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Summer is finally here in Europe, and with it comes a sense of return
to normality in our daily lives
Tuesday, 07/06/2021

Shops have reopened, restaurant terraces are crowded, office spaces filling and traffic jams back as Covid-related restrictions ease after the vaccine rollouts.
As a result, economic activity is picking up across the continent, and remains strongest in the United States.
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The threat of new variants and the lack of vaccines in several large emerging economies is sadly keeping the pandemic’s risks alive for the second half of the
year. Still, global economic growth is on a positive trend for the coming months.

Optimism is back in Europe and will fuel a strong expansion over the summer
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Among developed economies the US continues to lead the recovery. So much so that the debate has shifted from lingering pandemic-related risks to
concerns of possible overheating and excessive inflation. It is still too early to see this shift in Europe, but we expect that a strong recovery over the next three
months will trigger the same debate on this side of the Atlantic. The discussion is influencing central banks and governments, as well as moving market
sentiment, as we move toward the post-crisis era.

With growing evidence of recovering economic activity, it is logical that attention turns to discussing when the huge central bank and government support
provided over the past year will be phased out. The timing must strike a delicate balance. Any premature or disorderly removal of support risks derailing a
recovery that still largely depends on it.

The most recent meeting of the US Federal Reserve highlights the challenge facing policymakers around the globe. They must adjust monetary and fiscal
policy to meet the demands of an improving economic environment without undermining growth.

In acknowledging the improving situation of the US economy, the Fed has advanced expectations of monetary policy normalization, in other words the timing
for tapering its injections of liquidity and hiking short term interest rates. However, the intention remains to keep financing conditions highly supportive for an
extended period, in order to fully heal the pandemic’s deep economic scars.

The transition from a ‘crisis policy’ to ‘recovery and normalization’ can generate uncertainty on the timing and extent of the process, its short and long-term
impact on growth , inflation and financial markets. The US central bank will closely monitor financial conditions to avoid repeating the experience of December
2018, when high yield companies lacked access to financing, and ultimately led to a policy u-turn beginning January 2019.
For now, the very supportive mix of monetary and fiscal policy is firmly in place across developed economies. The reflation at play since the end of last year
will extend and continue to fuel equity indices’ advance in the coming months. The environment should also continue to favor cyclical segments of the equity
market, at both the sectorial and geographical level.

Our allocation to equities, consistent with these themes since the beginning of the year, does not yet therefore need adjustments. We maintain an elevated
exposure to equities in general, with a tactical tilt toward cyclical sectors and markets, in order to offer the best return prospects for the months ahead.
Conversely, the fixed income allocation in general warrants some caution, especially on long-term bonds that are prone to further upward pressures on interest
rates.
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