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As well as agreeing on a Brexit deal with the UK, the EU has also been dealing with Poland and 

Hungary blocking the EU’s recovery fund and budget. Both of these eventually were resolved in 

December. This removes a large amount of political risk and the recovery fund should result in a 

significant amount of spending on sustainable and green projects across the EU. Additionally, to 

help deal with the Coronavirus fallout, the European Central Bank voted to increase asset pur-

chases by €500bn across government, private and public investments in their Pandemic Emergency 

Purchase Programme, taking the total to €1,850bn. Several European countries further tightened 

their lockdowns during December, for example non-essential shops were closed from mid-Decem-

ber in Germany and Netherlands. Despite this, and pleasingly positive, flash Composite PMI figures 

for December indicated an increase in activity from 53.8 in November to 55.5 in December – the 

strongest growth in activity since May 2018. However, inflation did remain anchored in negative 

territory for the fourth month in a row, at -0.3% in November. 

  

COVID-19 cases in the US remained elevated and reached all-time highs during December. COVID-

19 related deaths also continued to climb during the month, also reaching record highs. Some 

states (particularly on the west coast and in the mid-west) have extensive businesses closures in 

place which has been impacting economic activity. This, combined with weakness in services sec-

tors across the US, was responsible for the drop in Composite PMI for December to 55.7 from 58.6 

in November. In more encouraging news, congress finally agreed on extending the pandemic relief 

measures which included sending cheques to households and unemployment benefits. This should 

at least provide some support for consumer confidence and spending as well as help for the un-

employment rate (6.7% in November from 6.9% in October). We may start to see the impact of 

this on data in the new year. In backward-looking data, Q3 GDP growth in the US was finalised at 



33.4% annualised, slightly higher than the 33.1% estimated and following on from a 31.4% fall in 

Q2. 

  

As the UK national lockdown ended in December, the UK returned to regional tiering. This helped 

the composite Purchasing Managers Index (PMI) pick-up slightly and return to expansionary terri-

tory with a flash reading of 50.7 for December. Both manufacturing and services activity picked-

up although manufacturing (57.5 in December) fared much better through the restrictions. How-

ever later in the month, a new strain of COVID-19 became more prevalent in the UK and a new 

tier 4 was announced. This covered large parts of the country (including London) and prevented 

households from mixing over the festive period, led to the closure of non-essential shops and 

further limited travel. This coincided with several countries banning travel from the UK. Data 

showed that retail sales fell in November, a 3.8% month on month decline, largely driven by the 

national lockdown during November. In other backward-looking data, Q3 GDP growth was con-

firmed to have shrunk by 8.6% year-on-year, less than initial estimates of 9.6% but still reflecting 

the significant impact of COVID-19 on economic activity. On a more positive note, both the 

Pfizer/BioNTech and Oxford/AstraZeneca vaccines were approved for use in the UK during Decem-

ber. The end of the month also brought along some much-needed positive Brexit developments 

with a deal being agreed between the UK and EU which provides a certain amount of clarity – no 

goods tariffs, no hard Irish border, visa free travel to the EU for up to 90 days, no European Court 

of Justice involvement in legal disputes and a reduction in EU fishing quotas in UK waters. A 

‘Managed Divergence’ principle also allows legal review by either side if they feel the other has 

gained a competitive advantage in trade relations. These revelations provided a much-needed 

bounce to UK companies as well as the pound. 

  

Japan continued to experience a sharp increase in COVID-19 cases during December, combined 

with an increase in deaths (albeit both are still significantly lower than many other developed 

countries). Despite this, composite PMI estimates for December remained largely unchanged from 

November, standing at 48.0, although still indicating falling economic activity. Q3 GDP growth was 

confirmed at 5.3%, slightly better than estimated. Unemployment fell for the first time in 6 months, 

from 3.1% in October to 2.9% in November. Perhaps the most disappointing datapoint was the 

further drop in inflation from -0.4% to -0.9% in November, the sharpest decline since August 

2010.  

 

COVID vaccine news from November continued to buoy optimism in Latin America during Decem-

ber, especially given these markets had been harder hit during the year. Elsewhere in emerging 

markets, business activity in China continues to increase with November composite PMI recorded 

at 57.5 (from 55.7 in October), the biggest increase since March 2010. Unemployment is now back 

to pre-COVID levels and consumer confidence has just crept back up to 2019 levels. Inflation fell 

sharply to -0.5% partially as a result of the swine flu outbreak impacting pork prices this time last 

year. 

  

The euro was mixed against developed market currencies and weakened against major EM cur-

rencies. It was up 2.3% against the dollar and 1.3% against the Japanese yen, but fell 0.1% 

against the pound and 2.3% against the Australian dollar. Against EM currencies, the euro weak-

ened 2.9% against the South African rand and 1.4% against the Brazilian real.  



Risk assets fared well during the month of December. Emerging markets were the top performing 

asset class with the US lagging relative in the equity space. Global listed infrastructure was the 

only negative returning risk asset class over the month. 

 

Again, fixed income assets provided investors with positive returns, particularly the more credit 

exposed assets. High yield bonds were the top performing fixed income asset class. 

 




