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SUMMIT SNAPSHOT 

 

A new dawn for financial markets 

Thursday 4 February 2021 

In this session, we shine a light on the new dawn that financial markets are entering. Whilst 
2021 is starting in the same way that 2020 ended, with global lockdowns still in place, it is 
important to bear in mind some key events and milestones which could make this year very 
different.  

We welcomed our keynote speaker, Roger Bootle, Senior Advisor to the House of Commons 
Treasury Committee and former Chief Economist at HSBC. Bootle described the coronavirus 
virus pandemic as an extremely unusual event - a depression. Despite having a significant 
impact on individuals across the globe, the pandemic has not, in his view, disrupted physical 
capital or caused a loss of financial capital and purchasing power in the long term. 

 

The immediate economic outlook 

According to Bootle, the immediate outlook for the recovery from the pandemic is optimistic. The following chart from 
Capital Economics shows pre-coronavirus forecasts for Euro-zone GDP and what happened during the pandemic. This 
illustrates that GDP is predicted to return to almost previous forecast levels over the short to medium term. 
 

 

 

Source: Capital Economics 
 

The pandemic has accelerated and intensified trends that were previously underway. The move to digital, AI and robotics 
is at the forefront of this shift. These structural changes could unleash cost savings for corporations, boosts to job 
opportunities and alter how people work. Whilst this could create a wealth of opportunities, it could have a profound impact 
on commercial and residential property, with an increase in flexible working and less high-street retail activity.  
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Going forward, we need to pay significant attention to fiscal stimulus. The fiscal deficit and the debt to GDP ratio will need to 
be reduced, but not immediately. In the UK, the extreme level of debt is still significantly lower than the peaks seen during two 
historic events – the Napoleonic War and World War II. If history prevails, the role of the UK government could become more 
intrusive, with a rise in taxes.   

As the global economy begins to recover from the pandemic, we expect to see interest rates remain at near zero in the short-
term. Additionally, inflation is likely to remain below 2%, with a surge in the medium-term. Policymakers will need to decide if 
higher inflation is tolerable – if not, what is the best action? A conundrum we have not had in over 20 years.  

To dig deeper, Our Head of Currency, Van Luu, discusses how this new dawn can be navigated with a panel of industry 
experts: 

▪ Mark Hedges, Chief Investment Officer, Nationwide Pension Fund,  

▪ Robert Haynes Brown, Global Chief Investment Officer, Univest Company, 

▪ Andrew Pease, Global Head of Investment Strategy, Russell Investments  

▪ Alain Zeitouni, Head of Multi Asset, EMEA, Russell Investments.  

A COVID recovery – what’s the next move for economic policy? 

The economic recovery from the pandemic is likely to start in 2021 and continue into 2022, with the degree of recovery varying 
considerably across regions and economies.  

We are in a new paradigm – fiscal and monetary policy are coordinated – increasing the risk of inflation going forward on a 
medium-term horizon. The risk of higher inflation, above central bank targets, is a reason to ensure portfolios are protected 
with a robust and diversified strategy.  

The ramifications of the pandemic on the real economy are yet to be established. Whilst financial markets are extremely 
reactive, the real economy is impacted at a significantly slower pace. 

Adapting investment strategies in the new dawn  

One staple of asset allocation orthodoxy is the 60-40 balanced portfolio. Over the last 10 years, this portfolio has had strong 
returns with low volatility. Fixed income and government debt have played a dual role in this performance, as a yield enhancer 
and as a portfolio diversifier (due to their negative correlation with equities). 

To put the challenges of holding fixed income instruments into perspective, we identify two key statistics, which indicate that 
we are now in a low yield environment. Ten years ago, 52% of all government bonds yielded more than 2% - today that figure 
is just 12%. This is mirrored in investment-grade corporate bonds, where ten years ago 84% yielded more than 2% - today, 
that figure is 31%.  

We believe that given the current low yield environment, the role of fixed income assets through a multi-asset portfolio lens is 
one of diversification and volatility mitigation. The move to longer-term bonds is currently providing a higher yield than short-
term bonds, whilst delivering portfolio protection.  

The new dawn in financial markets also presents opportunities when seeking returns outside of traditional asset classes – the 
move to private markets. Hedges explains the approach they have taken at Nationwide, being active within private markets for 
some time. As a frontier in alternative investments, Hedges describes how he invested in a business that is focused on smart 
cities and digital provisions, where there are opportunities for long term cash flow, beneficial for pension funds. 

In addition to opportunities in private markets, Haynes Brown explains how Univest has been dedicating a vast amount of time 
building a broader sustainability investment strategy. This is analysed in two ways; managing the risk in existing portfolios and 
constructively evolving those portfolios, to contribute to net zero by 2050.  

What are the long-term secular trends? 

At Russell Investments, we have been discussing the rotation in markets for some time now. In our latest Equity Manager 
Survey, global equity managers appear to agree with this, sighting a rotation from growth to value stocks and away from U.S. 
to non-U.S. 

Yield curve steepening has historically indicated an outperformance of financials and a rotation away from short-duration 
assets, into cyclical stocks. We see an opportunity in the UK equity market, which provides greater cyclical opportunities. We 
believe that the UK equity market is currently undervalued, due to the previous uncertainty surrounding Brexit. Furthermore, 
the UK market has one of the highest dividend yields and a sector mix that is geared towards economic recovery.  

https://russellinvestments.com/uk/blog/q4-2020-equity-manager-report
https://russellinvestments.com/uk/blog/q4-2020-equity-manager-report
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Important information 

FOR PROFESSIONAL CLIENTS ONLY 

Unless otherwise specified, Russell Investments is the source of all data. All information contained in this material is 
current at the time of issue and, to the best of our knowledge, accurate. Any opinion expressed is that of Russell 
Investments, is not a statement of fact, is subject to change and does not constitute investment advice.  

Issued by Russell Investments Limited. Company No. 02086230. Registered in England and Wales with registered office 
at: Rex House, 10 Regent Street, London SW1Y 4PE.  Telephone +44 (0)20 7024 6000. Authorised and regulated by the 
Financial Conduct Authority, 12 Endeavour Square, London, E20 1JN. Russell Investments Limited is a Dubai International 
Financial Centre company which is regulated by the Dubai Financial Services Authority at: Office 4, Level 1, Gate Village 
Building 3, DIFC, PO Box 506591, Dubai UAE. Telephone + 971 4 578 7097. This material should only be marketed 
towards Professional Clients as defined by the DFSA. Russell Investments Ireland Limited. Company No. 213659. 
Registered in Ireland with registered office at: 78 Sir John Rogerson’s Quay, Dublin 2, Ireland. Authorised and regulated by 
the Central Bank of Ireland. KvK number 67296386  
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