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Year 2019 witnessed a face-off between geopolitical worries and the mitigating effects of monetary
policy easing adopted by central banks globally. Global economic growth diverged, with the US
economy exhibiting resilience, while some economies in Europe suffered from sustained slowdowns,
nearing recession by year-end. Growth in emerging markets ended-up with mixed performances.
Rising trade barriers and the associated uncertainty weighed on business confidence, producing a
deceleration in investments and manufacturing output. Brexit uncertainty posed additional stress,
especially in the Eurozone. Central banks reacted aggressively to the weaker activity. Over the course
of the year, several – including the US Federal Reserve, the European Central Bank (ECB), and large
emerging market central banks – cut interest rates, while the ECB also restarted asset purchases.
These policies averted a deeper slowdown. Lower interest rates and supportive financial conditions
reinforced still-resistant purchases of nondurable goods and services, encouraging job creation. Tight
labour markets and gradually rising wages, in turn, supported consumer confidence and household
spending. Central bank policies also helped emerging markets look relatively less vulnerable in 2019.
China for instance, towards year-end, stimulated its $14 trillion economy, which accounts for almost
a third of global growth each year. The ultra-low interest rates helped drive up equity and fixed
income markets, with about a quarter of the world’s outstanding government and corporate bonds
having traded with negative yields in 2019. This resulted in global stocks piling more than $10 trillion,
bonds trading up throughout the year, oil and gold surging 25% and 15% respectively.
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Despite the global slowdown in 2019, recession fears receded significantly as some green shoots
emerged towards the year-end. The deep recession in the manufacturing sector, the main source of
the global slowdown, showed early signs of bottoming out as PMIs across the US and the Eurozone
improved in October. In Germany, the struggling auto industry showed positive developments, with
a stabilizing auto production and improving business morale. China, the second largest economy in
the world, also witnessed remarkable recovery in PMI manufacturing levels, returning to expansionary
territory. All the major geopolitical risks, which plagued world markets in 2019, seem to reach a
resolution in the first month of 2020. The US-China phase-one trade deal has been signed in midJanuary, while a Brexit will finally be delivered by the end of January. Further easing in trade worries
combined with a low interest rate environment should help investments and the manufacturing
sector to progressively recover, and allay recession fears.
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In 2020, investors should expect lower returns on their assets. Following the stellar performance of
financial assets in 2019, many asset classes now sit at high valuations. Further upside remains limited,
especially as we near the end of economic cycle. Global growth is expected at 2.5% in 2020, up
slightly from the post-crisis low of 2.4% registered last year amid weakening trade and investment.
Muted global growth will reflect into weaker companies’ earnings growth, expected at single digits.
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As we look to the year ahead, the first half should see a continuation of 2019. Policy easing will ensure
continued macroeconomic support and an extension of the bull market. However, this optimism sits
uncomfortably against a backdrop of forward-earnings downgrades and slower economic growth.
Greater volatility is expected in the second half as markets enter the thick of the US election cycle,
and as US and China will probably start tackling a phase II of trade agreement.
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The 18-months long dispute between the US and China, which has seen tariffs imposed on hundreds
of billions of dollars’ worth of goods, finally unfolded into a phase-one trade deal. The deal was signed
on January 15, and with it, a key threat hanging over the global economy has diminished. Phase two
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of US-China trade deal will be more challenging given the complexities of the issues involved. The
negotiations are likely to be progressive accompanied by short bouts of volatility. Yet with
presidential elections on the horizon, President Trump’s focus could shift to propping up
domestic economy rather than engaging into another tariff dispute. Similarly, Prime Minister Boris
Johnson’s re-election in December 2019 lays the ground for a timely delivery of Brexit by January
2020. Following its departure, the UK will enter a transition period until 31 December 2020.
During this period, the UK’s trading relationship with the EU will remain the same while the two
sides negotiate a free trade deal. Mr. Johnson ruled out any form of extension to the transition
period.
Even though trade talks appear to be moving in the right direction, the greater talk about trade and
the re-negotiation of existing agreements shows rising protectionism - giving rise to an era of deglobalisation in our view. Going forward, bilateral trade arrangements would be the key trending
theme among countries.
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In some of the developed economies, mainly in the UK, fiscal stimulus is being implemented to counter
a dwindling trend in private investment. The current government also pledged to eliminate austerity
measures in place since 2010. Similarly, Japan announced fiscal stimulus measures to overcome the
negative impact of the VAT implemented in October. In the Eurozone, there have been growing
voices in favour of a fiscal push, as some strong economies now enjoy more leeway to engage
into fiscal spending. However, owing to fragile coalitions and disparities within the Eurozone
countries, fiscal measures are likely to be introduced at a different pace and magnitude. In the
US, with a deficit exceeding the $1 trillion mark, the extent of fiscal stimulus remains limited.
Several emerging countries announced fiscal stimulus and structural reforms to help them
stabilise their economy. In particular, GCC governments are investing in the non-oil sector and are
putting in place a wider range of economic policies.
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2020 will prove a tipping moment in international politics. The US election will constitute one
major event in 2020. On the US-China front, any re-escalation in the trade conflict could derail the
global economy, especially in case of a spill over to the services sector. Trade disputes arising in
other parts of the world, especially in the EU, could be consequential. On the Brexit front, the clock
is ticking for Boris Johnson to deliver a trade deal before December 2020. If not, the UK faces the
prospect of having to trade with the EU with no agreement in force.
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