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“Controversial elections”

Market trends

With the pandemic now under greater control, but still with
us, the economy is sending out encouraging signs of
recovery. Massive support for companies and for household
income has helped employment to recover and boosted
consumption. However, the trajectory varies from one
region and one sector to the next – China recovered very
fast, while sectors such as cultural products, travel & leisure,
and hotels will continue to limp along for a while. Only a
safe, effective and widely available vaccine will get us back
towards a “normal” situation on the health and economic
fronts. A little less than two months before the elections
Trump, incidentally, is counting on a vaccine roll-out by
election time to catch up with Biden, his Democratic rival.
Markets’ concentration in a small number of stocks and
speculative bets are exacerbating the risk of corrections.
Against this backdrop, we are keeping our portfolios well
diversified in quality assets.

Global equities advanced in August for the fifth consecutive
month, with a 6.1% gain sending them to new record highs.
US markets turned in their best-performing August since the
1980s (with the S&P 500 gaining 7.0% and the Nasdaq up
9.6%). US bond yields rose, by 18bps to 0.70% in the case of
the 10-year bond, including +6bps after Powell’s Jackson
Hole speech. The yield curve steepened (the US 10Y-2Y by
15bps to 0.57%), and US high yield (+1.0%) outperformed
investment grade US (-1.4%). Gold consolidated below 2000
dollars per ounce, pulling back by 0.2% on the month, and oil
gained 5.8%, a sign that the global economy is improving. On
the currency front, the US dollar continued to give up
ground, albeit at a slower pace (EUR/USD +1.4% to 1.1944),
while the Swiss franc confirmed its “safe haven” status (no
major currency has outperformed the franc this year).
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CHANGE SINCE CHANGE SINCE
31.07.2020

12.31.2019

2455.5

6.53%

4.11%

28430.1
3500.3
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7.57%
7.01%
9.59%

-0.38%
8.34%
31.24%
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12945.4
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3.09%
2.03%
3.42%
5.13%
1.12%
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-1.39%
-17.24%
-2.29%
-20.93%

23139.8
4816.2
2966.2
38628.3
99369.2

6.59%
2.58%
1.88%
2.72%
-3.44%

-2.18%
17.57%
-2.62%
-6.36%
-14.07%

BONDS & ALTERNATIVES
MARKETS
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-0.40
-0.10
1.09
0.70

13 Bps
10 Bps
8 Bps
18 Bps

-21 Bps
-21 Bps
-32 Bps
-121 Bps

335.2
260.2
2219.2
401.8
900.0

-0.31%
0.18%
0.95%
1.52%
0.30%

6.37%
0.47%
1.67%
-2.69%
2.06%

1.19
1.08
0.90

1.34%
0.27%
-1.01%

6.45%
-0.63%
-6.51%

42.6
1967.8

5.81%
-0.41%

-30.22%
29.69%
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Economic highlights
The Fed gives itself greater leeway. At the Jackson Hole
symposium, the US Federal Reserve made a historic shift in
its monetary policy, adopting an “average-based” inflation
rate. This means that it could allow inflation to drift above
2% to offset past instances when it has been below this level.
We will come back to this development and set out our
conclusions in the next letter.
A faster-than-expected recovery. Economic indicators since
April have pointed to recovery that is faster than many
economists expected. The US economy is going strong, with
1.37 million new jobs created in August, and massive
household income aid has triggered a rather vigorous upturn
in consumption. Moreover, Congress is currently debating a
possible extension in assistance and is set to vote on it this
month. In Europe, the recovery can also be seen in PMI
survey data (the European composite is in the expansion
zone, at 51.9) and retail sales are close to pre-crisis levels.
The US presidential election in the line of sight. The 2020
presidential election has already made history, as it is playing
out in the midst of a global pandemic, an unprecedented
economic recession, and racial tensions cross America.
Historically, the incumbent party loses 80% of the time when
the US is in recession on election day. A stabilisation of the
economy and an ongoing market rally will therefore be
decisive in whether Trump wins a second term.

Trump posing as an angry outsider. 55% of Americans
polled disapprove of his management of the pandemic.
Trump is therefore counting on the development of a
vaccine by election day to make up his gap in the polls.
Whereas the “standard” cycle for approving a new vaccine
takes an average of 10 years, potential Covid-19 vaccines are
on a fast-track and could be ready in as little as 12 to 18
months. The head of the Federal Drug Administration (FDA)
denies that he is yielding to pressure from the Trump
administration, even though Trump has rich track-record in
this area. Didn’t he deliberately try to paralyse the US postal
service, in order to promote his chances of re-election?
Wasn’t it him who called on voters to vote twice? Anything
goes over the next two months in what is shaping up to be
the worst election in US history.
What would a Biden victory mean? One of the key elements
in his program is the partial reversal of the corporate tax cut
put through in 2018. A rate hike from 21% to 28% (which
would mean reversing half of the tax cut) would subtract
12.7% from after-tax profits of S&P 500 companies. Based
on effective tax rates (which historically have been lower
than the marginal tax rate) this would mean just a 4.2%
decline in profits. Biden is still comfortably ahead in the
polls, with his lead estimated at between 6% and 10%,
depending on the survey and in key states like Wisconsin,
Michigan and even Florida (according to fivethirtyeight.com).
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Covid cases could decide the election. Despite the
Democratic lead, the markets have just kept roaring ahead.
Biden’s shift to the centre is soothing fears, as is the
economic context, which should head off any desire for an
overly punitive tax reform. Trump constantly repeats that
polls don’t reflect the America’s state of mind and says he is
confident of an upset, as in 2016. The game is not over,
especially as the recent decline in Covid cases coincides with
a reduction of Biden’s lead in the polls.
Number of Covid-19 cases (black line), compared with the
gap between Trump and Biden in the polls (red line), source:
Bloomberg

Investment decisions
Gains by some Nasdaq stocks (Tesla up by 74% just in August
and Apple by 21%) suggest a troubling degree of
complacency or even outright speculation. The big tech
stocks (Apple, Microsoft, Amazon, Facebook and Google)
account together for more than 23% of the S&P 500’s
market cap and almost 50% of the Nasdaq 100’s. We
therefore continue to recommend a diversified regional
exposure, including emerging markets, Europe and Japan,
which offer cyclical exposure. We reiterate our preference
for quality companies with solid balance sheets and
competitive business models. Regardless of the US election’s
outcome, we expect the dollar will continue to trend
downward, as the fiscal deficit will continue to balloon, as
there is no longer any interest rate gap to support the
greenback, and as the euro is once again in investor favour.
The “monetary flood” that is raising fears of currency
depreciation is good news for gold, on which we remain
bullish.
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Disclaimer
This material has been prepared by Banque Pâris Bertrand S.A., Geneva, Switzerland, hereafter referred to as PB.
This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific
investment objectives, financial situation or particular needs of any recipient. It is published solely for information purposes and is not to be
construed as a solicitation or related financial instruments or an offer to buy or sell any securities.
This document is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in
which its distribution, publication, provision or use would violate current laws and regulations.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
information contained herein, nor is intended to be a complete statement or summary of the securities, markets or developments referred to
in the materials. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Any opinions expressed in this
material are subject to change without notice or be contrary to opinions expressed by other business areas or entities then, as a result of
using different assumptions and criteria, PB, is under no obligation to update or keep current the information contained herein. PB, its
directors, officers and employees’ or clients may have or have had interests or long or short positions in the securities or other financial
instruments referred to herein and may at any time make purchases and /or sales in them as principal agent. PB, may act or have acted as a
market-maker in the securities or other financial instruments discussed in this material. Furthermore, PB may have or have had a relationship
with or may provide or have provided investment banking, capital markets, and/or other financial services to the relevant companies.
Neither PB, nor any of its directors, employees, or agents accepts any liability for any loss or damage arising out of the use of all or part of this
material.
The potential investments described in this material are not suitable for all investors and their purchase and holding involves substantial
risks. Potential investors should be familiar with instruments having the characteristics of such investments and should fully understand the
terms and conditions set out in this documentation relating to them and the nature and extent of their exposure to risk of loss. Prior to
entering into a transaction you should consult with your legal, regulatory, tax financial and accounting advisers to the extent you deem
necessary to make your own investment, hedging and trading decisions.
Any transaction between you and PB, will be subject to the detailed provisions of the term sheet, confirmation or electronic matching
systems relating to that transaction. In addition, potential investors must determine, based on their own independent review and such legal,
business, tax and other advice as they deem appropriate under the circumstances, that the acquisition of such investments (i) is fully
consistent with their financial needs, objectives and conditions, (ii) complies and is fully consistent with all constituents documents,
investments policies, guidelines, authorizations and restrictions (including as to its capacity) applicable to them, (iii) has been duly approved
in accordance with all applicable laws and procedures and (IV) is a fit, proper and suitable instrument for them.
Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or
income of any security or related instrument mentioned in this presentation. Clients wishing to effect transactions should contact their local
sales representatives. Additional information will be made available upon request.
There can be no assurance or guarantee that returns showed in this material will be achieved.
In connection with certain return information, certain material assumptions have been used. Such assumptions and parameters are not the
only ones that might reasonably have been selected and therefore no guarantee is or can be given as to the accuracy, completeness or
reasonableness of any expected return. No representation or warranty is made that any indicative performance or return indicated will be
achieved in the future. Furthermore, no representation or warranty, express or implied, is made by PB, as to the accuracy, completeness, or
fitness for any particular purpose of the calculation methodology used. Under no circumstances will PB have any liability for a) any loss,
damage or other injury in whole or in part caused by, resulting from or relating to any error (negligent or otherwise) of PB in connection with
the compilation, analysis, interpretation, communication, publication of delivery of this methodology, or b) any direct, indirect, special,
consequential, incidental or compensatory damages, whatsoever (including, without limitation, lost profits) in either case caused by reliance
upon or otherwise resulting from or relating to the use of (including the inability to use) this calculation methodology.
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