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Positive outlook for the year 
 

The global economy can be expected to pick up speed again in 2020. 

There are strong indications that growth and inflation rates in Europe will 

rise. The DAX is likely to break its all-time record this year. 
 

 

The Federal Reserve cited geopolitical 

tensions and the slowdown in investment in 

the US as reasons for its shift in monetary 

policy last year. US investment activity did 

indeed contract in Q2 and Q3 2019. Patience is 

essential until the boost from lower interest 

rates and declining risk premiums takes effect 

on the entire US economy. However, the first 

signs of the cheaper money policy’s success 

are already noticeable in the real estate sector. 

The NAHB Housing Market Index (HMI), 

which gauges the sentiment of the real estate 

market, rose to its highest level in 20 years in 

December. Building permits increased for the 

seventh time in the past nine months in 

November, reaching a 12-year high of almost 

1.5 million residential units (annualised). 

It takes longer, as a rule, for monetary 

stimulus to have an impact on corporate 

investments. Demand for capital goods 

remains soft. This is also reflected in business 

surveys, such as the ISM index in December, 

which hit its lowest level in ten years, 

dropping from 48.1 to 47.2 points. The 

production component was largely respon-

sible for the setback, plummeting from 49.1 to 

43.2 points. However, the survey by 

competitor Markit paints a quite different 

picture. The manufacturing PMI recently 

settled at noticeably above the expansion 

threshold (with 52.4 points in December), thus 

pointing to recovery in that sector. 

In our opinion, US industry is on the verge of 

a cyclical turnaround. Consequently, such 

contradictory signals are hardly surprising to 

us. The Fed's positive interest rate stimulus, 

which will not take full effect until the 

beginning of 2020, will also contribute to 

recovery in industrial production. Indications 

of trade tensions easing are also likely to have 

a positive impact on the situation. We 

estimate that US economic output rose again 

by around 1.5% in the fourth quarter of 2019. 

Growth is likely to pick up again in the first 

half of 2020. 

Asia: Manufacturing PMIs point upwards 

 
Sources: Markit, BANTLEON 

The latest Chinese data was less impressive. 

Manufacturing PMIs for the world’s second 

largest economy have scarcely changed of 

late, thus largely confirming the October/ 

November positive trend. Development in 

neighbouring Asian countries is more 
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striking. Their PMIs showed significant 

improvement in most cases at the end of the 

year, such as in South Korea and Taiwan (see 

figure above). Thus the evidence mounts that 

the Asian economic engine is also shifting into 

higher gear. 

We assume the trade war will wane in 

importance in 2020 

The »phase 1« trade deal concluded between 

the US and China not only includes a waiver 

of new penalty tariffs but also reduces import 

duties for the first time. This does not end the 

conflict between the two mega-powers by any 

means. However it does appear that US 

President Donald Trump has no interest in re-

escalating the dispute before the presidential 

election. We assume the trade war will wane 

in importance in 2020. This should allow the 

favourable economic conditions, lying dor-

mant particularly in Europe, to take greater 

effect. The Eurozone manufacturing PMI 

certainly did not fall to the level expected at 

the end of 2019. The economic indicator 

declined by only 0.6 points to 46.3 – instead of 

a full point – after the December revision. 

Forecast components such as new orders and 

production expectations held up particularly 

well. Once again, the service sector performed 

significantly better than industry at the end of 

the year, with the services PMI rising by 0.9 

points to 52.8.  

The December ifo Business Climate Index for 

Germany, with a clear rise of 1.2 points to 

96.3, painted a structurally similar picture to 

that of the Eurozone PMIs. The ifo index 

increase was the result of a strong improve-

ment in business expectations (from 92.3 to 

93.8 points), which brightened noticeably 

particularly in the service sector. PMI figures 

and the ifo Business Climate Index confirm 

our view that economic activity in Germany 

and the Eurozone bottomed out in the 4th 

quarter of 2019, and that we will see it pick up 

again at the start of 2020. 

Eurozone: 2020 prospects significantly brighter 

 

Sources: Eurostat, BANTLEON 

While PMIs, the ifo index and other economic 

gauges may well deliver signs of setback for 

individual months in the near future, we 

nonetheless expect to see an upturn settle in. If 

there is also foreign trade tailwind, German 

industry can be expected to come out of 

hibernation and exports benefit from the 

Chinese economy’s recovery. De-escalation of 

the trade war would make the monetary and 

fiscal policy stimulus measures China has 

already launched more effective. There is thus 

a good chance that the Eurozone economy 

will be firing on all cylinders in 2020. With 

domestic demand still robust and exports 

picking up, we believe GDP growth will rise 

from the current 1.0% back to between 1.5% 

and 2.0% by the end of 2020 (both figures year 

on year). Our leading indicators have been 

pointing to this economic recovery for some 

time now; all indicate an upward trend for 

2020 (see figure above). 

The upward trend on the stock 

markets will remain volatile. 

The latest macroeconomic data flow confirms 

our view that the tailwind for safe havens is 

abating. We consider economic activity of 

Europe and Asia to have bottomed out at the 

end of 2019. The Economic Surprise Index for 
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the Eurozone should therefore continue to 

expand in the next few months and thus 

underpin the overriding rise in yields. We also 

see Eurozone inflation rising considerably in 

2020. The core inflation rate (excluding 

energy, food, alcohol and tobacco) was 

already set in at 1.3% at the end of 2019 and is 

rising. This could make 2020 an uncom-

fortable year for government bonds, whereas 

equity markets have already anticipated part 

of the nascent economic recovery. Despite a 

weaker economy in 2019, US and European 

stock exchanges climbed around 25%. In a 2-

year comparison, however, growth – at least 

for the DAX – is shrinking to almost zero. 

Traditional valuation benchmarks, such as the 

price-to-book ratio, are not yet emitting any 

warning sign and investor sentiment is in no 

way euphoric. In addition to the economic 

situation, the political environment has also 

brightened with tension easing between the 

US and China. There is much to suggest that 

this trend will continue until the US elections. 

In view of the above facts, we expect further 

gains on the equity markets in 2020. As the 

example of the USA-Iran conflict shows us 

however, the stock markets can be disrupted 

by a wide range of factors. The upward trend 

will therefore remain volatile. 
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