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Outline: Tectonic shifts in the global economy

• Global recovery - from V-shaped to U shaped
• UK & European outlook 
• Some trends reshaping the economic 
landscape

• Implications for investors



Source: Daily Telegraph

Going for a double dip? 
Fears of a double dip increased over the summer

ECONOMIST ON HOLIDAY:

I went for a dip this morning.
A double dip is now a possibility. 



The recovery from the Great Recession was V-shaped, 
but is now slowing  
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US labour market indicators and other macro data 
were disappointing over the summer
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Going for a double dip? 
Fears of a double dip are normally high in a recovery
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But policymakers have acted aggressively, and more 
Quantitative Easing (QE) is an option ...
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QE explained ...

Source: RBS Group Economics



De-leveraging is a long-term theme
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De-leveraging is a long-term theme ...
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Summary US Economic Outlook

- The ‘V’-shaped recovery is becoming ‘U’ shaped as the 
impact of stimulus measures fade
- But we think the economic recovery will continue, albeit 
slowly
- Uncertainty over the strength of the recovery will keep 
equity markets volatile
- But could create opportunuites for long-term investors



Pulp prices are very sensitive to the economic cycle
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UK Economic Outlook: The unavoidable Budget

Focus: eliminate the deficit
- Alistair Darling planned £73bn by 2014-15
- George Osborne added £40bn

How?
- Spending cuts, around 75%
- Tax rises, around 25%

Major changes
- VAT to 20% on 4 January
- Corporation Tax rate cut to 24% by 2014-15
- But investment allowances down too
- Welfare budget cuts of £11bn
Has it increased the risk of a ‘double- dip’
recession?

Source: Daily Telegraph
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UK housing market vulnerable ...
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European Uncertainty
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The price of the corporate sector is attractive

Source: Datastream as at 7 October 2010
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Emerging economies are the bright spot
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Investment Outlook

EQUITIES
• Developed-market - An anaemic economic recovery, improved 
corporate earnings and attractive valuations point to low but positive 
returns over the next 12 months, accompanied by greater volatility.

• Emerging-market - Have come through the developed-economy-
focused crisis of the past couple of years with their superior long-term 
return potential intact.

PROPERTY
• UK commercial property - In a low-rate environment the yield will draw 
investors in, but returns will be capped by a lack of lending to this sector.



Investment Outlook

FIXED INCOME
• Government bonds - Risk aversion and substantial spare capacity 
will push yields for 'safe-haven' governments down, while deficit worries 
will keep yields higher for the less fiscally fit.

• Index-linked - Looking expensive, although still offer a way of 
protecting against the tail risk that fiscal deficits are inflated away.

• Emerging-market - Offer higher yields with, in many cases, less 
fiscal risk than the major bond markets.

• Investment-grade - Expected to advance in a positive but sluggish 
growth environment, and as investors search for yield. 

• High-yield - A more sluggish and uncertain recovery will result in 
increased volatility for high-yield bonds.



Important Information 

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. 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. In the case of some investments, there is no recognised 
market for them and it may therefore be difficult for you to deal in them or obtain reliable 
information about their value or the extent of the risks to which they are exposed.

Any information contained in this presentation is believed to be correct, but cannot be 
guaranteed. Opinions constitute our judgment as at the date of issue and are subject to 
change. The analysis contained in this presentation has been procured, and may have been 
acted upon, RBS and connected companies for their own purposes, and the results are 
being made available to you on this understanding. To the extent permitted by law and 
without being inconsistent with any applicable regulation, neither RBS nor any connected 
company accepts responsibility for any direct or indirect or consequential loss suffered by 
you or any other person as a result of your acting, or deciding not to act, in reliance upon 
such information, opinions and analysis.

Coutts & Co which is authorised and regulated by the Financial Services Authority. Coutts & 
Co is registered in England No. 36695. Registered office: 440 Strand, London WC2R 0QS.
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