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The Covid-19 pandemic brought about a synchronised global recession of historic proportions.
On the other hand, unprecedented fiscal support measures cushioned the impact of the
health crisis, while monetary policies also played a major role through swift and, in some
cases, innovative actions that improved market liquidity and limited the increase in borrowing

costs.

The global economic recovery is proving to be
uneven, above all between the manufacturing and
service sectors, and rarely in the past has there
been such a significant gap to the detriment of the
latter.

Indeed, the public response to slow the transmission
of the virus, combined with changes in behaviour,
has resulted in a sharp decline in activity for sectors
that rely on social interaction, particularly retail,
hotels, restaurants and entertainment.

Moreover, the divergence between China and the
rest of the world - the “first in, first out” phenomenon
-is striking. In Europe, a first wave hit the continent in
March, then a second wave from October, which will
result in a drop in GDP in Q4. In the United States,
the Trump Administration’s chaotic management

of the health crisis will also leave its mark on
economic activity. Conversely, the Chinese situation
is continuing to improve.

However, the pessimism that the anticipated
decline in GDP at year-end could have caused was
overshadowed by the hopes raised following the
discovery of a safe and effective vaccine. Research
has indeed progressed at a record pace and some
projects may soon be approved by the Public Health
Authorities. While this is undeniably good news,
the crisis will nonetheless leave scars that could
cause significant damage to potential GDP growth in
several countries.

Indeed, economic theory establishes a positive
relationship between international trade and
productivity, with an economy’s openness to trade
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being associated with increased productivity gains.
International trade is expected to contract by over
-10% in 2020W, a collapse similar to that seen in the
2009 Great Financial Crisis and is likely to exhibit
subdued growth in the next few years, reflecting,
in part, shifts in supply chains as firms re-shore
production to reduce perceived vulnerabilities from
reliance on foreign producers.

Furthermore, inthe years leading up to the pandemic,
relatively weak business investment growth and
more modest gains in human capital improvements
were factors that undermined productivity in
several economies. To maintain access to credit,
unprecedented and timely policy response has
recently been put in place. Taking advantage of the
massive easing in financial conditions, businesses
have stepped up their bond issuance and increased
their borrowing from banks to cope with cash
shortages and build precautionary cash buffers.
However, this further increase in private sector
indebtedness adds to already extremely high levels
of debt, which could lead to a decline in productivity
through a reduction in firms’ ability to invest.
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Public debt has also soared in recent months and
could reach a historic level of 100% of GDP in
2020, Although the prospect of low interest rates
over a long period of time could help ease the debt
burden, government debt is a major challenge,
especially if the decline in potential growth implies
a reduction in the tax base, which could complicate
the servicing of public debt.

Meanwhile, inequalities are expected to increase as
the economic crisis has disproportionately affected
the work of young people, women, and individuals
with relatively low levels of education. The closure
of schools poses an additional challenge that can
seriously affect the accumulation of human capital.

In short, despite potential stumbling blocks at year-
end, the path to economic recovery is becoming clear
due to the responsiveness of the public authorities
and the hard work of scientists. Beyond its obvious
economic impact, however, the health crisis could
have persistent socio-economic impacts, weakening
long-term growth prospects. m

To be completed by 23 November 2020.
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Non-advertising, simplified and non-contractual document.
The information, comments and analyses in this document
are provided for information purposes only and should not be
construed as an investment or tax advice, or as an investment
recommendation from Rothschild & Co Asset Management
Europe. The information/opinions/data mentioned in this
document considered legjtimate and correct on the day of
publication, in accordance with the economic and financial
environment in place at that date, are subject to change at any
time.

Although this document has been prepared with the greatest
care from sources that Rothschild & Co Asset Management
Europe believed to be reliable and in good faith, no
representation or warranty, express or implied, is made as to
information accuracy or completeness, which are indicative
only and are subject to change without notice. Rothschild & Co
Asset Management Europe has not independently verified the
information contained in this document and cannot be held
responsible for any errors, omissions or interpretations of the
information contained in this document. This analysis is only
valid at the time of writing of this report.

The information does not presume the suitability of the UCI
presented to the profile and experience of each individual
investor. Rothschild & Co Asset Management Europe shall not
be liable for any decision taken on the basis of or inspired by
the information contained in this document. In case of doubt,
and before making any investment decision, we recommend
that you contact your financial or tax advisor. The UCls
presented above are organised according to French law and
regulated by the French financial markets authority (AMF). Any
investment is always subject to risk. Before any investment,
please imperatively read the key investor information
document (KIID) and prospectus of the UCIs carefully,
especially its section relating to risks. Each investor must also
ensure the jurisdictions in which the UCI is registered. The
KIID, the full prospectus as well as the net asset value (NAV)
/net inventory value (NIV) are available on our website: www.
am.eu.rothschildandco.com. The information presented is not
intended to be disseminated and does not constitute in any
way an invitation for US nationals or their agents. The units
or shares of the UCIs presented in this document are not and
will not be regjstered in the United States pursuant to the U.S.

Securities Act of 1933 as amended (“Securities Act 1933”)
or admitted under any law of the United States. These units
or shares may neither be offered, sold in or transferred to the
United States (including in its territories and possessions),
nor directly or indirectly benefit to a “US Person” (within the
meaning of Regulation S of the Securities Act of 1933) and
equivalent persons (as referred to in the US “HIRE” Act of 18
March 2010 and in the FATCA provisions).

Figures provided relate to previous years. Past performance
is not a reliable indicator of future performance and is not
constant over time. The value of investments and the income
derived from them may vary both upwards and downwards,
and is not guaranteed. The value of investments and the
income derived from them may vary both upwards and
downwards, and is not guaranteed. It is therefore possible that
you may not recover the amount originally invested. Exchange
rates variation may increase or decrease the value of the
investments and the resulting income when the reference
currency of the UCI is different from the currency of your
country of residence. UCIs whose investment policy is aimed
more specifically at specialised markets or sectors (such as
emerging markets) are generally more volatile than common
and diversified allocation funds. For a volatile mutual fund,
the fluctuations may be particularly large, and the value of
the investment may therefore fall sharply. The performances
presented do not take into account any fees and commissions
received on the subscription and redemption of units or
shares of the UCI herein. The portfolios, products or securities
presented are subject to market fluctuations and no guarantee
can be given as to their future development. The tax treatment
depends on the individual situation of each investor and may
be subject to change.

Rothschild & Co Asset Management Europe, organized under
the laws of France, registered with the Trade and Companies
Register of Paris RCS Paris 824 540 173. A management
company licensed by the Autorité des Marchés Financiers
under N° GP 17000014, having its registered office 29,
avenue de Messine, 75008 Paris, France

No part of this document may be reproduced, in whole or in
part, without the prior written permission of Rothschild & Co
Asset Management Europe, under pain of legal proceedings.
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