ and ‘protected’ are subject to the creditworthiness and solvency of Commerzbank and although financially strong there is the
possibility that returns may not be met in the unlikely event of a Commerzbank failure. For additional information on the product features and key risks, please contact your sales
advisor or refer to the contacts page.
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Star snowball autocall note on new
China stocks
Product Rationale

KEY FEATURES
• Term: 2 years

China’s economy is quickly shifting from traditional industries to technology, services
and consumer sectors. The shift will unlock opportunities for investors across new
economy sectors such as Internet technology, middle-class consumption, healthcare
and insurance.

• Currency: quanto USD
• Issue price: 100%
• Underlyings:
– CSPC Pharmaceutical Group Ltd
– Ping An Insurance Group Co.

According to a new Bruegel report, China is on track to reach its ambition to be a
global leader in science and innovation by 2050. China currently accounts for 20% of
total world R&D expenditure and it ranks second behind the US in terms of the share of
total value added created by high-tech manufacturing. Chinese R&D investment growth
rate largely exceeded those of the US and the EU this year, the report said.

– ZTE Corp.
• Product category rating: 2
	The product (‘securities’) provides

The Economist Intelligence Unit (EIU) estimates private consumption in China to grow
in real terms by 5.5% a year on average from 2016 to 2030, boosting its share of the
overall economy to nearly 50%. According to the EIU, the income distribution in China

a soft capital protection. If and

is set to change radically over the next 15 years, as more and more consumers will

only if (a) there is no credit event,

move into the middle-class income bracket. The emerging middle class will support

and (b) the investors hold the

strong demand for consumption, healthcare and insurance sectors.

securities until maturity, and (c)
no predefined market event made
the protection disappear then the
initial capital is not at risk.
Sources:
Bruegel Policy Contribution Report ‘The challenge of China’s rise as a science and technology powerhouse’
The Economist Intelligence Unit, ‘The Chinese consumer in 2030’
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FEATURE PRODUCT

Product Description

• Underlyings:

• Issuer: Commerzbank AG

Underlying name

• Maturity: 2 years

CSPC Pharmaceutical Group Ltd

1093 HK Equity

Ping An Insurance Group Co. (H)

2318 HK Equity

• Currency: quanto USD
• Autocall observation: Monthly
• Autocall trigger: 100%, stepdown 1%

ZTE Corp. (H)

Bloomberg ticker

763 HK Equity

• Star KO barrier: 125%
• American KI barrier: 75%, continuous observation

Key Benefits

• Coupon level: 20.33% per year

• Investors enjoy higher chances of autocall with stepdown

• On each autocall observation date:
–	If the worst-performing underlying closes above the autocall
trigger or the best-performing underlying closes above the
Star KO barrier, then the product is redeemed early, and the

KO barrier on the worst performer and Star KO barrier on
the best
• Investor’s capital is protected by a low continuous American KI
barrier of 75%

investor receives: 100% + coupon/12 × n, where n refers to
the number of months elapsed
– Otherwise, nothing happens
• At maturity:
If the product has not been redeemed early:
–	If the worst-performing underlying closes above the autocall

Key Risks
• In a strongly trending equity market, the investor potentially
receives a lower return from the note than compared to
investing in the underlying stock itself
• The investor is subject to the issuer risk of Commerzbank

trigger or the best-performing underlying closes above the

• Capital invested is fully at risk

Star KO barrier, or the worst-performing underlying never

• Please also refer to Additional Risk Disclosures below

closed below American KI barrier, then the investor receives:
100% + (Coupon x 2)
– Else, the investor receives:
		 Wof(f) / Wof(i)
		 Where:
		 Wof(f) is the final level of the worst-performing underlying.
		 Wof(i) is the initial level of the worst-performing underlying.

Additional Risk Disclosures
Before investing in this product, investors should carefully consider its appropriateness and suitability, and the following additional risks: 1. Issuer Risk: Any failure by the issuer
to perform its contractual obligations, when due, may result in the loss of all or part of the invested capital. 2. Counterparty Risk: Any failure by Commerzbank AG to perform its
contractual obligations, when due, may result in the loss of all or part of the invested capital. 3. Market Risk: Various market factors may affect the value of the investment or the
underlying assets, including but not limited to the impact of volatility, interest rates, dividends (if any), foreign exchange. 4. Liquidity/Secondary Market Risk: Under normal market
conditions Commerzbank will endeavour to provide a secondary market price. However, Commerzbank has no obligation to make a secondary market in the instruments concerned.
Accordingly, under some circumstances, the secondary market for the investment may be limited and subject to wide bid/offer spreads. 5. Reinvestment Risk: The risk that the
investment redeems prior to maturity at a time when reinvestment opportunities are not favourable for the investor. 6. Redemption Risk: The risk that the investor may receive
substantially less than the amount invested, if they liquidate the investment prior to maturity. 7. Tax Risk: There may be tax implications based on where the investor resides. Please
consult a tax professional before investing. 8. Legal Risk: There may be legal restrictions depending on where the investor is domiciled. It is advised to seek legal guidance prior to
investing. When specified, the terms ‘guaranteed’ and ‘protected’ are subject to the creditworthiness and solvency of Commerzbank and although financially strong there is the
possibility that returns may not be met in the unlikely event of a Commerzbank failure. For additional information on the product features and key risks, please contact your sales
advisor or refer to the contacts page.
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ORDER INFORMATION

Brochure order information
To order any of our publications please email your requirements to
EMCSalesLDN@commerzbank.com
Brochures
	Equity Markets &
Commodities (EMC)
	A leading European
manufacturer of financial
products and a market
maker. We offer a range of
investment solutions tailored to
meet your – or your clients’ –
risk and return expectations.

	An Introduction to
Structured Investment
Products
	
From standard, simple
structures designed for the
retail market, through to
highly sophisticated,
multilayered offerings for
institutional investors.

	Private Banks Sales
Capabilities
	We continually design,
manufacture, distribute
and price structured
products linked to equities,
commodities, interest rates,
credit, currencies.

	Market Making for Exchange
Traded Funds
	With a comprehensive product
and exchange coverage
across Europe and Asia, we
provide a complete solution
in on-exchange and overthe-counter ETF trading for
institutional clients.

	Commerzbank Mutual
Funds Capabilities
	We deliver innovative
products and competitive
pricing to meet the needs
of our clients.

	Commerzbank
Quantitative Asset
Management
	We offer all the benefits of a
dynamic investment boutique
supported by the financial
strength, resources and global
insight of a major international
bank.

	Structured Solutions
	We deliver structured
solutions to clients facing
complex exposures,
either from an investment
product or a balance sheet
perspective.

	Flow Equity Derivatives
	We develop, manage and
execute vanilla and structured
solutions for institutional
clients. Our platform offers
extensive equity derivatives
expertise to our clients across
markets on a global basis.

	Systematic Indices
	Our range of systematic indices
have been carefully crafted
through market expertise and
research.
They aim to bridge the gap
between ‘active’ and ‘passive’
portfolio management in an
efficient way.

Factsheets
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Contacts
PRODUCT SPECIALISTS
FIMEMCSPL@commerzbank.com
Flow Equity Derivatives
FIMFlowEquity@commerzbank.com
+44 (0)20 7475 4646
Structured Solutions
FIMSSG@commerzbank.com
+44 (0)20 7475 1390
ETF Market Making
FIMETF@commerzbank.com
+44 (0)20 7475 1759

REGIONAL SPECIALISTS
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FIMEMCLDN@commerzbank.com
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be +44 (0)20 7475 4646
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FIMCIS@commerzbank.com
+44 (0)20 7475 1447
CEE / Baltics / Balkan
CommerzbankStructuredProductsCEE&CIS@
commerzbank.com
+49 69 136 47734
Germany / Austria
EqDer.Institutional@commerzbank.com
+49 69 136 22024

Scandinavia
FIMScandi@commerzbank.com
+44 (0)20 7444 9389

Frankfurt
PBSGerman@commerzbank.com
+49 69 136 83600

Switzerland
SwissInstitutionalDerivatives@
commerzbank.com
+41 44 563 69 90

Corporates
PBSCorporates@commerzbank.com
+44 (0)20 7475 1100

UK / Ireland
FIMUKIRE@commerzbank.com
+44 (0)20 7444 9378

Asia

Sales Support
FIMContributions@commerzbank.com
+44 (0)20 7475 1582

FIMEMCASIA@commerzbank.com

Banks Relationship Management
Financial Institutions

China
FIMChina@commerzbank.com
+852 3988 0868

fi.banking-products@commerzbank.com
+49 69 136 24016 / +49 69 136 45393
http://www.fi.commerzbank.com

Hong Kong / Taiwan / SE Asia
FIMHK@commerzbank.com
+852 3988 0868
Korea / Japan
FIMNEAsia@commerzbank.com
+65 6311 0191

US
Institutional US
FIMUSA@commerzbank.com
+1 212 895 1745

Private Bank Sales

Iberia / LatAm
FIMIberia@commerzbank.com
+44 (0)20 7444 9350

London
PrivateBanksSaleslonib@commerzbank.com
+44 (0)20 7653 7777

Italy
FIMItaly@commerzbank.com
+44 (0)20 7475 3775

Paris
PBSFrance@commerzbank.com
+33 1 4494 7726

Insurance Relationship Management
insurance@commerzbank.com
CM-CRMInsurance@commerzbank.com
CM-CRMVersicherungen@commerzbank.com
General +49 69 136 82700
Germany +49 69 136 22620
Austria / Switzerland +49 69 136 42779
UK / US / Bermuda +49 69 136 43805
Spain / Italy +49 69 136 46649
UK / Scandinavia / France / Asia
+49 69 136 22759

Magazine support
ThinkingAhead@commerzbank.com
Thinking-ahead-magazine.com

MENA
FIMMena@commerzbank.com
+44 (0)20 7475 1566
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Commerzbank
30 Gresham Street, London EC2V 7PG
ThinkingAhead@commerzbank.com
+44 (0)20 7623 8000
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Managing Editor: Kelly Harper
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DISCLAIMER

Disclaimer
This document has been created and published by
Commerzbank AG (Commerzbank), integrating research,
debt, equities, interest rates and foreign exchange.
This is a financial promotion/marketing communication
(together ‘communication’). It is not ‘investment research’
or ‘financial analysis’ as these terms are defined in
applicable regulations, and has not been prepared by a
research analyst. The views in this communication may
differ from the published views of Commerzbank Research
Department, and the communication has been prepared
separately of such department.
This communication may contain short-term trading ideas.
Any returns or future expectations referred to are not
intended to forecast or predict future events. Any prices
provided herein (other than those that are identified as
being historical) are indicative only and do not represent
firm quotes as to either size or price.
This communication is for information purposes only.
The descriptions of the products and ideas featured in
this document do not purport to be comprehensive
descriptions. The information contained herein does not
constitute the provision of investment advice. It is not
intended to be nor should it be construed as an offer
or solicitation to acquire or dispose of any of the
financial instruments and/or securities mentioned in this
communication, and will not form the basis or a part of
any contract. Not all products are available in all
jurisdictions.
Any information in this communication is based on data
obtained from sources believed by Commerzbank to be
reliable, but no representations, guarantees or warranties
are made by Commerzbank with regard to the accuracy,
completeness or suitability of the data. Commerzbank has
not performed any independent review or due diligence of
publicly available information regarding an unaffiliated
referenced asset or index.
The past performance of financial instruments is not
indicative of future results. No assurance can be given that
any financial instrument or issuer described herein would
yield favourable investment results. This communication is
intended solely for distribution to professional customers
and/or eligible counterparties of Commerzbank. It is not
intended to be distributed to retail clients or potential retail
clients. Neither Commerzbank nor any of its respective
directors, officers or employees accepts any responsibility
or liability whatsoever for any expense, loss or damages
arising out of or in any way connected with the use of all
or any part of this communication.
Commerzbank and/or its principals or employees may
have a long or short position or may transact in financial
instrument(s) and/or securities referred to herein, or may
trade in such financial instruments with other customers
on a principal basis. The information may have been
discussed between various Commerzbank personnel and
such personnel may have already acted on the basis of this
information (including trading for Commerzbank’s own
account or communication of the information to other
customers of Commerzbank). Commerzbank may act as
a market maker in the financial instruments or companies
discussed herein and may also perform or seek to perform
investment banking services for those companies. If an
actual secondary market does not exist after an offering,
you may not be able to sell the security at a price above
or below what you paid initially at the offering. Generally,
secondary market pricing, which Commerzbank is not
obligated to provide, can be above or below offer price
based on market factors at that point in time. Debt
securities issued by Commerzbank or its affiliates are
unsecured obligations, and any payment on the security
is subject to the credit risk of Commerzbank. Any changes
to our credit rating may have a positive or adverse impact
on the security. If we were to default on our payment
obligations, you may not receive amounts owed to you
and/or lose your entire investment.

The offer price of our securities will exceed the estimated
value when the value was provided, as determined by
Commerzbank’s pricing models, which incorporates
numerous factors that may include our creditworthiness,
market conditions as well as other applicable factors.
These pricing models are proprietary and predicated partly
on certain assumptions about future events that can be
correct or not. The difference between the estimated value
and offer price is based on factors that can include
underwriter discount, commission and expenses involving
marketing.
No part of this communication may be reproduced,
distributed or transmitted in any manner without prior
written permission of Commerzbank. This communication
or the manner of its distribution may be restricted by law
or regulation in certain countries. Persons into whose
possession this document may come are required to inform
themselves about, and to observe any such restriction.
By accepting this communication, a recipient hereof agrees
to be bound by the foregoing limitations.
This communication is issued by Commerzbank AG and
approved in the UK by Commerzbank AG, London Branch,
authorised by the German Federal Financial Supervisory
Authority and the European Central Bank. Commerzbank
AG, London Branch, is authorised and subject to limited
regulation by the Financial Conduct Authority and
Prudential Regulation Authority. Details about the extent
of our regulation by the Financial Conduct Authority and
Prudential Regulatory Authority are available on request.
Additional note to recipients in the following countries:
Italy: You should contact Commerzbank AG, London
Branch, if you wish to use our services to effect a
transaction in any of the financial or other instruments
mentioned in this communication.
US: Commerz Markets LLC (Commerz Markets): This
document has been approved for distribution in the US
under applicable US law by Commerz Markets LLC
(Commerz Markets), a wholly owned subsidiary of
Commerzbank AG and a US-registered broker-dealer.
Any securities transaction by US persons must be
effected with Commerz Markets. Under applicable US
law, information regarding clients of Commerz Markets
may be distributed to other companies within the
Commerzbank Group. This report is intended for
distribution in the United States solely to ‘institutional
investors’ and ‘major U.S. institutional investors’, as
defined in Rule 15a-6 under the Securities Exchange Act
of 1934. Commerz Markets is a member of FINRA and
SIPC. Commerzbank AG is a provisionally registered swap
dealer with the CFTC. Commerzbank AG is not a member
of SIPC.
Canada: The information contained herein is not, and under
no circumstances is to be construed as, a prospectus, an
advertisement, a public offering, an offer to sell securities
described herein, solicitation of an offer to buy securities
described herein, in Canada or any province or territory
thereof. Any offer or sale of the securities described herein
in Canada will be made only under an exemption from
the requirements to file a prospectus with the relevant
Canadian securities regulators and only by a dealer
properly registered under applicable securities laws or,
alternatively, pursuant to an exemption from the dealer
registration requirement in the relevant province or
territory of Canada in which such offer or sale is made.
Under no circumstances is the information contained
herein to be construed as investment advice in any
province or territory of Canada and is not tailored to the
needs of the recipient. In Canada, the information
contained herein is intended solely for distribution to
Permitted Clients (as such term is defined in National
Instrument 31–103) with whom Commerz Markets LLC
deals pursuant to the international dealer exemption.
To the extent that the information contained herein
references securities of an issuer incorporated, formed

or created under the laws of Canada or a province or
territory of Canada, any trades in such securities may
not be conducted through Commerz Markets LLC. No
securities commission or similar regulatory authority in
Canada has reviewed or in any way passed upon these
materials, the information contained herein or the merits
of the securities described herein, and any representation
to the contrary is an offence.
Japan: This document and its distribution do not constitute
and should not be construed as a ‘solicitation’ under
the Japanese Financial Instrument Exchange Act (FIEA)
of Japan. This document may be distributed from
Commerzbank international branches outside Japan solely
to ‘professional investors’ as defined in Section 2(31) of the
FIEA and Section 23 of the Cabinet Ordinance Regarding
Definition of Section 2 of the FIEA Note that Commerzbank
AG, Tokyo Branch has not participated in its preparation.
Not all financial or other instruments referred to in this
document are available within Japan. You should contact
Corporate Clients Division of Commerzbank AG for
inquiries on availability of such instruments.
Singapore: This document is furnished in Singapore by
Commerzbank AG, Singapore Branch. It may only be
received in Singapore by an institutional investor or an
accredited investor as respectively defined in section 4A
of the Securities and Futures Act, Chapter 289, of
Singapore (SFA) pursuant to section 274 or section 275 (as
applicable) of the SFA. Nothing in this document
constitutes accounting, legal, regulatory, tax, financial or
other advice and/or recommendations to the recipient of
this communication. Further, the communication/
information provided herein does not constitute a ‘financial
advisory service’ within the meaning of the Financial
Advisers Act, Chapter 110, of Singapore (FAA) and
therefore, the regulatory requirements and duties that
may be owed to a client pursuant to or in connection with
the FAA are not applicable to the recipient in connection
with this communication. Recipients are advised to seek
independent advice from their own professional advisers
about the information contained/discussed herein.
Hong Kong: This document is furnished in Hong Kong by
Commerzbank AG, Hong Kong Branch, and may only be
received by ‘professional investors’ within the meaning of
the Securities and Futures Ordinance (Cap. 571) of Hong
Kong and any rules made there under, and persons whose
ordinary business is to buy or sell shares or debentures.
No assurance can be given that any financial investment
described herein would yield favourable investment results.
People’s Republic of China (PRC): This document is
furnished by Commerzbank AG and is only intended
for financial institutions that are eligible for financial
transactions. No-one else may rely on any information
contained within this document. Any derivative
transactions by PRC persons may only be entered into by
PRC financial institutions which are permitted to conduct
derivatives business in the PRC and have obtained all
necessary regulatory approvals in the PRC.
Dubai: This document has been approved for distribution
in or from the DIFC, Dubai, United Arab Emirates (the
U.A.E), under the applicable Regulatory Law 2004 and the
DFSA Rules by Commerzbank AG, DIFC Branch. This
document may only be received in or from the DIFC,
Dubai, U.A.E, by Market Counterparties and Professional
Clients as defined in the DFSA Rulebook Conduct of
Business Module Section 2.3. Commerzbank AG, DIFC
Branch, is regulated by The Dubai Financial Services
Authority (The DFSA). Commerzbank AG, DIFC Branch,
Suite 11–15, Gate Village 05, 4th Floor, Dubai International
Financial Centre, PO Box 506596, Dubai, United
ArabEmirates.
Copyright © Commerzbank 2017. All rights reserved.
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