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A brief summary of markets in 2020

In the absence of my usual “the Good, the Bad and the Ugly” commentary last December on global markets 
over the past year, it may be useful to summarise some important features of investment markets in 2020 for 
future reference:

 ĥ The Good: In spite of the short, but deep recession in early 2020, equity markets generally finished well 
ahead, with Nasdaq leading the pack with a 43.6% gain. Equity markets globally (except the UK) benefitted 
from expectations of economic recovery post Covid and falling interest rates.  Both bonds (US Aggregate 
+7.6%) and gold (+25.1%) performed well over the year on falling interest rates.

 ĥ The Bad: The USD fell 6.7% against a basket of currencies (DXY) in developed markets driven by zero 
interest rates and growing twin deficits in the US.

 ĥ The Ugly: The UK FTSE100 fell 14.3%, driven by Brexit fears and the deepest recession amongst 
developed economies. The FTSE100 is “tech-light” and therefore did not benefit from the bull market in 
tech stocks.

2020 turned out to be a good year for global investors, driven by unparalleled financial stimulus in all major 
markets that reduced interest rates to near zero or lower (except in EM).  Furthermore, expectations of a 
rapid exit from the economic impact of the lockdown measures due to mass vaccination fuelled the equity 
markets towards year end. 

Tech stocks were clearly seen as the winners in the Covid world as they benefitted from changes in consumer 
behaviour towards a more digital life. Valuations rose to very elevated levels, as shown in extremis by the 
Tesla share price. However, a rotation out of tech stocks (growth) towards recovery (value) stocks was seen 
towards year end following the widest ever performance differential between the two sectors over the past 
few years.

Market interest rates started to rise in the US with 10Y Treasury yields rising from 0.50% in late August to 
0.92% at year end. Rising inflationary expectations drove the rise in yields.

In summary, at year end we had:

 ĥ Equity markets generally in a bull phase, with tech stocks especially at extreme valuation levels – how 
much higher can these markets go?

 ĥ Yields on Treasuries and investment grade fixed income beginning to rise after reaching low levels not 
previously seen in our lifetimes

 ĥ A weakening USD as twin deficits rose rapidly

 ĥ Gold trading sideways as market yields started to rise 

 ĥ Commodity prices rising on economic recovery expectations

Will these trends continue into 2021 and if not, what might be the changes? These questions are addressed in 
the following sections.

INTRODUCTION
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Economic Recovery – near term

Perhaps surprisingly given the continuing 
spread of the pandemic, the global 
economy continues to recover from the 
recession in 2020 – with the exception of 
the EU and UK which have slipped back into 
economic contraction based on the latest 
PMI data for January.

The Citi Economic Surprise Index-Global- 
remains in strong positive territory, 
suggesting that economic data continues 
to be better than expectations on a global 
level. All major countries are in positive 
territory according to the CESI data, but 
with China showing the lowest individual reading 
(+23) and probably reflecting the fact that their 
economic recovery from the recession in 2020  
is the most advanced amongst  
major economies.  

Nevertheless, the most recent PMI data from the 
EU and UK has pointed to a renewed economic 
contraction ahead – a direct result of the 
draconian new lock down arrangements being 
introduced in both economies, and in spite of the 
rapid vaccination progress being seen in the UK. 

The composite number hides the fact that in both 
cases manufacturing has remained in expansion 
mode (ie above the 50 level) whereas it has been 
the service sectors that have taken the biggest hit. 
This is perhaps not surprising given the lock down 
arrangements introduced, particularly  
in the UK. 

 

GLOBAL ECONOMY /

Source: Refinitiv Datastream/ Key Family Partners SA
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This data suggests that for most of the global economy where economic restrictions are not too severe 
(China, USA) the economic recovery should continue, while for the UK and EU it is likely to be postponed by a 
quarter or two of this year. Other countries (Japan, Korea) have seen renewed virus activity and have started 
introducing new lock down restrictions, which may also delay their recoveries. 

Thus, in the short term (the next 1-2 quarters) we can conclude that the economic recovery is likely to be 
lumpy, depending largely on the success of vaccination programmes and the impact of economic restrictions 
introduced by countries to control the spread of the virus. The excessive enthusiasm for a strong early 
recovery seen at the start of the year is likely to be exactly that – excessive enthusiasm.

Economic Recovery – Longer term

Longer term the successful recovery of the global economy in 2021 might depend largely on two major 
factors:

1. The success, or otherwise, of vaccination programmes now being rolled out in many countries.

2. The impact of fiscal and monetary stimulus being applied now and in the future to the world economy.

1. The vaccination programmes

The extraordinary success worldwide in developing new Covid vaccinations, including completely new 
technologies, has been well reported. What has attracted less attention (until recently with Astra-Zeneca vs 
the EU) is the challenge of actually supplying all the new vaccines in the quantities indicated. 

 ĥ In 2018, the world produced 5 billion vaccines of all types.

 ĥ In 2021, manufactures have offered to produce 11 billion Covid only vaccines (on a “reasonable best 
efforts” basis, of course) to be sold to those contracted for purchases.

The challenges to achieving this level of new production are huge, and delays have already given rise to 
serious political issues between the UK and EU. 

Consider the following:

 ĥ Many of the vaccines are completely new (mRNA), requiring new manufacturing techniques.

 ĥ Some essential raw materials are in short supply (for example, horseshoe crab blood used for testing for 
contaminants).

 ĥ Specialised glass vials  that do not react with the vaccine are in short supply.

 ĥ Filling, packaging and maintaining cold storage for some vaccines are a new challenge.

 ĥ Delivering the vaccination to patients requires abundant supplies of medical equipment including 
syringes – not always available on demand, as we saw in the first wave.

Therefore, actually meeting the vaccination target of many countries could, and already has in some cases, 
been delayed by the production and distribution challenges that have been created. In all countries with 
advanced vaccination programmes, some supply shortfalls have already arisen, thereby delaying the return 
to “normal” life and the expected economic recovery.

The risk to the economic recovery from vaccine supply shortages is therefore real for the balance  
of 2021 at least.
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2. Financial Stimulus

On the other hand, financial stimulus has been provided already in quantities not seen since WWII to support 
the economic recovery from the Covid recession. 

Both monetary and fiscal measures have been implemented in all major developed economies to a greater or 
lesser extent, and in all cases (except China) substantially greater than during the Great Financial Crisis (GFC). 
The most compelling chart we have seen of the magnitude of the stimulus driven by the pandemic is the 
following, showing total stimulus as a percentage of GDP of each country, with perhaps a surprising result:

 
(NB - China does not make it onto this chart as its stimulus level has been limited in this crisis, unlike the huge 
stimulus provided after the GFC where China delivered the largest stimulus of approx. 10% of GDP)

The stimulus from developed economies in this crisis has been a combination of monetary (interest rate 
reduction +QE) and fiscal policy (Government deficit spending), whereas the GFC stimulus was mainly 
concentrated on monetary policy. Central Banks and Governments have worked in unison this time, giving 
rise to concerns about Central Bank independence in the future – and prospects for significantly higher 
inflation than we have seen over the past 40 years.

The impact of current monetary policy can 
be seen in the level of interest rates and QE 
in most developed economies. Using the US 
as the lead example:

Interest rates: The Fed cut interest 
rates aggressively in March 2020 as the 
scale of the recession became apparent. 
This pushed REAL interest rates (ie after 
adjusting for inflation) into strongly negative 
territory, where it has remained except for a 
brief period in April/May 2020. Furthermore, 
the Fed has effectively committed to 
keeping interest rates negative for a considerable time into the future with its new “average” inflation target. 
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At the same time the Fed embarked on a massive 
bond buying programme (QE) to control market 
interest rates across the risk spectrum – including 
High Yield debt for the first time. These actions 
have doubled the Fed balance sheet total to in 
excess of $7trillion (vs GDP of approx $20 trillion), 
the highest level seen since WWII. The Fed  
(and other Central Banks) has also bought newly 
issued Government debt, effectively  
financing Government spending with newly 
printed money. 

In classic Keynesian economic orthodoxy, these actions are designed to maintain demand levels in the 
economy by slashing the price of money, and making ‘safe’ investments (ie US Treasuries) less attractive, 
forcing investment into riskier assets. 

On top of these actions, Governments embarked on an expanded Fiscal Policy of deficit spending – that is 
spending money that is borrowed rather than generated from taxes. The table below highlights the increase 
in deficit spending in the US as a result of the Covid stimulus. NB These numbers do not include the fiscal 
proposals from the new Administration. 

 
The UK, EU and Japan have followed similar strategies with the resulting substantial increase in current 
Government deficits and debt levels.

These policies can both be considered Keynesian, but the deficit spending has been supported by the “new” 
Modern Monetary Theory (MMT) which has reduced concerns about the size of Government deficits. MMT 
has been effectively adopted by all major economies except China over the past 12 months.

By contrast, traditional monetary policy (ie non-Keynesian) held that in order to control inflation and develop 
healthy sustainable growth, interest rates should be held at a real rate of around inflation + economic 
growth– ie money had a price, rather than effectively free as it now stands. This monetary approach has 
been largely discarded in the last 12 months by all developed economies – but not, on the whole, in Emerging 
Markets.

In summary, the financial stimulus in DM has reverted to a classic Keynesian model,  
with support from MMT. The impact is likely to be dramatic – as set out below.
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Likely longer-term economic impact of Covid Stimulus

Valuable research by Gavekal Research has explained different phases of economic activity, and investment 
consequences, as follows:

Furthermore, their research points squarely to the top right-hand quadrant as being the most likely longer-
term outcome of the current Keynesian and MMT policies being pursued in DM, and with which we concur.

The basis for this outlook is: continuing negative interest rates in all DM economies; huge build up in money 
supply, where M1 in the US has increased by 66% over the past 12 months; pent up consumer demand from 
lockdown restrictions vs supply constraints on both manufactured goods and services.

Some elements of the inflationary boom can already be seen in economic growth figures (except Europe as 
explained above) and rising inflation expectations, which have now reached the highest level since 2013.   

This scenario is likely to accelerate once the impact of mass vaccination starts to loosen economic 
restrictions currently in place with market interest rates likely to rise in tandem.
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In summary…

 ĥ Short-term, the economic recovery continues but some risks remain, particularly with the production and 
distribution of the new vaccines

 ĥ Longer-term, the economic stimulus policies being pursued by DM Governments is likely to lead to an 
inflationary boom, assuming the vaccination programmes are as effective as expected

The consequences for investors are profound; in particular rising market interest rates are likely to impact 
negatively both fixed income and equity markets so further adjustments to asset allocation towards 
appropriate assets will be required to protect against these events.
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EQUITIES 

Equity markets started the year positively 
on expectations of strong economic 
recovery in 2021, but have sold off at month 
end as risks to this outlook emerge. Market 
dislocation in the US has also unsettled 
investors at month end.

A huge jump in world equity prices on the 
back of vaccine announcements. Equity 
markets now betting that the pandemic will 
be controlled in 2021. Global growth rates 
should then rise strongly and GDP levels 
should recover from the 2020 recession.

November PMI numbers support this view, 
but some pockets of weakness exist After a 
strong start, equity markets sold off towards 
the end of the month of a variety of factors. 
Realisation that the economic recovery may 
not be as smooth as expected, plus rising 
market interest rates, spooked investors.

Valuations on adjusted 2021 expected earnings are steady at 19.9x on earnings recovery expectations but 
remain elevated on a 10-year average.

Longer term sentiment remains positive, while short- term approaching oversold. 

The outlook is moved to POSITIVE with some downside risk due to elevated valuation levels, particularly  
in the US. 

Source: Refinitiv Datastream/ Key Family Partners SA
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The NASDAQ and FANG+ indices both 
delivered positive returns in spite of the sell 
off at month end.  

Valuation of both indices rose slightly to 
32.9x prospective 2021 earnings for NASDAQ 
and 35.5x for the FANG+ index, with both 
remaining at elevated levels and at risk of 
rising market interest rates and other 
dislocations including political issues with 
social media.

Meanwhile sentiment remains positive for 
both markets, longer term, and the economy 
is recovering.

The outlook moves to NEUTRAL with 
downside risk due to valuation levels. 

NASDAQ Comp

1 month YTD 12 month

NASDAQ +1.4% +1.4% +42.8%

FANG+ 
Index

+1.9% +1.9% +91.3%

Source: Refinitiv Datastream/ Key Family Partners SA
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The S&P500 fell in January, which historically 
gives a high probability of a negative return for 
the year as a whole.

However, for the time being the economy 
continues to grow in spite of the pandemic 
and consumer confidence and spending are 
recovering strongly.

Market sentiment remains positive longer term, but short term has turned more neutral with a risk of further 
sell off.

Valuations remain elevated at 22.1x prospective 2021 earnings, and at risk if market rates rise from here.

The outlook remains NEUTRAL.

USA

1 month YTD 12 month

US Equity -1.1% -1.1% +15.2%

/

Source: Refinitiv Datastream/ Key Family Partners SA
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1 month YTD 12 month

EU Equity € -2.0%  -2.0% -4.4%

               $ -2.6% -2.6% +5.4%

EUROZONE

Euro equities performed poorly for the month 
as the scale of the slowdown caused by 
lockdown measures and the slow vaccine roll 
out became clear. 

Valuation on 2021 prospective earnings fell to 
17.5x which remains in the mid-range over the 
past 10 years.

Sentiment remains neutral.

The outlook remains NEUTRAL with but with continuing downside risk if the lockdowns are extended further 
than expected into 2021.

The FTSE100 had a strong month but remains 
The FTSE100 fell sharply towards month end 
as economic data showed renewed risk of a 
double dip recession. However, success in 
rolling out the vaccination programme should 
allow the UK economy to exit the slowdown in 
the near term.

Prospective P/E on expected 2021 earnings remains at a global low of 14.7x. 

Sentiment has improved, and the market is now in oversold territory providing a basis for a rally.

The outlook is moved to NEUTRAL with a positive outlook.

Source: Refinitiv Datastream/ Key Family Partners SA

EuroStoxx 50

2000

2500

3000

3500

4000

2019 2020 2021
0

50

100

50D moving average 250D moving average

14D Relative Strength Index (RSI)

Source: Refinitiv Datastream/ Key Family Partners SA

FTSE 100

4500

5000

5500

6000

6500

7000

7500

8000

2019 2020 2021
0

50

100

50D moving average 250D moving average

14D Relative Strength Index (RSI)

/

1 month YTD 12 month

UK Equity £ -0.8% -0.8% -12.1%

               $ -0.5% -0.5% -7.4%

UK  //



Key Family Partners SA - February 2021      13

1 month YTD 12 month

 Japan 
Equity ¥

+0.8% +0.8% +19.2%

$ -0.6% -0.6% +24.2%

JAPAN

The Nikkei delivered a positive return in 
the month, continuing the strong rally of 
December. Renewed lockdown fears and 
weak January PMI numbers brought a sell 
off at month end.

Longer term sentiment remains positive, while valuation remains elevated at 24.2x prospective 2021 
earnings.

Overall, the outlook remains NEUTRAL with a positive bias.

EM had a strong month driven principally by 
the East Asian EM markets which were all in 
positive territory.

Relative success with pandemic control and 
sound macro-economic policies attracted 
investment flows into those markets. EM 
economies would be major beneficiaries from an Inflationary Boom described above for both natural 
resources and manufactured goods.

In spite of the month end sell off from an overbought position, sentiment towards EM equities  
remains strong.

Valuation remains attractive at 15.9x 

The outlook remains POSITIVE.

Source: Refinitiv Datastream/ Key Family Partners SA
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FIXED INCOME

1 month YTD 12 month

US 
Treasuries

Total return
-0.96% -0.96% +4.42%

Developed Government Bonds

Yields on 10-year Treasuries have risen 
steadily from a low of 0.51% mid 2020 to 
1.07% today, while 10 year break even 
inflation expectations have risen even more 
dramatically from 0.6% to 2.1% today.

The economic conditions for further 
inflation increases are powerful  
(as described earlier), and market expectations are already discounting these. Upward pressures for both 
measures are strong and are likely to move higher.

Longer term leading indicators for future inflation continue to rise (not shown).

The outlook remains NEGATIVE on a deteriorating inflation outlook.

Yields on investment grade corporates rose 
to 1.86% from 1.77% at the start of the year, 
while spreads were flat for the month at 
0.96% having reached all time low levels 
during the month.

Yields at these levels are now below 
inflation expectations in the US (5 year breakeven is 2.22%) thus investors will lose money after inflation from 
holding these assets to maturity. Given the expected inflationary boom in the economy, IG yields are likely to 
rise from here.

The outlook is moved to NEGATIVE.

Source: Refinitiv Datastream/ Key Family Partners SA
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1 month YTD 12 month

US High Yield
Total return

+0.33% +0.33% +7.44%

High Yield

US HY bond yields were flat at the lowest 
levels in a decade at 4.31%, while spreads 
were also flat at decade low levels of 361bps.  

Yields remain attractive providing a real return 
after inflation. However, if Treasury yields 
were to rise materially, an/or default rates 
were to rise, HY would be at risk given their 
all-time low yield and spread.

The outlook remains NEUTRAL.

Yields on EM USD debt also fell to an 
all-time low of 3.59% at month end, and 
spreads to 280bps. 

Investors will still find this attractive given 
premium over inflation and the sounder 
macro-economic policies of most EM 
countries. The outlook remains NEUTRAL 
with a positive bias.

Source: Refinitiv Datastream/ Key Family Partners SA
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CURRENCY – USD vs DM, EM

USD vs DM currencies 

Thew USD paused its decline in January, 
supported by rising market interest rates 
which provide currency investors with some 
yield at the longer end of Treasury bonds 
for holding the currency. At the same time, 
the Euro, which had led the advance against 
the USD, sold off after the weak data on the 
EZ economy.

In spite of this uptick, the twin deficits 
(Current account and Government) 
continue to expand rapidly, flooding the 
global economy with USD and encouraging 
diversification into other currencies by the 
recipients of the USD – hence selling the currency.

Sentiment remains firmly Negative, with no bottom in sight. The outlook remains NEGATIVE. 

Source: Refinitiv Datastream/ Key Family Partners SA

Dollar Index

88

90

92

94

96

98

100

102

104

2019 2020 2021
0

50

100

50D moving average 250D moving average

14D Relative Strength Index (RSI)



Key Family Partners SA - February 2021      17

CURRENCY – USD vs DM, EM

EM currencies vs USD

EM currencies generally traded off against 
the USD, with the major exception of the 
Chinese CNY which closed at a 3 year high 
vs the USD.

Investor appetite for Chinese bonds and 
equities drove demand for the currency 
given the Chinese reluctance to go down  
the same extreme Keynesian route as the 
DM economies. The currency is beginning  
to be perceived as a safe haven against  
the USD (!).

The USD outlook vs EM currencies  
remains NEGATIVE. Source: Refinitiv Datastream/ Key Family Partners SA
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GOLD

1 month YTD 12 month

Gold -2.7% -2.7% +16.2%

A key finding of the GaveKal Research into 
the impact of the Keynesian economic 
policies now being implemented in 
developed economies, is that Gold is a 
significantly better asset to hold than 
Government bonds during Keynesian 
economic periods. Negative REAL interest 
rates support the gold price, even if 
NOMINAL rates are rising – a highly likely 
scenario for the foreseeable future. At the 
same time investment grade bonds are likely to provide negative returns in a rising inflation environment – 
also highly likely in the future.

While the gold price has softened over the past months as Treasury yields have risen from their all-time lows, 
this is a necessary pause after the strong performance of the past 12 months.

Given the expectation of strong growth and rising inflation, the outlook for GOLD remains positive.

Source: Refinitiv Datastream/ Key Family Partners SA
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COMMODITIES

OIL 

Oil prices moved up again in January, but 
paused at month end as growth appeared 
to slow down in some economies.

OPEC+ seems to have some control over 
production quotas and with US production 
capacity apparently falling due to the low 
prices, supply is stable. 

On the other had demand will increase 
again as economies open up from the 
pandemic. In that environment prices are 
likely to rise further.

Longer term trends remain very positive 
while short term further correction from the 
overbought situation is possible.

The outlook for oil remains NEUTRAL with 
upside potential.

METALS

Metal prices paused in January following 
strong gains over the past 12 months.

However, demand is likely to grow as 
economic growth recovers and infrastructure 
projects are implemented as part of the 
Keynesian stimulus programmes, while 
supply growth is constrained, leading to 
higher prices for most metals.

Sentiment remains very positive.

The outlook remains POSITIVE.

.

Source: Refinitiv Datastream/ Key Family Partners SA
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Disclaimer 

This presentation may contain confidential and proprietary information. Any unauthorised disclosure, copying, storage 

or use of this presentation may be unlawful.  The content of this presentation does not constitute investment or financial 

advice and may not be relied upon as such.  It does not constitute an offer or invitation for the sale or purchase of 

services or securities and shall not form the basis of any contract.  Key Family Partners SA does not accept any liability for 

any direct, indirect or consequential loss arising from any use of this publication.

Key Family Partners SA is a private limited company with its registered office at Rue François-Bonivard 6, 1201 Geneva, 

registered with the commercial registry of Geneva under the IDE Nr. CH-395.573.747.  KFP is a member of the Swiss 

Association of Asset Managers (SAAM).

ILLIQUID ASSETS

Real Estate No change from previous month

Hedge Funds No change from previous month

Private Equity

New opportunities for PE investors are likely as the 
economy slows and credit becomes scarcer. New 
investments going forward should attract better pricing 
than seen in the past 2 years.
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