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We are all eager for a better outlook in 2021 and an end 
to the Covid-19 pandemic. Now that some coronavirus 
vaccines have been approved, we are confident that 
there is light at the end of the tunnel, even though our 
optimism has been somewhat tempered by the emer-
gence of new strains. The consensus among economists 
is that 2021 will be a year of economic recovery. Seldom 
before have their economic forecasts been so bright, 
and many market strategists are expecting 2021 to be 
an outstanding year for equities.  

The theme of the year is TINA (there is no alternative) – 
in other words, the only way forward is with equities. 
Faced with such an overwhelming consensus, my in-
stinct is to remain cautious, even though our strategies 
have long favoured real assets, such as shares. We must 
not underestimate the potential for disappointment if 
there is too much consensus. For this reason, our ap-
proach to the coming year continues to focus on main-
taining a well-balanced (diversified) investment strategy. 

Our economists also expect a strong global economic re-
covery after this year's recession. Our main scenario of a 
post-corona global upswing is based on low or even neg-
ative interest rate policies and weak inflation forecasts, 
which should further boost the valuations of equity in-
vestments and other real assets. However, there is still 
plenty of uncertainty: our entire scenario hinges on the 
roll-out of vaccination programmes, and we cannot ex-
clude the risk of a virus mutation that is not covered by 
the standard vaccine. But given what we currently know, 
it would be possible to adapt the vaccines to any mu-
tated variant within around six weeks. So we remain con-
fident and maintain our positioning on real assets, such 
as equities, corporate bonds and gold. We prefer cyclical 
values and are increasingly shifting our focus to the 
emerging markets and China, which should benefit from 
an expected depreciation of the US dollar. Nevertheless, 
the next few months will continue to see major market 

fluctuations, so it's important to keep on strategy and 
avoid panic selling.  

This pandemic has created the “Covid-19 generation” – a 
cohort that has not experienced any wars and just a 
short recession, which was overcome with significant 
state intervention. This has influenced their priorities 
and increased their appetite for structural change. We 
can divide this into temporary and permanent changes. I 
expect that the travel freeze, city exodus and work-from-
home trend will be rather temporary in nature and that 
we will gradually return to our old habits. The sustaina-
bility movement, growing awareness about our health, 
and technological progress, which is supported by all 
states worldwide, will continue to shape our future. For 
us as investors, this creates attractive opportunities and 
also new risks, which we will take into account in our 
portfolios. 

I hope you enjoy reading this report, and I wish you all 
the best for the new year. 

 

   Giovanni Leonardo, CFA 
   Head of Investment Management 
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Since October, Covid-19 has once again been dominat-
ing the headlines. New lockdowns, tedious hygiene 
measures and major travel restrictions feature promi-
nently in Europe, Asia and parts of the United States, 
while countries with more successful containment must 
continue to close themselves off. Global trade in goods, 
which shows a high degree of flexibility, has bounced 
back (thanks to China's recovery), while services are be-
ing more affected by the containment measures. In ad-
dition to the previously recognised V, U and W recovery 
models, there is a new recovery shape – K – which repre-
sents the divergence between sectors strongly affected 
by the pandemic and those that can exit the crisis rela-
tively unscathed. 

There is no doubt that hopes of a successful vaccination 
campaign are justified, but administering these vaccines 
will still take some time. In addition, unknown side ef-
fects, resistant new strains and a lack of preparation 
could delay or jeopardise the success of the pro-
grammes, which would mean further restrictions and 
would undoubtedly disappoint the markets.  

For the United States, however, there is now clarity fol-
lowing the Senate run-off election in Georgia, and the 
Brexit issue has also been settled following an unex-
pected agreement at the eleventh hour. 

Catch-up effects can be expected after the pandemic, 
but it is not possible to catch up on all services, such as a 
forgone visit to a restaurant. However, higher earners, 
whose savings have risen sharply, will want to treat 
themselves to an extra trip, a cultural outing or a sports 
event. Thanks to the early recovery in China, the global 
economy now has the chance to offset the massive fall in 
growth in 2020 (we are assuming a drop of 4%): our 
growth forecast for 2021 is +5.2%. Industrialised coun-
tries, however, will have to wait until 2022 to shake off 
the losses caused by the pandemic.  

For this reason, we also expect very loose monetary poli-
cies (asset purchases and low/negative interest rates) 

and fiscal stimuli to remain in place. Europe and the 
United States have launched massive relief packages, 
with central bank money flowing indirectly into the pock-
ets of consumers. This, understandably, raises the spec-
tre of inflation. Indeed, prices for certain goods are al-
ready rising, although the deflationary effects of the cri-
sis (lower consumption, free capacity, unemployment) 
are likely to keep inflation at bay in the near future. 

Monetary and fiscal stimulus programmes, as well as im-
proved corporate results, are creating a good economic 
environment for the financial markets, with equities tak-
ing the spotlight due to low interest rates. In this sce-
nario, cyclicals and other neglected sectors (financial 
stocks, energy) have catch-up potential, although 
stronger sources of growth will continue to be found in 
technology-related sectors. 

At the same time, it is possible that the economic recov-
ery and sovereign bond glut will prevent longer-term 
yields from falling further. The greenback, which can no 
longer benefit from a favourable interest rate, has rec-
orded a significant depreciation (down 8.2% against the 
euro last year), but could become a safe haven again if 
financial markets perform poorly. Commodities are ex-
periencing a tailwind thanks to a surge in demand, with 
gold continuing to offer an alternative to rock-bottom 
real interest rates and elevated inflation risk in the me-
dium term. 

The table below summarises the performance of the ma-
jor equity and bond markets during the fourth quarter 
and for the full year, expressed in both local and refer-
ence currencies. 
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Fourth quarter 
2020 

Equity markets (in %)  Bond markets (in %) 

US UK Europe 
ex UK 

Japan 

Emerg-
ing 

mar-
kets 

World  USD GBP EUR CHF 

In local currency 12.69 9.83 9.97 12.61 15.67 12.04  0.86 3.20 1.25 0.52 

In USD 12.69 16.12 14.69 15.05 19.34 13.63  0.86 9.11 5.60 4.68 

In EUR 8.01 11.35 9.97 10.31 14.39 8.92  -3.32 4.62 1.25 0.68 

In GBP 6.56 9.83 8.48 8.79 12.85 7.46  -4.62 3.20 -0.12 -1.04 

MSCI price index FTSE Bond Index, SIX Swiss Exchange 
 
 
 

 

2020 

Equity markets (in %)  Bond markets (in %) 

US UK Europe 
ex UK Japan 

Emerg-
ing 

mar-
kets 

World  USD GBP EUR CHF 

In local currency 19.23 -16.07 -0.38 6.56 16.64 11.68  7.71 8.28 4.09 0.89 

In USD 19.23 -13.61 8.46 12.02 15.85 14.06  7.71 11.43 13.33 10.22 

In EUR 9.46 -20.67 -0.38 2.88 6.36 4.73  -1.11 2.34 4.09 1.55 

In GBP 15.84 -16.07 5.38 8.83 12.55 10.82  4.64 8.28 10.11 7.08 

MSCI price index FTSE Bond Index, SIX Swiss Exchange 

 

Economies: how fast, how far? 

The rapidly changing pandemic conditions in Europe, for 
which hardly any country has a systematic containment 
strategy, have likely led to a further decline in growth in 
the fourth quarter of 2020, resulting in a dreaded W-
shaped recovery, with the second slump being less sig-
nificant than the first. The US, by contrast, will narrowly 
avoid a W-shaped trajectory, while the major emerging 
economies will continue their recovery path. In the 
meantime, the US has reached a compromise on its aid 
package, offering hope particularly to the country's un-
employed. Covid-19 restrictions in the United States are 
less coordinated and drastic compared to the measures 
in place here. However, the incoming president has an-
nounced that he will consider introducing a nationwide 
lockdown at the beginning of his term, indicating that 
there may be a period of harsher restrictions before the 
vaccination programme shows results. At the same time, 
relief packages may become bigger under a democratic 
congress. 

The worst-case scenario would be a failure of the vac-
cination strategy (resistant strains, side effects). This 
seems unlikely, not in small part because a range of vac-
cines will soon be available and capacity is being con-
stantly expanded. It is more likely that the time needed 
to achieve herd immunity will be shorter than indicated 

by current forecasts, with certain countries like Israel ex-
pecting this by as early as the end of March. But even if 
only the elderly are vaccinated, this should allow govern-
ments to ease their restrictions.  

Despite this positive outlook, the sheer damage caused 
by the recession means that the countermeasures initi-
ated by governments and central banks will continue for 
the time being. Long-term structural changes (digitalisa-
tion, working from home, mass tourism, events) will 
eventually lead to unemployment and bankruptcies, and 
the transition away from fossil fuels will require consid-
erable investment. It is difficult to gauge the growing in-
fluence of the state on the economy as a result of ac-
tions taken during the crisis. This could affect innovation 
and flexibility in the long term. 

With deflationary forces likely to prevail in the next 12-24 
months, central banks are under no pressure to turn off 
the taps. The Fed made it clear last year that it would tol-
erate an average inflation rate of 2%, allowing for 
stronger price increases for an extended period of time. 
It can be assumed that none of the major central banks 
have plans to raise interest rates in the foreseeable fu-
ture, but a gradual tapering of bond purchases (QE) is 
expected as the economy recovers. 
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Inflation is an important metric in financial markets. This 
is because the valuations of equities and bonds price in 
extremely low interest rates persisting for a very long 
period of time, which would not be the case if inflation 
were to rise sharply. Bonds with long maturities (exclud-
ing inflation-linked bonds), especially, would experience 
a considerable drop in value.  

An uptick in inflation would be welcomed in Europe and 
Japan, but there is a risk that any increase could ulti-
mately be difficult to control. 

As mentioned earlier, the downward pressure on prices 
is being led by the services sector, while goods (includ-
ing food) are becoming more expensive. Consumers' 
shopping baskets have also changed during the pan-
demic, which may distort inflation calculations and could 
mean that inflation is actually higher than official levels.  

The catch-up effect on consumption is much more diffi-
cult to predict. It is possible that money not spent during 
the crisis will fuel demand for services from the middle 
of this year and drive up prices, partly because many 
companies are promising some compensation for lost 
sales. The predictions in certain sectors (some tourism 
operators, for example, do not expect normalisation un-
til 2024) may turn out to be too pessimistic, which could 
lead to capacity bottlenecks. 

Finally, another potential scenario is that central banks 
and governments end up going too far with their stimu-
lus measures because they are unable to fix the struc-
tural changes caused by the pandemic.  

As mentioned before, while these considerations are ra-
ther long-term in nature, financial markets would be 
quick to anticipate them, resulting in sharp corrections. 

Although the US elections were accompanied by some 
rather disturbing events, an orderly transition of power 
is likely to take place as planned on 20 January. After the 
Senate election in Georgia, the situation in Congress is 
now clear as well. For at least two years, Joe Biden can 
rely on a (narrow) majority in the Senate to try to com-
plete certain health and tax reforms. Tolerance for even 
higher government deficits is also likely to increase. 

The United States is also in a good position to success-
fully vaccinate its population relatively quickly. However, 
the pandemic is still out of control in many regions, and 
further lockdowns (possibly across the country) cannot 
be ruled out. Like in Europe, such measures, if needed, 
will not create the same economic downturn as in the 
spring of 2020. 

Since robust consumption figures can be assumed – 
thanks in part to aid packages and the Christmas boost – 
the US is expected to experience a relatively mild down-
turn in 2020 compared to its industrialised peers (we ex-
pect -6%) followed by a moderate recovery (our forecast: 
+3.7%). This would put the US – along with China – back 
in the driving seat of the global economy. 

In some respects, Europe has failed in the fight against 
the pandemic. Many countries have seen high rates of 

hospitalisation and fatalities despite the restrictive 
measures, which have weighed heavily on the economy. 
While unemployment has not risen sharply, as in the US, 
the public purse has financed massive amounts of short-
time working hours. Europe has never managed to de-
velop an innovative strategy against the pandemic, un-
like parts of Asia. Instead, retailers and restaurants have 
had to shut their doors for months on end with lock-
downs imposed nationwide, and it still seems unclear 
how successful the vaccination campaign will be. With 
organisational shortcomings and vaccine shortages 
emerging, it's not surprising that Europe is experiencing 
another period of economic decline. We expect a 7.1% 
decline in the eurozone in 2020, which is significant and 
won't be offset by the strong recovery in 2021 (+5.0% ac-
cording to our forecast). A return to growth also requires 
a successful containment of the pandemic. 

The more positive news includes the last-minute agree-
ment on Brexit (avoiding a hard break) and the coordi-
nated aid to countries particularly affected by Covid-19 
(Italy and Spain). This has strengthened the cohesion of 
the European project (which was not visible in the fight 
against the actual pandemic). It remains to be seen 
whether there will be sufficient funds and whether they 
will be used wisely. Europe aims to play an active role in 
combating climate change, which entails significant 
costs and structural changes. 

The UK managed to clinch a free trade deal with the EU 
at the eleventh hour (as is customary in European nego-
tiations), completing its divorce from the Continent. This 
has eliminated the major uncertainties in the trade in 
goods and reduced the barriers to a minimum. The long-
term impact on services from the country's decision to 
exit the union cannot be accurately predicted at this 
stage, while the risk of Scottish secession is now on the 
horizon. 

Brexit and the UK's extended hard lockdown have led to 
a double-digit economic decline (we expect -11.3% for 
2020). Rapid vaccination and catch-up effects are ex-
pected to boost recovery, but we assume that this will be 
limited to +5.0%, meaning that the UK won't return to 
pre-crisis levels before 2022.  

In Japan, the pandemic has been relatively well managed 
to date with somewhat mild measures, although the sit-
uation remains delicate in winter. The fast recovery in 
China coupled with relatively robust domestic consump-
tion softened the blow to the economy – which we pre-
dict will be 5.1% for 2020 – painting a much more posi-
tive picture compared to Europe. A slower recovery is ex-
pected next year, as Japan's structural problems prevent 
a very rapid recovery. However, the country's vaccination 
programme will likely be systematic and relatively quick. 

Based on our forecast, the weighting of China among 
emerging markets and its strong economic recovery will 
reduce the decline in growth to -2.1%, but it's worth not-
ing that the emerging economies posted growth even at 
the height of the financial crisis.  
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Even in countries with in a poor epidemiological situa-
tion (such as Brazil or India), measures were eased more 
quickly, cushioning the slump in growth. We expect 
China to post the strongest growth (+9% for 2021), 
lagged by the emerging markets, which should still ben-
efit from China's powerhouse economy. Towards the 
end of this year, however, growth in China may return to 
the normal trend of between 5% and 6%. 

India is well positioned to benefit from the vaccine (large 
order quantities and own production capacity as well as 
high vaccination readiness). The country's structural 
problems (relatively low levels of stimulus, inflation, and 
poor credit quality) remain unchanged.  

Brazil has performed poorly in its health policy, but has 
been able to contain the economic downturn thanks to 
generous fiscal aid. However, the combination of high 
government deficit and inflation will narrow the coun-
try's margin for manoeuvre in 2021, which should lead 
to more subdued growth. 

Equities: new favourites? 

The fourth quarter of the year was once again positive 
for equities, leading to an overall performance in the US, 
Japan and most emerging markets (in local currency) 
close to the already very strong levels of 2019. De-
spite racing to catch up in the fourth quarter, the Euro-
pean markets and the UK lagged considerably. Thanks 
to the dominance of the US stock exchange in the world 
stock index, it gained 12.0% in the fourth quarter in local 
currency, 13.6%% in US dollars and 7.5% in British 
pounds, with the weaker US dollar having a negative im-
pact on the later. 

Since the outlook for corporate profits has not increased 
compared to the end of 2019 – even under optimistic as-
sumptions – the valuations of most equity markets have 
risen significantly. This can be explained to a large ex-
tent by the fall in interest rates. It should also be noted 
that the price recovery is very much concentrated in the 
technology and communications sectors, as well as in 
(US) consumption – and is even further concentrated in a 
handful of equities within these sectors. It was only in 
November, when the first successful vaccination studies 
became public, that energy and financial stocks picked 
up, but these remain in negative territory over the year 
as a whole. 

Assuming the economy recovers in line with our general 
predictions with ongoing fiscal stimulus and low interest 
rates, we can expect share prices to rise again this year. 
Whether the decline in QE will have had a negative im-
pact at the end of the year remains to be seen. Due to 
their high valuations, equities remain vulnerable to dis-
ruption, and the pandemic will have to be clearly con-
tained over the course of the year. 

At a regional level, we feel that the Asian markets, in-
cluding the emerging markets, are more attractive than 
Europe, Japan and North America. 

Bonds: limited potential 

The sharp decline in yields, especially in US dollars (a 
major currency in the global interest rate landscape), 
once again generated positive results for pension invest-
ments. The subsequent sharp increases in risk premi-
ums, with the exception of the energy and tourism/lei-
sure sectors, have been completely reversed. This is not 
without its problems, as many companies, especially 
those with low credit quality, have once again increased 
their debt level due to factors related to the coronavirus. 
The high risk appetite of investors coupled with demand 
from central banks has made refinancing possible even 
for problematic companies 

There is no immediate threat to investment grade and 
high-yield bonds, as they benefit from central bank sup-
port, and the improved economy is tending to reduce 
risks. However, the absolute (real) level of return is not 
very attractive. We therefore consider emerging market 
debt, especially Chinese (slightly better valuation) and in-
flation-indexed bonds (protection against inflation risk) 
to be more attractive. 

Government bonds appear highly valued, and even 
bonds of heavily indebted governments offer little yield 
up to a maturity of ten years. They remain safe haven in-
vestments in a crisis situation. 

Currencies: focus on the US dollar 

The depreciation of the US dollar due to interest rate de-
velopments led to the exchange rate again weakening 
significantly in the fourth quarter, particularly against 
euros (-4.1%) and Australian dollars (-6.9%) and against 
Sterling (5.5%).  

The US dollar may remain under pressure. While it may 
(partially) lose its safe haven status, tensions between 
the US and China may ease somewhat under President 
Joe Biden. At the same time, the country is experiencing 
both a large fiscal deficit and a large current account 
deficit, which is bad news for the greenback. Structurally 
speaking, the euro is also on shaky ground given the 
substantial budget deficits on the Continent – but the 
current account situation is at least positive in the euro-
zone. A further depreciation of the US dollar is therefore 
possible, and although there is strong consensus for this 
outlook, investors may once again flock to the dollar in 
the event of a crisis. 

The Swiss franc has also gained significantly against the 
US dollar, while remaining stable versus the euro. The 
yield spread has narrowed, and the Swiss National Bank 
continues to counter upward pressure on its currency. 
The unfavourable trend of the pandemic and the need 
for high government spending have somewhat dam-
aged Switzerland's very robust public finances. Here, 
too, a crisis could lead to a renewed appreciation of the 
franc against the euro. 

Sterling-euro posted only minor changes over the course 
of the year as markets looked ahead to a potential trade 
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deal, and any significant appreciation of the British ster-
ling is unlikely given the high government deficit and 
minimal economic momentum – in addition to uncer-
tainties surrounding the UK's decision to exit the Euro-
pean Union. It is unlikely that Sterling will return to pre-
Brexit levels.  

Commodities and precious metals: rise of gold 
driven by fear 

Last year, the price of gold in US dollars rose by 25.1% 
but stagnated in the fourth quarter. The main driver was 
the decline in US real interest rates, which fell into nega-
tive territory, making the precious metal relatively attrac-
tive. It remains to be seen to what extent prices will also 
be driven by fears about the almost uncontrolled supply 
of money. Gold is likely to be attractive as a scarce com-
modity to protect against high inflation but, like many 

other tangible assets, the metal has little intrinsic value, 
apart from limited applications in industry. However, we 
see gold as an additional counterweight to equities dur-
ing a crisis. 

The price of oil is on a recovery course after experienc-
ing a historic drop thanks to relatively stable production 
volumes and more robust demand. Like industrial met-
als, further price gains are possible if demand continues 
to grow. 
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