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General Economic Overview – Quarter 4 2019 
 
There is no doubt that the returns made in 2019 will sit comfortably with most equity investors – the 
29.8% return for the US (S&P 500) market for dollar investors shows how markets have reversed in 2019 
from a poor 2018.  This however covers up the fact that for most of the year we have been concerned 
about slowing global growth – we have seen the increasing tensions caused by trade disputes centring on 
the US and China, and a reduction in PMI data across the world.  
 
The year began with the possibility of further US rate rises but by the end of January we saw a U-turn 
from the Federal Reserve that set it on a course of rate cuts, culminating in a third cut in September. The 
U-turn was a significant moment for the global economy as policy makers recognised the fragile nature 
of current growth levels, ushering in a new era of accommodative monetary policy. This certainly helped 
bond markets during the year with longer duration assets delivering strong returns in quarters two and 
three. The ECB joined the pro stimulus pact later in the year, setting the scene for a more encouraging set 
of data to emerge. This type of stimulus takes time to come through and it may be into 2020 before these 
changes are evidenced.   
 
Since Trump’s announcements at the January 2018 World Economic Forum in Davos that trade tariffs 
were coming, world growth has declined from 3.8% in 2017 to a likely figure of 2.9% for 2019. The sectors 
that are most exposed to global events, such as manufacturing, have come closest to recession.  
Economies have been supported by relatively buoyant labour markets – in the US, jobs growth has slowed 
but unemployment remains at or close to record lows and the situation is similar in Europe where 
unemployment is close to post Financial Crisis lows.  Many felt a global recession was imminent 
(sometimes described as global growth below 2% per year) due to the fear that the significant slowdown 
in manufacturing will increase its impact on the wider service sector. That fear has dissipated of late 
although global growth is not expected to move much higher despite central bank intervention increasing.  
 
Globally, politicians have stirred up xenophobic tendencies with nationalistic rhetoric, and protectionism 
is the economic extension of nationalism.  In response to this Central Banks have looked to ease monetary 
policy, most notably with the pivot by the US Federal Reserve.  The ECB, in the final days of Draghi’s 
leadership, responded to the slowdown by moving rates deeper into negative territory and announcing a 
resumption of QE. Political tensions will continue into 2020 and, given this is a US election year, we may 
have further surprises coming from Mr Trump.  
 
Investors have, in the main, managed to ignore most of the negative political and trade events, relying on 
optimism created by central bank support, together with global consumer spending which has held up 
well in a low wage growth environment. Global strategists seem to be forecasting more of the same in 
2020 with the US economy retaining its resilience although they see more inflationary pressure alongside 
greater volatility during the year. 
 

Equity Markets  
 
2019 was a strong year for equity markets in general, despite a number of directional changes and global 
economic data being on the downturn. The seesaw effect of the trade disputes and the uncertainty over 
political stability combined to make investors nervous about company profits and earnings expectations. 
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For the most part this uncertainty was overtaken by the optimism that pushed valuations upwards after 
negative economic or company news.  
 
The strongest sectors were again those associated with the consumer and technology, with growth stocks 
leading the way until later in the year when we saw a rally in some of the so termed value stocks.  This 
was as a result of increasing investor confidence together with a natural reversion to mean, closing some 
of the large valuation gap that had appeared between the two investment styles. The most consistent 
and positive markets were in developed economies with the US posting a return of 29.8% compared to 
Chile at -20.5%, although Russia topped returns at 39.8% (all in local currency terms). Growth 
outperformed value over the year on a global comparison although there was a value rally in the third 
and early fourth quarter of the year. 
 
The reversal of the Fed’s rising rate environment certainly helped markets after a poor quarter at the end 
of 2018.  A more accommodative background first in the US and then in Europe gave more confidence to 
investors and boosted chances of avoiding or delaying a recession. 
 

UK  
 
It is a relief for many investors that we now have some clarity at the political level as to the direction the 
government will take in terms of Europe and the potential timetable. No doubt the confidence over the 
shape of the deal and whether it is a hard or soft Brexit will continue to influence the UK equity market 
in 2020.  
 
The performance of the broader economy in 2019 has been disappointing when compared to returns 
from the stock market which has risen by 19.17% over 2019. The most recent data indicates that the 
economy grew only 0.8% in Q3 2019 and the calendar year growth rate is expected to be 1.2% which 
would make it the worst annual performance in a decade. The UK is not alone in this with almost all 
developed economies being hit by global trade tensions focused primarily on the US and China. 
Disappointment was more acute in the UK where downgrades by the IMF were larger than elsewhere. In 
contrast the UK labour market has been very strong with unemployment falling to a decade low of 3.8% 
- de-facto full employment. Compared with the start of 2008, there are almost 1.5 million more people in 
full time employment. This positive news has extended to wages where pay growth peaked at 3.9% in the 
summer, the highest increase for 11 years. This has not yet had any meaningful effect on the price of 
goods, and so has not affected inflation which has been an underlying concern for policy makers. 
Households have continued to be more bullish than companies in terms of spending, funded in the main 
by saving less – the savings ratio has fallen from 10% in 2015 to 6% in 2019.  Companies have been less 
resilient with business investment up only 1% in 2019 compared to households up by 6%. There is 
optimism that this will increase in 2020 now that the political impasse has been broken.  
 

US  
 
The past year will definitely be remembered for the changing positions of central banks, in particular the 
Fed which reversed its rate hiking policy in January, to the surprise of many economists and market 
watchers.  In line with many developed and emerging economies the year was dominated by rising 
political tensions and trade disputes. For President Trump this was a battle on two fronts – China and, to 
a lesser extent, Europe. The economic impact on the US is less easy to decipher given its propensity to 
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buy US goods rather than imports but we still saw the economy reduce its growth rate expectations over 
the year. 
 
The ongoing US China trade war has not only reduced capex in China, but US multi nationals are unsure 
which country might next be the target of the US President and the complexity of setting up a 
manufacturing base reliant on global supply chains in a world where the rules based system seems to be 
breaking down, has resulted in many multi nationals adopting a wait and see attitude. 
 
More positively, the President has congratulated the US consumer for keeping the global economy 
moving forward, and the data shows that low unemployment and rising wages have kept Americans 
spending. Much of this growth has been in the online economy and not in traditional retail outlets – US 
retail sales grew by 3.4% in the between 1st November and Christmas Eve, the majority of which can be 
attributed to online transactions. 
 
The US economy continues to outperform most others in the world, but even here the latest services data 
pointed to the slowest rate of growth for three years.  September ISM data showed a second consecutive 
month of contraction in American manufacturing.  To some degree investors have become immune to 
this, but the most recent services sector data for the US, the UK and Germany showed that this slowdown 
together with the effects of the trade war, has spilled over into domestic demand for services.   
 

Europe  
 
It might appear from the 2019 equity market returns that Europe as an economic area has begun to turn 
a corner in growth terms, however in December European manufacturing activity contracted for the 11th 
month in a row according to the IHS Markit eurozone manufacturing purchasing managers index. The 
index fell from 46.9 to 45.9, although the combined manufacturing and services composite remained 
unchanged at 50.6. Manufacturing continues to weigh heavily on private sector output particularly in 
countries such as Germany, whilst services remain robust. We have previously commented on the link 
between the slowdown in Asia and European manufacturing, particularly in the automobile industry, 
which has seen a significant downturn in recent quarters. The slowing economy in Germany has 
repercussions across Europe, notably in countries such as Poland that are part of the manufacturing 
supply chain.  
 
Putting the UK Brexit issues aside, political stability is nonetheless questionable in the two largest 
economies in Europe with the coalition in Germany looking increasingly fragile, and President Macron 
facing a battle with the French Unions over pension reforms that may take much of his attention in 2020.  
 
Not all is negative – European bond yields hint at a more optimistic future.  Key European markets start 
2020 at their highest levels since the summer, Germany’s 10 year government bond yield, generally a 
benchmark for the eurozone, climbed steeply towards the end of the year as optimism on the global 
economy improved. More governments are looking to increase debt to boost fiscal spending in 2020, as 
recommended by Mario Draghi before his departure, which can affect prices although much of this may 
be captured by the European central banks bond buying programme. 
 
The economic outlook for Europe does appear to be subdued, especially if the global slowdown continues 
and key political issues are not resolved.  
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Asia 
 
The Asian block is heavily dependent on China at the core of its economic growth. There have been 
increasing concerns over growth in China, but intra-regional trade has not been as badly affected by the 
trade disputes as might have been anticipated, and China’s domestic economy continues to benefit from 
polices that support internal trade expansion. When the trade war issues began many felt that the 
Chinese economy would either slow rapidly, or the authorities in China would have to respond with 
stimulus measures as seen in 2009 and 2016.  Whilst the growth rate has slowed in China to around 6%, 
domestic consumption has remained relatively strong and inflation close to the 3% target ceiling, 
admittedly seeing some upward pressure last year due to reduced supply following the outbreak of swine 
disease. Chinese manufacturing has suffered through the introduction of tariffs with Goldman Sachs 
economist Andrew Tilton estimating a reduction in Chinese GDP of around 0.4% together with further 
effects on business investment due to the rise in uncertainty.  China has responded by targeted stimulus 
benefitting mainly the consumer and some degree of exchange rate depreciation, certainly versus the US. 
Whilst credit policy has been loosened, the authorities have been careful that this has not translated into 
a further boom in the housing market by maintaining lending restrictions in that area.  Since the second 
quarter of 2018 the Chinese currency, the RMB, has declined by around 6% which is likely to provide a 
GDP boost of around 0.7% over a three year period.  China has been steered deliberately towards a path 
of slower but more sustainable growth, and in fact consumption has held up relatively well with both 
income tax concessions and a lowering of the VAT rate, with the latter helping to relocate luxury shopping 
from overseas into the domestic economy.  Furthermore, there is a continued trend of premiumisation 
taking place, and even in the auto sector where weakness is well known, Mercedes-Benz recorded double 
digit growth in sales in the third quarter and luxury cars are continuing to significantly outperform the 
broader auto sector.  The move to premiumisation can also be seen within home appliances, beer and 
consumer staples such as instant noodles.  
 

China affects the whole of the Asian economy and the most recent news in early 2020 bodes well for the 
support of the region. The Peoples Bank of China moved to improve growth by pumping $115 bn into the 
financial system. With the addition of a cut in the reserve rate for commercial lenders this releases a 
significant amount of fresh liquidity into the system.  
 
There is a cross over between the Asian and emerging market economies, and the same core issues apply 
with the stability of the dollar a key issue for markets to move forward in 2020. The new Fed policy has 
helped and taken pressure off the dollar and some emerging market currencies. A trade deal between 
China and the US would add to positivity for the region.  
 

Emerging Markets  
 
We naturally link the prospects for emerging markets to those of China and whilst there is clearly a very 
strong link between the fortunes of both, we must also consider the influence the West has on emerging 
market fortunes. Slowing global growth and the slowdown in China has certainly had an impact on EM 
this year, the effects of the normal stimulus models have been offset by the trade disputes between China 
and the US, but equally as important has been the strength of the dollar. A stable or falling dollar is better 
for most emerging markets and so the current US interest rate policy looks promising for these 
economies.  



 

 
Quarterly Investment Bulletin 

 
 

 

AP Financial Planning Services is a trading name of APFS Financial Solutions LLP 
APFS Financial Solutions LLP is a Limited Liability Partnership registered in England & Wales no. OC360087 

Designated Members: P.Squires, B.Squires, P.E.Sorsby 
APFS Financial Solutions LLP is an appointed representative of The On-Line Partnership Limited 

which is authorised and regulated by the Financial Conduct Authority 
 

©Rayner Spencer Mills Research Ltd 2020  www.rsmr.co.uk 
 6 

 
China can generally be relied on to provide stimulus when required for its economy, and this has a knock 
on effect in other EM economies, although this is likely to become less significant as China has moved to 
a more domestic focus. More generally these conditions bode well for 2020 but the region does not have 
a homogenous reaction to stimulus. We need to be mindful of the political and economic issues that some 
large emerging countries are facing such as Mexico, South Africa, Poland and Russia, and of the problems 
of keeping up with debt repayments for countries such as Argentina, Ecuador and Lebanon as well as 
some peripheral economies such as Cameroon.  
 
There has been an increase in country specific risk in Central and South America – even formerly stable 
countries such as Chile saw street protests in October. Brazil carries much of the hope for the region 
through the pro-business policies of the new president. India has been struggling to improve its growth 
and recent state elections have seen a change in the voting patterns compared to the general election 
with more civil unrest as the new citizenship laws appear to favour the Hindu majority rather than a more 
balanced approach inclusive of other religious groups. A strong Indian economy would clearly be a boost 
for the region’s growth prospects.  
 

Japan  
 
Japan, like many economies, has a declining economic growth rate but at the same time a rising stock 
market. This is partly due to confidence that a recession is unlikely, but also because of more positive 
domestic data. According to a second GDP release, the economy grew faster in the third quarter of 2019 
than initially estimated, due to upgraded estimates for the domestic economy, notably fixed investment. 
The external sector continued to struggle, not helped by trade tensions with Korea and between the US 
and China. Estimates for the fourth quarter show that economic activity has been reducing as the PMI, 
which measures private sector activity, fell into contractionary territory in October and remained stuck 
there through December. Activity is being affected by a number of issues such as the sales tax increase 
from 8% to 10% that took effect in October, Typhoon Hagibis which hit Japan in October, and the 
continued trade tensions.  
 
Manufacturing bears the brunt of this negative environment – according to the Bank of Japan’s quarterly 
Tankan business survey, sentiment among large manufacturers fell from 5 in the third quarter to 0 in the 
fourth, which is the lowest reading in nearly seven years. The decrease in business sentiment among large 
manufacturers in Q4 was most pronounced among those who produce processed metals, machinery, 
ships and motor vehicles. Sentiment improved among large food and beverage manufacturers. 
 
To boost the economy, the government recently announced a USD 120 billion spending package, around 
20% of which will be spent between December and March, with the rest in the 12 months following that. 
The recent financial stimulus from China will also help the region’s growth prospects.   
 
Japan still faces some longer-term demographic issues.  Recent data indicated that the population is now 
shrinking by around 500,000 per annum. The labour market is extremely tight and with 157 jobs for every 
100 applicants the situation is not improving. Technology is helping to provide solutions but as yet, not 
fast enough. 
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Fixed Interest 
 
In a period of strong equity market returns we would not have expected strong returns from fixed interest 
in the final quarter of the year, however we have seen the Fed cut rates in September and emerging 
market countries including China follow the same pattern. The turnaround by the Fed was certainly one 
of the underlying reasons why bond markets rallied in 2019. A strong source of return has been 
government bond markets with longer duration assets benefitting the most during this period.   
 
Economic growth has slowed but it is not yet at recessionary levels, and although there have been periods 
of market volatility, investors over the last three years have still seen significant gains and most markets 
remain comfortably positive for 2019.  Whilst some commentaries consider the signals that government 
bond yields are giving, it must be remembered that government bond yields are now being significantly 
distorted by QE and also that there are much higher levels of liability matching by institutional investors.  
Negative bond yields are probably indicating that there is no inflation and that the world will remain in 
an era of low growth and ultra-low inflation for a time.  There has also been commentary as to why 
institutional investors would buy government bonds at negative yields, but it should be remembered that 
it is impossible now for institutions to park large amounts of cash with banks at anything other than 
negative rates, as the banks are forced to leave this money with, in the case of Europe, the ECB at negative 
rates themselves.  In some cases government bond yields are attractive as they offer a higher yield than 
what is available on very short-term deposits for institutional investors. Investors are also facing new 
challenges in assessing how bonds fit into traditional portfolios. Historically they played a safe haven role 
but with rates already very low and policymakers pushing for fiscal rather than monetary stimulus, it may 
not be possible for a bond portfolio to provide a hedge to equity risk in the same way as it once could.  
Very low or negative yields in a variety of government bonds in Europe and Japan have made high quality 
corporate debt more attractive if only for the marginally positive yield.  
 
Interest rate cuts this year show that the Fed, perhaps for the first time, is now more focused on global 
events rather than looking solely in the US economy.  Historically the Fed has been preoccupied with the 
US to the exclusion of the rest of the world but it has responded to uncertainty about global trade and 
manufacturing and acknowledged that when it implemented quantitative tightening it took too much 
liquidity out of the global system and has reversed this.  The Fed is clearly looking to help liquidity at the 
short end of the yield curve. 
 
A number of the investment managers feel we may be going into a period of inaction with small variations 
in spreads dictating returns. All corporate bonds look to be stretched in valuation terms with little scope 
for capital gains. There is some scope for tightening but more in high yield than investment grade.   
 
The issues we highlighted last quarter still remain. Investors need to be vigilant about what they own as 
there are issues that face corporate debt holders – firstly, the increasingly crowded position in credit, and 
secondly concerns about credit market structure and liquidity, which has not been tested since the 
financial crisis. Lower grade bonds have been in demand for yield purposes and perhaps these assets have 
reached levels that no longer offer a sufficient premium to more highly-rated bonds for the additional 
credit risk involved. 
 

Property  
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The property sector has provided a mixed set of returns over the last quarter – it doesn’t move in the 
same way as equity markets and any changes tend to be relatively slow manifesting themselves. Trends 
we identified in previous reviews have generally been maintained. Most investors in physical property 
funds will have seen marginally negative returns this quarter as Brexit uncertainty continues to weigh on 
the market, along with concerns about the retail sector which has had a very difficult year.  Capital values 
continue to be under pressure, and more recently we have seen increasing outflows from property funds, 
culminating in a dealing suspension in December. One area that remains positive for the sector is yields 
where there continues to be a generous gap between real estate and bond yields. 
 
One of the interesting features of commercial real estate at present is that values in different sectors are 
not just moving at different speeds, but in opposite directions, a trend that is echoed across continental 
Europe. As an example, one of the biggest areas of difference is between retail and warehousing. UK 
warehouse capital values rose by 5% over the 12 months to September 2019 whilst retail capital values 
fell by 13%.  
 
The area of distribution / logistics / warehousing remains popular due to the demand for last mile delivery, 
same day delivery, click and collect etc. but this has pushed up purchase prices and driven down yields in 
this sector. At the same time the office sector is fragmenting, as the value of city centre offices rises, the 
value of many out-of-town office parks falls and anecdotal evidence suggests the Brexit impasse is, to a 
greater or lesser degree, weighing on investor and occupier decisions across the board. While demand 
for commercial space is still sensitive to the economic cycle, it is not the sole driver and demand is also 
being shaped by long-term structural forces or themes, such as an ageing population, sustainability, 
technology and urbanisation. The growth of online retail sales at the expense of physical stores is a key 
factor in the different fortunes of retail and warehouse capital values. 
 
While the retail sector overall is re-pricing, the current yield of 7-8% today could quickly disappear as 
leases expire and retailers fall into insolvency.  
 
The global REIT / property securities market is sensitive to interest rate movements and is dominated by 
US assets within the global REIT space, therefore the path and outlook for US interest rates and US 
economic growth will be important influences on future returns.  Rising yields have stemmed the upward 
performance trend this quarter.  
 
Liquidity continues to be an issue for many investors in this sector in the physical property funds as fund 
flows continue to be negative for most funds of this type. High cash levels for most funds have protected 
them to this point but if outflows continue then it will become increasingly difficult as we experienced 
with one manager in December. The recent election result is likely to give some relief as uncertainty of 
one type has been removed.    
 

Summary  
 
This quarter has cemented the strong returns developed over the rest of the year with 2019 being one of 
the strongest years for equities since the financial crisis. After the 2018 downturn the US market has made 
the strongest recovery in developed markets with Russia delivering the best absolute returns in local 
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currency terms. This level of market return is in contrast to the rate of global growth we now see across 
the world.  The average growth rate expectation of between 1% and 3 % is a lot lower than we have come 
to expect, and close in many economies to recessionary levels. Central banks have acted, and eased the 
tightening process giving investors greater confidence as the year has progressed but perhaps hiding 
problems for the future. Several of the economic strategists we follow see this pattern of slow growth 
and modest wage growth being maintained in 2020 but with the potential for building inflationary 
pressures, and greater volatility with such a tight growth rate range. In this environment, dips in growth 
could influence investor sentiment more significantly. 
 
Economic growth rates have been slowing in recent quarters and this has caused investors to be more 
cautious and for companies to hold back on investing for a future which is looking more uncertain. 
Disinflationary forces have hampered expansion with disruption from new technology, high levels of debt 
and declining demographics all combining to curb inflation. Economists now believe that monetary policy 
has fewer levers, with rates already so low and that governments need to step in with more fiscal led 
models to drive expansion and increase global demand. In the UK this was evident in all the parties’ pre-
election manifestoes after a long period of austerity. Most forecasters don’t see a recession coming soon 
but the position remains fragile.  
 
Looking within broad market indices in the current economic environment it is unsurprising that, until 
recently, growth orientated strategies have outperformed value ones, and whilst valuations differentials 
have moved to what some describe as extremes, a low growth world with muted inflation and tight 
investment grade bond spreads favours industries such as utilities and consumer staples that are able to 
show some growth irrespective of the economic background.  It is not just cyclical low quality equities 
that have lagged the market rally, but performance of lowly rated CCC (high yield or junk) bonds has also 
been poor.  A significant rotation into cyclical assets is unlikely to occur until macro conditions improve 
and/or policy concerns fade and inflation shows some signs of picking up.  The performance of 
government bond markets in 2019 has favoured quality orientated growth strategies, together with 
assets offering visible and sustainable earnings and as yet, there seems no real catalyst for higher risk 
assets to outperform.  Global listed infrastructure has been another strong performer in 2019.   
 
As long as recession is averted and corporate earnings can show some recovery in 2020 equities still look 
likely to deliver positive returns, and better returns than other asset classes, although after a long bull 
market investor nerves are always jittery, so market setbacks when they occur are likely to be sharp and 
sudden, as was the case in 2019.  Internal market dynamics with an increased number of trend following 
strategies can also heighten levels of market volatility if negative news emerges, and this tends to 
exaggerate short term market trends.   
 
Equities continue to be one of the better homes for medium term investors, although asset class 
diversification is still a prudent discipline.  For investors wanting lower risk equity options, global listed 
infrastructure assets continue to look attractive as a core part of a portfolio.  UK assets have the potential 
to bounce if a satisfactory conclusion to Brexit is achieved.  Within the emerging world Asia remains less 
cyclical than Latin America and the stimulus measures implemented in China have favoured domestic 
consumption which looks likely to remain reasonably strong.  Overall a portfolio of higher quality equities 
with defensive characteristics still has the potential to deliver positive returns over the next few years. 
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Research, an independent research consultancy.  Any forecasts, figures, opinions, statements of financial market 
trends or investment techniques and strategies expressed are, unless otherwise stated, Rayner Spencer Mills 
Research own at the date of this document. They are considered to be reliable at the time of writing, may not 
necessarily be all-inclusive and are not guaranteed as to accuracy. They may be subject to change without 
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