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Summary: ‘Risk on’ mood boosted by further vaccine news

Global equities continued their upward march in December, returning +4.6% (in USD
terms), alongside government bonds, +0.2% (in USD terms). Key events included:

» The enduring second wave and further vaccine approvals;
» Further US fiscal stimulus as brinkmanship gives way;
» Europe’s recovery fund approved; Brexit negotiations conclude

Risk appetite remained buoyant in December as equities, led by emerging markets,
rallied into the year-end. Credit spreads tightened even further, with the absolute level
of investment grade yields touching all-time lows. Precious metals regained their
poise, with gold rallying sharply alongside silver, and Bitcoin concluding a record-
breaking year (+296%) and closing at $28,587. Oil moved back above $50/bl after
OPEC+ signalled that it might delay a planned output hike in January.

US: President-elect, COVID stimulus, Record 2020 IPO issuance

Despite President Trump’s ongoing efforts to delegitimise the outcome of the election,
the Electoral College formally declared Joe Biden as President-elect in mid-December.
Meanwhile, in the face of modest COVID suppression, the US economy retained
momentum into December: the forward looking ‘New Orders’ component of the ISM
manufacturing PMI printed at 67.9 — the highest level since 2003. That said, some
labour market weakening was apparent with average weekly jobless claims increasing
to 903k in December (from 757k). A bipartisan stimulus bill was agreed late in the
month — the $900bn package (4.3% of GDP) includes $600 cash handouts and
expanded unemployment benefits. Finally, alongside strong stock prices, US new
issuance concluded the year on a strong note, with $67bn raised in the final quarter of
the year as a number of firms came to the market for the first time (including DoorDash
and Airbnb).

Europe: Manufacturing momentum, Veto avoided, Brexit finale?

As Europe grapples with the ongoing second wave, many service-orientated sectors
have remained weak. In contrast, the manufacturing sector continues to strengthen,
with Euro area and UK PMIs rising to 55.2 and 57.5, respectively. Hungary and Poland
removed their objections to the upcoming EU budget, after reassurances from the
European Commission on the so called ‘rule of law’ mechanism removed the final
obstacle to the pending pandemic recovery fund. At the 11 hour, the UK and EU
signed the ‘Trade and Co-operation Agreement’ (TCA), concluding three years of
Brexit negotiations and removing an enduring tail risk. This arrangement creates a free
trade area for goods, enabling tariff free trade to continue, but ends the free movement
of people. Many unresolved areas — notably, trade in services — still need to be settled.

ROW: Japan’s stimulus, China expands, Turkey hikes

Japan’s recovery continued in December — the upbeat Tankan survey of large
manufacturers (-10) was ahead of expectations. Facing a second wave and new
restrictive measures, the Japanese Prime Minister announced a further $700bn (15%
of GDP) fiscal package of direct spending, loan guarantees and green initiatives.
Meanwhile China, which reported only 3,061 new COVID-19 cases in December (vs
6.4m in the US), is also growing at a respectable clip: the official manufacturing PMI
(December: 53) has expanded for eight consecutive months. The Turkish lira was
among the weakest currencies in 2020 (-19% vs USD) and this, alongside rapid credit
growth, has led to double-digit domestic inflation. The Turkish central bank, under new
leadership, responded by raising interest rates by 200bp, to 17%; the economy faces
a challenging start to 2021.
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Market summary (total return in local currency)

Fixed Income Yield 1M % 1Yr%
uUs 10 Yr 0.91% -0.3% 10.0%
UK 10 Yr 0.20% 1.0% 5.4%
Swiss 10 Yr -0.55% 0.2% 0.4%
German 10 Yr -0.57% -0.0% 2.7%
Global IG (hdg $) 1.34%  0.5% 8.3%
Global HY (hdg $) 4.47%  2.0% 5.7%
Equity Index Level 1M % 1Yr%
S&P 500 3,756 3.8% 18.4%
MSCI UK 10,785 3.0% -13.2%
SMI 10,704 2.2% 4.3%
Eurostoxx 50 3,553 1.8% -2.6%
Nikkei 27,444 3.9% 18.2%
Hang Seng 27,231 3.4% -0.2%
MSCI World (Icl) 307 3.8% 14.2%
MSCI World ($) 328 4.6% 16.3%
Currencies (trade-weighted, nominal)
US Dollar -1.5% -2.6%
Euro 1.0% 5.6%
Yen 0.0% 0.4%
Pound Sterling 0.3% -1.8%
Swiss Franc 0.9% 3.0%
Chinese Yuan -1.1% 1.0%
Other Level
VIX 22.8 10.6%  65.1%
Brent ($/b) 51.8 8.8%  -21.5%
Gold ($/0z) 1,894 6.5% 24.4%
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Important information

This content is produced by Rothschild & Co Wealth Management UK Limited for information purposes only. This content does not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product.

Nothing in this content constitutes legal, accounting or tax advice. The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original
investment. Past performance should not be taken as a guide to future performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you
change your outlook concerning your investment objectives and/or your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes
in rates of exchange may cause the value of the investment, and the income from it, to go up or down.

Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning returns are derived from both capital appreciation or depreciation as reflected in
the prices of your portfolio's investments and from income received from them by way of dividends and coupons.

Holdings in example or real discretionary portfolios shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this content, they must not be considered
as a solicitation or recommendation for separate investment.

Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no
responsibility or liability is or will be accepted by Rothschild & Co Bank AG as to or in relation to the fairness, accuracy or completeness of this content or the information forming the basis of this content or for
any reliance placed in this content by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this content. Furthermore, all opinions and data used in this content are subject to change without prior notice.

This content is distributed in Switzerland by Rothschild & Co Bank AG and in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this content in
certain jurisdictions. Accordingly, recipients of this content should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this content nor any
copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. References in this content to Rothschild & Co are to any of the various companies in the
Rothschild & Co Continuation Holdings AG operating/trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside
the UK are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections provided by the UK regulatory
system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this content, your portfolio or any
elements of our services, please contact your client adviser.

The Rothschild & Co group includes the following wealth management businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 04416252. Registered office:
New Court, St Swithin's Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered office: St Julian's Court, St Julian's
Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co Bank AG.
Registered office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA).
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