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Welcome to the latest edition 
of our ‘Investor Insight’ which 
provides high-level commentary 
on the global markets and how 
these might be affecting your 
investments.

We hope you find this useful.

Ken Rayner 
Investment Director 
RSMR
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The global economy: What’s going on?
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INVESTOR INSIGHT 

The twists and turns of a volatile financial 
year continue to create economic and 
market uncertainty.

After economic activity was badly hit in the first 
half of the year due to pandemic lockdowns, 
economies have started the long haul to  
recovery, aided by huge central bank and 
government support. 

Investors are now looking to the end of 2021, 
and beyond, to understand how far the global 
economy will be below where it could have been 
without the pandemic and, more importantly, 
whether the economic cycle can resume.  

Covid-19 hit services harder than manufacturing.  
Companies that serve customers face-to-face 
have been hardest hit and have seen significant 
share price falls.

While economic forecasts improved last summer, 
further lockdowns have reduced the chances of a 
V-shaped economic bounce back, raising doubts 
as to whether there can be a full recovery in 
economic activity this year.

Even so, the 2021 economic outlook is more 
optimistic than could have been expected last 
April when pandemic uncertainty was at its peak, 
but maintaining economic growth depends on a 
successful vaccination programme.

      Investors are now 
looking to the end of 2021, 
and beyond, to understand 
whether the economic  
cycle can resume. 

Second wave threatens economic bounce back

in association with:



The asset classes – a quick update
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EQUITIES
The pandemic is an equity markets roller coaster. 
The abrupt economic shutdown caused a steep fall 
in company valuations but the resilience of some 
sectors and markets has been more surprising.

Overall, European markets, including the UK, have 
underperformed the US and Asia. Central bank 
support has been critical in keeping businesses 
and economies afloat, preventing a market freefall 
early in the pandemic.

There have been some sharp recoveries in 
sectors that have benefitted from the changed 
economic conditions, most obviously technology 
and pharmaceuticals where some companies saw 
four years growth in six months, but markets are 
narrow, led by a small group of winners.

The high street and travel industry were among 
the worst hit and there’s uncertainty how much 
recovery can happen in 2021 if global economies 
remain constrained. 

Over the year the best returns were from the 
US, Japan, and emerging markets. Europe ex UK 
was down 2.6%. and the UK main market down 
11.4%, but a Brexit trade deal and an active 
vaccination programme, means the economic 
outlook is brighter.

As the US Federal Reserve remains willing to 
take unlimited action to prevent further market 
disruption, equities should be steadier, even if 
further Covid-19 waves threaten recovery.

FIXED INTEREST
The bond market seems relatively stable due to 
the support of central banks buying large sections 
of the market to support government debt and 
maintain corporate stability.

Even so, investors should consider how this 
increasing debt will be financed and what will 
happen when central banks stop buying it. 

Debt must be repaid and, assuming there is a 
lasting economic recovery, governments will need 
inflation, and possibly higher taxes, to address 
it. However, markets do not consider this an 
immediate issue. 

At the start of the pandemic there were clear 
opportunities as the gap between government and 
corporate debt yields widened significantly. These 
are now much closer and, although there may be 
some moves as pandemic news varies, gains are 
marginal.

There will be more options in the high yield market 
and emerging market debt, where risk is an 
obvious factor.

An end to the bull market for bonds has been called 
several times in recent years but now yields may not 
be able to fall further, particularly if there is a robust 
recovery later in 2021 as the pandemic subsides.
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     Europe’s economy 
will contract by around 
7-8% in 2020 with  
GDP growing to about 
5% in 2021. 

PROPERTY
Several physical property funds, which closed 
at the start of the pandemic, have re-opened, 
with significant withdrawals initially but a gradual 
slowing during quarter four.   

Structural economic changes are reflected 
in commercial property. Retail continues to 
underperform, particularly shopping centres and 
high street shops, while supermarkets and retail 
warehouses show greater resilience.

While in retail property, investor demand will 
struggle to pick up soon, investors are likely to 
focus on core, well-located retail space with secure 
long-term income and high-quality tenants.

The office market remains subdued, with limited 
leasing activity reflecting slower occupier decision-
making. This is partly a reaction to economic 
weakness, but it also illustrates the pandemic’s 
enforced home working.

While some shoppers returned to the high street 
last summer, it seems unlikely that enough will 
go back to prevent more retailers following Laura 
Ashley, Clintons and Top Shop into administration.

This highlights the value of stock picking 
investments tenant-by-tenant to ensure assets 
generate enough income for occupiers to trade 
profitably and pay their rent. 

We are likely to see negative capital returns from 
several commercial property sectors when 2020 
is scrutinised, with warehousing and industrial 
continuing to thrive.  

The position for many direct property investors is 
as much about liquidity, access, and timeframe 
requirements, as about the diversification that 
direct property can provide.

• In 2020 UK household saving was 
around 16.9%, doubling the long-term 

8% trend. (Source ONS Dec 2020) 

•  Japan’s stock market had 
a good year with the Topix up 
6.7%. (Source T Rowe Price Jan 
2021))

•  The US dollar remained remain 
weak, most obviously against the euro 

which rose 10% against it in 2020. (Source 
FE Jan 2020) 

• Europe’s economy will contract by around 7-8% 
in 2020 with GDP growing to about 5% in 
2021. (Source FT Dec 2020) 

• China’s industrial production powered to its 
highest growth rate in 2020 while exports rose 
by 21% in November. (Source FT Dec 2020) 

• Indian economic activity has improved with the 
Q4 purchasing managers index (PMI) showing 
expansion for the first time since March. 

Global round-up
• Italy recorded its seventh consecutive month of 

growth in December. (Source FT Dec 2020)

• Globally, there is now about 16% more 
government debt than a year ago. (Source 
Nomura AM Dec 2020)

• Eurozone manufacturers’ confidence for 2021 
rose strongly in Q4 and many are recruiting.
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Independent specialist research.

RSMR was formed in 2004 to meet a growing 
demand from financial advisers for specialist 
and impartial investment research.

The RSMR team is made up of individuals with 
expertise from across all areas of the financial 
industry – from asset management, strategy and 
fund research through to business development, 
strategic planning and market research.

We are best known within the financial industry 
for our ‘R’ fund ratings – this rating is given to 
investment funds that meet our stringent research 

criteria. We don’t limit ourselves to just looking at 

performance – we also look carefully at the people, 

processes and capabilities that are required to make 

effective investment decisions.

We work in partnership with your financial adviser, 

providing the benefit of our broad industry insight 

and rigorous research. This quarterly market 

summary is designed as a ‘snapshot’ of the more 

thorough and lengthy commentary that we provide 

to your adviser on a quarterly basis.

OUR RESEARCH. YOUR SUCCESS.

So, what’s next?
It seems likely that this year will see successful 
vaccines enable the world to return to a ‘new 
normal’, different to before the pandemic.

Several structural changes in the economy have 
been accelerated and will become permanent. One 
will be far more home working, which will affect 
demand for office space. 

While some businesses have prospered there will be 
many bankruptcies and job losses.

In the short-term there is likely to be a sizeable 
economic hit with lower levels of output and higher 
unemployment, but many believe that economic 
scarring will be lower than from the 2008 financial 
crisis if vaccine news remains positive.

International political concerns for stock markets 
have also receded, but these could re-surface 

after Joe Biden’s 

inauguration as US 

President this month 

as there may be 

different policies on 

China or Russia.

The Democratic 

Party’s success has 

also led investors to 

believe that moderate 

economic growth, and easy monetary policy, can 

continue for several years. 

The recent increase in lockdowns demonstrates the 

short-term dangers of the pandemic. Any delays to 

vaccinations will increase market anxiety, although 

this is likely to be short term. 

About

     A Brexit trade deal 
and active vaccine 
programme mean that 
the outlook for the UK 
economy is brighter.


