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More precisely, despite new variants and mutations of the virus, there is optimism globally that there will be a
successful global rollout of safe and effective vaccines by the second quarter of this year to definitively
contain and control this pandemic. And one lesson of the past few months is that when virus-related
restrictions are lifted, the economic catch-up can be rapid: as was experienced during the third quarter of
2020. 

The examples of China and other Asian economies are also telling. As we embark on a fresh calendar year,
the turmoil of 2020 leaves us with much to reflect upon and consider. We have encountered disruption and
uncertainty on a scale not seen in several generations, and yet the world has continued to turn, markets
continue to trade, and opportunities continue to present themselves. To take advantage of such
opportunities requires discipline, resilience, and hard work on all our part.

Let us begin our annual investment outlook with a bold statement: 
2021 will  be the year when the Covid-19 crisis ends. 

Executive Summary

As it stands, we see 3 main factors that will drive the global economic recovery.

Firstly,  the rollout of a vaccine as we travel through 2021, which will allow people to go back to a new
way of living and spending, coupled with the pent up demand as a result of what’s happened in 2020 will
start to be unleashed in 2021.
  
Secondly, these are augmented then by what has happened in the US over the past month where we
witnessed the agreement by Democrats and Republicans on a $900 billion fiscal package, and further still by
the Democrat victory in the Georgia State runoff elections this month whereby Democrats have now taken
control of the US Senate, boosting the likelihood for more extreme stimulus to be provided to Americans in
the short-medium term as we navigate our way out of this pandemic.

Thirdly …and closer to home…. The last event risk of 2020… Brexit! 
The deal agreed on Christmas Eve between the EU and the UK avoided the most negative so called “hard
Brexit” and the imposition of a WTO tariff regime.  The deal principally relates to traded goods– tariffs and
quotas will not apply – and no hard border in Ireland. For Businesses – for better or worse – there is now
certainty. The UK is gone from the EU and despite the many obstacles and barriers – a new relationship will
evolve. The markets have moved on.

 For all of these combined reasons we see a strong year ahead.
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At the same time, central banks will not want to disturb this , so we will likely not see interest rates move up any
time soon and will also see monetary policy remaining quite supportive as we move through the next 2 years.
Our backdrop is that we are at the early stages of the economic recovery and the early stages of a new
economic cycle, which generally favours equity markets and real assets in total. 

In our Q3 2020 investment update, we discussed how the traditional portfolio mix of stocks and bonds no
longer offers the favorable diversification properties that once made it effective. As the prices of both stocks and
bonds have started to show high levels of correlation, coupled with near zero bond yields, the diversification
benefit fades and the portfolio risk becomes unbalanced. This time, however, the culprit is the bond part. Bonds’
customary counterweight to equities has been reduced to pure deadweight with negligible offsetting
advantages. This stems from their extremely low coupons and long duration, i.e. their elevated interest rate risk.
Once thought of as the ultimate floor for bond yields, zero is no longer the lowest bound. Huge amounts of
nearly zero and negative yielding bonds now render the asset class the most expensive it has ever been. We
would have to go back 200 years to find US yields as low as they are now. Furthermore, assets tend to move
together during periods of market stress, in part owing to a common instinctual urge to sell to avoid further
losses. So, a crucial part of weathering market stress is ensuring you have exposure to a mix of assets,
importantly including structured products. 

We would like to take this opportunity to remind clients that the structured products market, which is often
forgotten about when investment notes are written or when annual reviews are conducted, is a sizeable $7
trillion market. While structured products account for only 1% of the $700 trillion derivatives market, structured
products still outsize the total ETF market ($5.3tn) and more than double the total hedge fund market ($2.9tn). 

The recovery is set to run through 2021 and into 2022 and we believe we 
are l ikely to have above trend growth rates in both of those years. 

"We would have to go back 200 years to find US yields as low 
as they are now."
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In an environment when ultra-low interest rates – negative benchmark yields in many cases across Europe –

and declines in capital guarantees are driving investors to ever more exotic products and more risk taking in

search of yield, structured products are providing dependable returns and in our view simply must be

considered in portfolios of all sizes. These types of products offer a range of benefits that make them attractive

to both institutional investors – who make up the lion’s share of the market – and the retail sector, with which

the assets are often most closely associated. Chief among them is the ability to customize assets to an

individual investor’s expectations and risk appetites. 

At Seaspray, we believe that as investment solutions in their own right, “Structured Products” represent an

original and effective alternative to the usual financial investments. They offer solutions that are creative and

opportunistic and can be adapted to the needs of each investor, for example in terms of strategy, risk/return

profile, maturity, or the amount to be invested. They enable investments in a wide range of underlying assets

(equities, interest rates, foreign exchange, indices, commodities) and offer various redemption possibilities.

Indeed, they can even be structured to provide real returns for investors in flat or falling markets – no positive

performance required. 

Indeed, as we progressed through an extraordinary and volatile 2020, the team at Seaspray created 4 new

bespoke Structured Solutions with double-digit potential returns for our clients as part of their overall portfolio

diversification strategies. They are an excellent investment tool for the markets we expect in the years ahead,

and we are currently working on a number of new bespoke solutions for clients. 
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It was a year where we had to adapt
quickly to new ways of working and
schooling and a year of turmoil for large
swathes of the economy, some parts of
which unfortunately may never recover.
However, it also looks to have been
another year where markets have
proved their resilience in the face of
bad economic news with investors
enjoying positive returns in a variety of
different asset classes.
As we look ahead to 2021, investors will
understandably be concerned that the
market returns that we have recently
seen are not sustainable and that we
have merely ‘borrowed’ from future
years. We have heard this refrain before
of course but there is no doubt that
central banks and governments have
helped markets enormously this year
with their various emergency support
schemes such as QE and furlough
schemes. 

2020 Recap & Looking Forward

2020 is likely to live on in people’s memories long after life has resumed and we can meet our friends and
family again without worrying about social distancing rules. 
 
 
 
 

Sources: Seaspray Financial.

Sources: Financial Times, Refinitiv.
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Most obviously, a number of effective vaccines have been rapidly developed by scientists and these promise a

return to normality this year, provided governments can roll them out quickly and efficiently. This will allow

sectors like retail, hospitality, and travel to flourish once again as the population looks to make up for lost time

and pent-up demand is unleashed. In turn, the world economy should rebound sharply with consensus

expectations for global GDP growth of around 5%, but clearly much will depend on the speed of vaccination

programs. 

We also expect central banks to remain supportive for markets even if they may look to scale back their QE

programs. We are likely to face a prolonged period of high unemployment in many developed countries as

economies recover and the scale of debt incurred by governments necessitates interest rates remaining low.

Central banks will of course be keeping a close eye on inflation next year but should be able to look through

any short-term rise in prices as parts of the economy re-open.

The 2021 global economic outlook appears favourable, with vaccines in sight and turbo-charged monetary

and fiscal policies. Manufacturing will benefit from inventory re-stocking as trade returns to normal levels and

improving consumer confidence could release pent-up demand across a wide range of goods and services.

However, behavioural indicators suggest a degree of caution is needed as much depends on delivering mass

vaccination programmes on an unprecedented scale and how widely these are accepted. If a “return to

normal” stretches beyond H2, there could be scope for disappointment even though markets can travel

further before central banks start re-positioning monetary policy.

Despite an uncertain 2020, market performance was fairly strong, with each successive Covid-19 wave having

had a smaller market impact. This year’s tactical uncertainty serves as a reminder to maintain strategic

discipline. In 2021, we expect a vaccine-driven recovery, fiscal stimulus, low yields, and contained inflation to

remain supportive for risk assets.

We do believe that there are plenty of reasons to be optimistic about 2021.
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We remain overweight specific equities and sectors versus core bonds, as we, along with investors across the
globe, look through the near-term drag of the virus surge and focus instead on a resilient global economy with
grounds for greater optimism for the second half of 2021. We believe that stocks will outperform bonds
thanks to the general global economic recovery, the lack of immediate inflationary pressures and the
compelling prospects of a resolution to the pandemic.

While valuations may deter some, equities seem fairly valued in the context of low rates, current bond yields,
and massive quantitative easing. We are positive on prospects for the asset class, preferring high-quality
companies and an active management approach. One area of particular interest for us is sustainability, as
pandemic recovery plans from governments have a sustainable bias. Companies too are being drawn to
opportunities available, and potential growth prospects, from transitioning to a low-carbon world. Similarly,
including environmental, social and governance (ESG) considerations in asset selection can boost returns. The
significant momentum behind investing sustainably, and with ESG considerations, suggests that increasingly
investors agree.

Our slight underweight position in the US remains unchanged. Stock markets in the States are looking more
expensive with a 12-month price-earnings at 23 times – levels last touched in 1999. Wall Street has seen
particularly strong equity issuance with IPO values standing 122 per cent above 2019 levels – which suggests
markets are at risk of overheating. What is more, as the global economy emerges from lockdowns, the
defensive and tech-heavy nature of the US market will be negative. While we like both Europe and Asia, the
latter stands out for 2021. Asian stocks, especially those in Japan, have particularly large allocations to the
most attractive deep cyclicals (industrial and consumer discretionary equities) and are very cheap in local
currency. When it comes to sectors, we prefer those that are exposed to the recovery which we expect to see
in trade and capital spending, such as industrials and materials.

At Seaspray, we think European equities can continue to recover in 2021 with continued ECB supports and as
earnings bounce back from depressed levels last year. As valuations normalize from high levels, Europe has
benefited after the vaccine news from the rotation into cyclicals and value, a trend we think can continue over
the coming quarters. 

Equities

Asset Classes
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We of course cannot reference equity markets without mentioning the considerable dispersion in
sector performance during 2020. Over the past year, global tech stocks gained over 30% as can be
seen on the below graph, while consumer discretionary was over 25% higher. Energy was down over
36% amid severe volatility in oil prices, while real estate and financials were down 12% and 10%
respectively.

Sources: Bloomberg, Zurich Life.

A broader and more global equity rally suggests better times for advocates of buying value stocks, cheap
companies that over the past decade have badly lagged the performance of faster growing rivals. As seen
below, value stock prices are at multi-decade lows vs their tech and growth counterparts. 

Sources: Financial Times, Refinitiv.
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Valuations appear high in all the major asset classes. Not only has ultra-easy monetary policy driven bond

yields to record lows but investors anticipate a strong economic recovery. Equities are at their most expensive

since 2008 according to our models. Global equities trade at 20 times 12-month forward earnings, while for

US equities that ratio is now 23 times. Much of this is driven by a limited number of shares primarily in the

tech sector. Although we expect price-to-earnings ratios to contract next year, this should be offset by strong

corporate earnings, which we see growing by 25% in 2021. 

We see an opportunity to rotate out of the growth sectors (i.e. technology) and into the value sectors

(industrials, materials, consumer staples) in 2021. A return to normal by the second half of the year should

help extend the rotation that began in early November away from technology/growth leadership toward

cyclical/value stocks. During the Covid-19 pandemic, technology and growth stocks enjoyed tailwinds from a

boost to earnings and lower discount rates. 

These tailwinds should become headwinds once a vaccine is widely available and lockdowns have been eased.

This should allow the normal early-cycle recovery dynamics to resume, with investors rotating towards

relatively cheaper value and non-US stocks that should benefit from the return to more normal economic

activity.

Over recent months we have built exposure to Europe which should disproportionately benefit from the

global cyclical recovery via a sharp recovery in domestic economic activity as lockdowns ease, but also thanks

to its sector composition. Japan and emerging markets are other regions with a cyclical bias which we feel

offers opportunities this year.
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Government bond yields in the developed world are likely to move slightly higher tempered by central bank
action which could include balance sheet expansion by the European Central Bank and yield curve control by
the US Federal Reserve. Although we struggle to see how bonds would deliver their historical diversification
potential in the future, global bonds did quite well during 2020. As at the end of 2020, the total return of the
broadest gauge of global bonds stood at almost 8%. Very reasonable considering the starting yield was 1.4%.
But what should one expect during the next crisis, when both global bonds and US Treasury yields are circa
0.8-1.0%? For bonds to deliver the necessary offsetting properties during a future crisis (as they did when
starting yields ranged from 3-7%), yields would have to go deeply negative, even more negative that ever
witnessed. We think the probability of that is relatively low and that bond yields could be close to their nadir. 

What we are sure about, however, is that bonds will not give the necessary cushion against future equity
market sell-offs. Bear in mind that global bond returns were down 3% in late March when the global equity
market was at its steepest loss of over 30%. Subsequently, bonds only recovered when equities did,
highlighting how bonds provided essentially no protection whatsoever. To ensure proper portfolio
diversification and risk mitigation, a rethink of traditional asset allocation and more dynamic exposure
management is warranted.

On a strategic horizon, the policy revolution and our view of higher inflation over the medium-long term
warrant a rethink of government bond allocations. We see nominal bond yields as staying relatively range-
bound, further diminishing the role of government bonds as portfolio ballast. We prefer inflation-linked bonds
and structured products.

Bonds

Sources: Financial Times, Refinitiv.

Prospects for developed market corporate bonds are mixed. High yield bonds are not especially attractive at
this juncture. To seasoned fixed income investors that would seem unusual as history shows sub-investment
grade bonds outpace equities during the final throes of a recession and in the early phase of a recovery. Yet
the problem this time round is that high yield debt is already expensive. Investment-grade corporate bonds
are more appealing in our view – however their returns compared to those of US Treasuries are low
compared to the levels normally seen at this point of the economic cycle.
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When it comes to currencies, 2021 doesn’t promise to be a good year for the US Dollar, and we see several
reasons for this statement. First and foremost, the greenback’s allure should fade in the face of a
synchronised global economic recovery. Then there is the prospect of a surge in the US budget deficit and
continued intervention from the Fed – a fiscal and monetary expansion which will likely place further
downward pressure on the world’s reserve currency. The Dollar continues to trade well above what
fundamentals - such as interest rate and growth differentials to the rest of the developed world - suggest is
fair value. 

In a year that will likely see healthy global growth and increased international trade, emerging market
currencies should also fare well. We expect this strength to come as the global economy recovers and as
trade tensions ease under a Biden administration. Attractive emerging market local currency bonds (EM)
should serve as a catalyst to this move, they are among the very few fixed income assets on the planet
offering a yield of above 4%. As some institutional investors are drawn to these bonds, they must first
purchase EM currencies with their Dollars, Euros, and Yen, thus driving these sometimes quite illiquid markets
higher. 

Currently, emerging market currencies are close to 25% undervalued versus the US Dollar according to our
analysis. We expect volatility in Sterling to fall in 2021, after the main uncertainty for the region, a potential no-
deal Brexit, is now in the rear-view mirror. Post Brexit, we expect Sterling to slowly weaken over time. The
Euro, which makes up circa 58% of the Dollar Index (see diagram below), will benefit from any and all Dollar
weakness as the year plays out, despite an aggressively dovish ECB as of late.

Currencies

US Dollar Index (DXY) Weightings

Sources: The Intercontinental Exchange (ICE).
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We continue to favour gold, with interest rates

approaching zero and renewed monetary

support very possible in 2021. We believe the

precious metal should continue to rally. Our

in-house forecast for gold prices is for $2,100

by year-end (13% upside from current levels).

Continued quantitative easing by global

central banks, a weaker trajectory for the

dollar and real rates dipping further into

negative territory should all underpin

demand. 

Looking ahead to 2021, we expect the commodities complex to continue to move higher. A further recovery in

economies around the world should prove supportive, while there is also the potential for further stimulus.

Significant growth in money supply, rock bottom interest rates and fiscal stimulus have boosted inflation

expectations for the coming years; therefore, we expect to see more money flowing into commodities with

speculators boosting their long position, notably in metals (copper) and the agricultural space this year. In

addition, we note that US dollar weakness should continue to remain supportive of oil prices. Crude is set to

benefit from both supply-side discipline and a recovery in oil demand.

Should we see inflation pick up quicker than expected this year we would expect to see yet another significant

rally in the metal. Likewise, gold’s more volatile cousin silver will be one to keep an eye on in 2021, for those

with the appropriate risk appetite

Commodities
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We expect this, along with an expansionary fiscal stance, to support economic activity going forward.
Aggressive fiscal and monetary stimulus from major economies ongoing since March 2020 is likely to
engineer a strong rebound in trade, consumption and capital spending this year, which should translate into
double-digit growth in corporate profits as we edge through 2021.

We strongly believe that both the ECB and the Fed will do whatever it takes to keep policy accommodative
and ensure a self-sustaining recovery. For the ECB that means more bond purchases and the continuation of
cheap loans to banks; for the Fed, that could involve adding yield curve control: anchoring policy to specific
bond yield targets. In addition, Joe Biden’s selection of former US Federal Reserve chair Janet Yellen as
Treasury Secretary could pave the way for aggressive fiscal stimulus. Yellen has consistently maintained that
interest rates should remain low for longer – a stance that we believe is compatible with ample fiscal
stimulus. This month we have also seen the Democrat party take control of the Senate, which will allow Biden
greater power to unleash a larger fiscal stimulus package in the coming months, should America need it.

As we have seen over the past 12 months, a gush of government bond purchases has anchored long term
interest rates at extremely low levels and will continue during 2021, albeit at a reduced pace. We are
currently expecting $5 trillion of global central bank balance sheet expansion in 2021, this would represent
roughly half of the balance sheet expansion that we witnessed last year, as can be seen on the below chart. 

Monetary policy is l ikely to remain exceptionally accommodative, reflecting an asymmetric
reaction from central banks in which they wil l  be quick to respond to negative news but
cautious in responding to positive developments. 

 Monetary & 
 Fiscal policy

Sources: Financial Times, Refinitiv.

12



As an investor, this means that keeping money on deposit now comes with an explicit cost. Sitting on the

sidelines in cash guarantees that you will lose purchasing power to inflation over the long-term, plus you will

suffer a charge from your bank. As illustrated in the chart below, an investor with €1,000,000 in 2020 who

targets a gross return of 4% per annum (yellow line) could see it grow to €1,480,244 in 10 years. This is

juxtaposed to a person who stays in cash who would see its real value eroded to €973,592 during the same

time. This chart is based on projected inflation levels and bank charges combined of 2% on average for the

next 10 years.

The European Central Bank introduced negative interest rates in 2014 as a way to
encourage economic growth and stimulate to the region.

Sources:  Davy, Bloomberg, ECB

Sources:  Davy, Bloomberg, ECB

We would strongly advise that you talk to your financial adviser at Seaspray about our list of cash alternative
options for the year ahead, should you currently be holding cash on deposit with an Irish bank. Remember
that holding onto cash and doing nothing might be the biggest hazard of all to meeting your financial goals.
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With many of the key risks of 2020 now behind us, we believe that the year ahead will see reduced volatility

levels. Over recent months we have seen many of these risks and their associated uncertainties fade away,

paving the way for a more positive 2021 in which markets continue their rebound into what it increasingly

seeming like the early stages of a post-recession recovery and new economic cycle. Firstly, and most

importantly, between Europe, the US, and the UK we have seen three separate but successful Covid-19

vaccines be approved for emergency use and subsequent widespread rollout in these respective regions. This

new global vaccination programme will almost certainly bring an end to what has been an exceptionally

difficult year and pandemic for many individuals and businesses alike. 

Aside from the virus, we of course saw the EU and UK agree on a post-Brexit trade deal, an issue which has

amazingly lingered over financial markets in both regions for over four years now. We saw a drama-filled US

Presidential Election in which Joe Biden was victorious, with the Democrats recently taking control of the

Senate after the State of Georgia’s runoff elections. This has paved the way for further fiscal stimulus in the

short-term, and has been welcomed by market participants on all time frames.

There are some near-term risks, however. It has been argued that investor sentiment has become overly

optimistic following the vaccine announcements, making markets slightly vulnerable to any negative news. This

negative news-flow could include renewed lockdowns in Europe and North America as virus cases escalate,

logistical difficulties in distributing the vaccine, and negative economic growth in early 2021 if government

support measures are unwound too quickly. Geopolitics could also deliver negative surprises from China, Iran

or Russia as the new Biden administration takes power in the US.

We see uncertainty over vaccine timings, the effects of monetary and fiscal stimulus, as well as earnings

growth each as possible causes of some pockets of market volatility in 2021. In the longer term, we see the

de-anchoring of real rates and inflation expectations due to the massive fiscal stimulus to be a potential risk

for investors. Going forward, we must remain cognizant of the monetization of public deficits, the rebalancing

of social and political support in favor of labour and the retreat of global trade. Markets have not fully priced in

these risks yet, but investors should start looking at strategies for a possible inflation comeback. We favour

more cyclical equities and value names, commodities, and real estate in such an environment.

Risks
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This strong rally was reflected in the performance of our core holdings which have been positioned for a
rotation into the more value-oriented sectors of the market for some time now. While many medical experts
were convinced the Pfizer & BioNTech vaccine would be successful and that there would be an update on the
Phase 3 human trials before the end of November, we had been consistently saying that the potential for a
sharp rally in equity markets was there, on the successful news which we ultimately got.

The announcement of a new strain of Covid-19 that is more infectious – if no more dangerous – than the
original version may knock some of the froth off markets in the first quarter. Having said that, we see the
strong possibility that the first few months of 2021 play out with a ‘Goldilocks’ scenario being priced in – a
scenario where the pandemic ebbs due to vaccine distribution and the arrival of spring, but authorities still
keep the stimulus taps as wide open as possible, to prevent what the central bankers are calling ‘scarring
effects’.

While it is far from our base case scenario, we must acknowledge the fact that there is a very small chance of a
new Covid-19 variant emerging in the months ahead, if this did occur we would expect to see an immediate
sell-off in global risk assets as market participants attempt to price in further lockdowns and more time for
pharmaceutical companies to develop a new vaccine using similar processes and trials as before. Indeed, our
base case rests on a gradual but permanent relaxing of economic restrictions, as vaccines become more
readily available in large numbers. Were vaccines not to prove the decisive tool in containing the pandemic that
we expect, downside risks will be material.

Assuming no major delays in production, distribution, and implementation, we expect at Seaspray that most
developed market economies could reach population immunity by the end of the second or third quarter.
Emerging markets should reach closer to 40-60% of their populations by end of 2021. These numbers would
turn out to be sufficient, in our opinion, to allow economic reopening while mitigating health risks. Covid-19
vaccine prospects should make 2021 a year of global economic recovery. Markets have priced in a lot of good
news, but more gains seem possible as corporate profits rebound and central banks remain on hold, in our
view.

Virus,Vaccines 
  & Economic 
Implications

As we have highlighted in our previous market updates, we believed that any positive
development on a vaccine would be the catalyst for a rally in risk assets and this was
evident during November and December.

Sources: Barclays Bank.
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The beaten-down services sector should be the principal beneficiary of this return to normal as the in-person
economy roars back to life in the post-pandemic world. We think people may well be surprised with the speed
of the snapback in global economies and GDP this year, we’ve already seen a surprisingly strong second half
of 2020. Unlike in normal recessions, where consumers’ savings drop and debts often increase, household
balance sheets are in really good shape, putting people in a strong position to start spending quickly and
pushing the recovery. Savings have actually increased strongly this time around, indicating that the
speculation of global and widespread pent-up demand is warranted and will prove to be accurate. For
example in Ireland, as can be seen in the graph below, the household savings ratio surged to 24% during the
first three quarters of 2020, up from 12.5% in 2019. After this 11.5% jump in household savings, deposits in
Irish banks were remarkably up to €124 billion in November.

We expect ongoing vaccination in the first half of the year to set the 
stage for a vigorous growth recovery in 2021. 

Sources: CSO, Central Bank of Ireland, Davy.
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We must acknowledge that the first quarter of 2021 could remain somewhat challenging 
for the global economy. 

Disappointing economic data is likely to coincide with continued pandemic-related restrictions in Europe and

the US. So far, however, markets have broadly been willing to look through the near-term weakness thanks to

the vaccine news and policy support measures but any significant disappointment on the vaccine front in the

coming months could lead to some increased market volatility. Central banks are likely to remain

accommodative and should continue to provide substantial liquidity that, combined with an improving

economic outlook, should allow equities to make further progress in a more medium to long term. Some short-

term volatility, of course, cannot be ruled out.

Our business cycle indicators are positive for riskier assets. We expect 2021 economic growth to beat current

market expectations – our forecast is for global real GDP to expand by 5.2% in 2021 vs consensus forecasts for

5.0%. In short, we feel the major economies have escaped the pandemic and lockdowns with relatively little

long-term economic damage thanks to swift and major monetary and fiscal support. Wage subsidies and job

retention schemes have prevented unemployment rates from rising significantly in most countries. China, the

first to enter this crisis and the first to emerge, is firing on all cylinders, with nearly all of the country's key

economic activity indicators running at well above the levels seen 12 months ago. 

This, in turn, is helping support the rest of Asia. We believe that the year ahead could deliver the strongest

growth and the fewest geopolitical shocks in a decade. While inflation should remain subdued in the short

term, large fiscal injections, climbing government debt, and accommodative central banks could lead to higher

inflation over the longer term: inflation will be one to keep an eye on this year.
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We continue to be comfortable with the composition of our stock and fund holdings particularly against the
backdrop of a more stable US political system following the election last November, but also due to the
extremely encouraging vaccine developments during the past two months. Accordingly, we maintain our
positive outlook on US risk assets into 2021. Initial indications are that Joe Biden will attempt to restore
relations with traditional US allies – thus avoiding the risk of trade war with Europe, but the real test will be
what the new President does with the import tariffs on Chinese goods that he inherits. We expect some kind of
signal very early during this presidency.

As Donald Trump’s time in the White House comes to an end this month, the drama has by no means
subsided. Following on from the Democrats securing control of both the House and Senate last week and with
markets initially rallying on expectations that the new administration will signal a return to strong stimulus for
the US economy through a range of Covid stimulus packages, a focus on infrastructure investment and a
general loosing of stimulus rules, all was thrown in the air when Donald Trump incited his supporters to invade
US government buildings. When control was finally re-established, Congress quickly went about its business
again. The final objections to Joe Biden's election have now been voted against and Biden has been formally
elected President of the United States.

Regions

USA

As can be seen in the adjacent chart, real
growth is likely to return to its pre-Covid trend
as the US stages a multi-year recovery from
the pandemic. We expect a similar level of
inflation in 2021 as in prior years, but both
deflation and inflation tail risks have certainly
grown and remain on our radar.
We remain bullish about the US’ economic
outlook. There likely will be two distinct
phases to the path forward. The first and
main challenge, as we navigate through the  

remaining winter months, will be Covid-19 infection rates which are exploding across the country and leading
to partial, localized lockdowns once again. These lockdowns are a far cry from April when 95% of Americans
were under stay-at-home orders, but the measures should slow the pace of positive economic performance
during Q1. The post-vaccine period should deliver another strong, V-leg for the recovery that delivers real GDP
growth in excess of 5% in 2021. Vaccines should allow dislocated sectors (e.g. travel, hospitality) to bounce
back strongly in the second half of 2021. Meanwhile, the Fed continues to maintain an ultra-accommodative
policy stance. Even with our expectation for a robust 2021, the Fed’s focus on generating an inflation overshoot
will leave plenty of runway for the expansion to strengthen and broaden. 

Sources: Haver Analytics, Barclays Bank.
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EU countries have begun their vaccination journeys, albeit slightly behind the likes of the US and UK as
individual nations rely on the bloc for their respective supply, and also rely on the European Medicines Agency
to approve each of the new drugs. So far, the agency has approved both Pfizer and Moderna’s Covid-19
vaccines for use, with AstraZeneca expected to get the go ahead in the coming weeks - supplies are initially
limited. In many countries on the mainland the virus has seen a large peak in October and early November,
with individual EU member states rolling in and out of strict lockdowns as appropriate. 

In mid-December we saw a beat of expectations for Eurozone Services and Manufacturing PMI data, coming in
at 47.3 vs 41.9 forecasts and 55.5 vs 53.0 forecasts respectively. While the manufacturing sector has been
allowed to embark on its recovery over the second half of 2020, Europe’s services sector has undoubtedly
suffered as a direct result of the rolling lockdowns which we have continued to see. These monthly services
data points have come in below the 50.0 expansion/contraction border for four consecutive months now, after
showing some signs of a potential rebound over the summer. We continue to closely monitor the Eurozone’s
PMI readings on a monthly basis and believe them to be a leading indicator of the economy’s health as a whole
as they provide data from the current month. Analysts are currently forecasting that the European Union will
see GDP declines of circa 7.4% for last year, with hopes for a 4.6% rebound in 2021 as individual economies
are allowed to reopen.

We believe that once the pandemic subsides the Eurozone is poised to grow above potential, especially as
fiscal policies have successfully mitigated much of the damage lockdowns would have inflicted on businesses
and jobs. However, government finances are stretched in several key countries like Italy, and investment
demand could be described as soft. Challenging demographic trends (i.e. an aging population) pose an
additional headwind to growth potential. A successful long-term recovery from the Covid-19 crisis will depend
on further effective fiscal and political integration. The creation of the EU recovery fund was a step in the right
direction, in our view.
Europe is poised for a strong post-vaccine recovery. Its economy suffered a big hit from the pandemic, so can
rebound from a low base. Europe is more exposed to global trade than the US and will be a beneficiary of a
recovery in Chinese demand. After five years of underperformance, we expect the MSCI EMU Index, and
indeed the EuroStoxx 50, should outperform the S&P 500 in 2021. Europe’s exposure to financials and
cyclically sensitive sectors such as industrials, materials and energy, and its small exposure to technology, give
it the potential to outperform in the post-vaccine phase of the recovery when economic activity picks up and
yield curves steepen.
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We cannot ignore the fact that Covid-19 infection and death rates along with Brexit uncertainty battered the

United Kingdom throughout 2020, GDP for the region is expected to come in at an 11.3% contraction for the

12-month period. However, it must be noted that the UK’s relatively prompt approval and distribution of

vaccines and the recently agreed Brexit deal could indeed see the UK economy have one of the biggest

rebounds in 2021 with GDP potentially bouncing back by 5-6%. Longer-term, the non-tariff barriers on trade in

services will be a drag on growth, but the cyclical forces driving the GDP rebound should dominate over the

next couple of years. 

On Christmas Eve we saw the UK agree to a minimal deal that guarantees that neither side will face tariffs and

quotas on their traded goods, at least to start with. That may change if Britain uses its new-found sovereignty

to diverge from EU product and labor standards. Companies will nonetheless have to provide documentation

regarding the origins of cross-border shipments, a degree of extra bureaucracy and cost that is likely to hold

growth back, at least in the near-term. We believe the deal is largely silent on services, leaving the UK's key

financial services industry in particular at the mercy of any future changes in European attitudes. 

The Bank of England is likely to keep rates on hold during the recovery phase and this will likely keep Gilt yields

contained, at most rising in line with US Treasuries. The FTSE 100 Index was the worst-performing regional

equity market by a wide margin in 2020 but could very well be one of the better performers in 2021. It is cheap

relative to other markets and is overweight the financials, materials and cyclical sectors that should benefit

most from the global recovery.
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China is ahead of most other countries when it comes to recovery from the pandemic. It was the first country
to impose lockdowns and the first to lift them. By now, Chinese industrial production has recuperated most of
the lost ground, and China will be the only major economy to post a positive growth rate for 2020 (we expect
real GDP growth of 2.0%, see chart below). The course of the recovery from here on will be more reliant on a
rebound in employment, which continues to face challenges (the travel and entertainment sectors are still
reluctant to hire). Further out, we anticipate three key policy categories to be emphasized in the Chinese
government’s next five-year plan: technology advancement, labor productivity and land reform. 

Regions

China & Emerging Markets

Sources: Bloomberg, Davy.

The resilience of China's economy -
which has benefited its stock market
and helped it gain nearly 30% in
2020, will continue to be a positive
force. Which means Chinese stocks
should be among the leaders this
year too. Support will come in the
form of continued stimulus from
Beijing. According to IMF estimates,
China is likely to be the only major
economy with an expansionary fiscal 

policy next year — with its ‘fiscal thrust’, or changes in government spending, at 0.7% of GDP. China’s share of
global GDP has been steadily growing even as its growth has slowly trended down as the economy matures.
Growth now is on track to return to its pre-virus trend, just as it bounced back quickly in the post-GFC period.
As we see it, there is a clear case for greater portfolio allocations to China-exposed assets for returns and
diversification. We expect persistent inflows to Asian assets as many global investors remain underinvested
and China’s weight in global indexes grows. Risks to China-exposed assets include China’s high debt levels,
Yuan depreciation and further US-China conflicts. But we believe investors are well compensated for these. As
can be seen in the below graph, China’s past and expected share of global GDP (orange bars) is on a trajectory
that we simply cannot ignore, while the yellow line represents the country’s annual real GDP growth rate
(dotted yellow lines are IMF forecasts). 
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Elsewhere, we expect emerging equities to benefit from China’s V-shaped recovery and a weaker dollar this
year. We expect emerging company earnings to rebound sharply and to see circa 33% growth this year after an
expected decline in 2020 EPS of 9% in 2020 – a shallower contraction than that seen in the developed world.
We are currently overweight Emerging market equities. We see them as principal beneficiaries of a vaccine-led
global economic upswing in 2021. Also, our expectation of a sluggish US Dollar and more stable trade policy
under a Biden administration will serve as catalysts for these markets vs their so-called first-world peers.

Sources: BlackRock, IMF, Haver Analytics.

Japan

We believe Japan is set to benefit from its neighbour’s strong economic recovery, as well its own effective
response to the pandemic. The country’s stock market, which has a higher relative weighting than many other
markets in cyclical sectors such as industrials and autos, is well placed to capitalize on a revival in global trade
and capital spending as the world emerges from the lockdown.

The world’s third largest economy is already enjoying a strong rebound, and it should build on that in the
coming quarters thanks to the Bank of Japan’s monetary stimulus. Marginally positive real GDP growth should
be achievable in 2021, as demographic headwinds are offset by stable productivity gains thanks to continued
technological innovation. Nevertheless, persistent but mild disinflation, along with low nominal interest rates,
are likely to continue to pose a threat to its banking industry, forcing it to undergo major consolidation.

Other Asian economies may be greater beneficiaries of more predictable U.S. trade policy under a Biden
administration. We see a stronger Yen as a potential risk for Japan this year, especially given the ongoing USD
weakness across the board, which will begin to weigh on Japanese exporters.

22



  +353 (1)  70 70000   |  www.seasprayf inancialservices. ie   |   25 Lower Leeson St . ,  Dubl in 2,  I reland

Seaspray Financial Services Ltd trading as Seaspray Private and Seaspray Mortgages  is regulated by the Central Bank of Ireland . Registered in Ireland number 582920.. Copyright 2021 Seaspray Financial Services

Warning: The value of your investment may go down as well as up and you may lose some or all of the money you invest. Warning: Past
performance is not a reliable guide to future performance. Warning: Investments denominated in a currency other than your base
currency may be affected by changes in currency exchange rates.

This material is approved for distribution in Ireland by Seaspray Financial Services Ltd .It is intended for Irish retails clients only and is not
intended for distribution to, or use by, any person in any country where such distribution or use would be contrary to local law or regulation.
Seaspray Financial Services Ltd Ire (“SFS”) is regulated by the Central Bank of Ireland.

Where SFS wishes to make this and other Seaspray Financial Services Ltd research available to Retail clients, such information is provided
without liability and in accordance with our terms and conditions that are available on the SFS website.

 No report is intended to and does not constitute a personal recommendations or investment advice, nor does it provide the sole basis for any
evaluation of the securities that may be the subject matter of the report. Specifically, the information contained in this report should not be
taken as an offer or solicitation of investment advice, or to encourage the purchased or sale of any particular security. Not all
recommendations are necessarily suitable for all investors and SFS recommend that specific advice should always be sought prior to
investment, based on the particular circumstances of the investor either from your SFS investment adviser or another investment adviser.

 
SFS takes all responsibility to ensure that reasonable efforts are made to present accurate information but SFS gives no warranty or guarantee
as to, and do not accept responsibility for, the correctness, completeness, timeliness or accuracy of the information provided or its
transmission. This is entirely at the risk of the recipient of the report. Nor shall SFS, its subsidiaries, affiliates or parent company or any of their
employees, directors or agents, be liable to for any losses, damages, costs, claims, demands or expenses of any kind whatsoever, whether
direct or indirect, suffered or incurred in consequence of any use of, or reliance upon, the information. Any person acting on the information
contained in this report does so entirely at his or her own risk

 
All estimates, views and opinions included in this research note constitute Seaspray Financial Services judgment as of the date of the note but
may be subject to change without notice. Changes to assumptions may have a material impact on any recommendations made herein.

Unless specifically indicated to the contrary this research note has not been disclosed to the covered issuer(s) in advance of publication.

Past performance is not a reliable guide to future performance. The value of your investment may go down as well as up. Investments
denominated in foreign currencies are subject to fluctuations in exchange rates, which may have an adverse affect on the value of the
investments, sale proceeds, and on dividend or interest income. The income you get from your investment may go down as well as up. Figures
quoted are estimates only; they are not a reliable guide to the future performance of this investment.

 
Conflicts of Interest & Share Ownership Policy

It is noted that research analysts' compensation is impacted upon by overall firm profitability and accordingly may be affect ed to some extent
by revenues arising other Seaspray Financial Services Ltd business units including Investment Management and Corporate Finance. Revenues
in these business units may derive in part from the recommendations or views in this report. Notwithstanding, Seaspray Financial Services Ltd
is satisfied that the objectivity of views and recommendations contained in this note has not been compromised. Nonetheless Seaspray
Financial Services Ltd is satisfied that the impartiality of research, views and recommendations remains assured.

Analyst Certification

Each research analyst responsible for the content of this research note, in whole or in part, certifies that: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the research note.

We have assessed the publication and have classed it as Research under MIFID II. All charges in relation to this publication will be borne by
Seaspray Financial Services Ltd

EON.

https://seasprayfinancialservices.ie/important-disclosures/

https://seasprayfinancialservices.ie/important-disclosures/

