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D. Trump is the 12th president since 1900, and sixth since 1950, to run when there 

is a recession (or bear market) during an election year. If history is any guide, 

recessions and major market declines do not bode well for incumbent party and 

President. 

Will voters also blame Trump this time? 

 

Fortunately, a dramatic recovery started in Q3, but... 

According to the latest forecasts, US GDP is going to recover dramatically from 

the dismal Q2. Still, the magnitude of the rebound is much lower than that from 

the contraction. More, Q4 will probably experience a very benign - if positive - 

print. 

 

Source: Federal Reserve Bank of St. Louis 

 

Indeed, the pandemic is far from contained and consumers - the lion share of the 

US economy - remains depressed. Unemployment rate is sky-high at 8.4% and 

will take a long time before getting back to more normal level. Lots of Firms, 

which benefitted from the State Aid in Q3, have just started to fire furloughed 

employees...  

 

The social distancing and fear from the virus are deeply impacting consumers’ 

behavior. Part of this stigma should continue up to the infection is really under 

control, i.e. not just in the talks of political leaders! 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +0.4% 

 S&P 500 +3.4% 

 Nasdaq +21.0% 

 Stoxx 600 -10.9% 

 SPI +1.3% 

 Nikkei -0.4% 

 China +13.5% 

 Emerging -2.1% 
 

 

 BONDS  

 CHF Corp -0.4% 

 US Govt +9.0% 

 US Corp +7.2% 

 US HY +1.3% 

 EUR Gvt +1.9% 

 EUR Corp +0.1% 

 EUR HY -2.2% 

  

 CURRENCIES  

 USD index -3.4% 

 EURUSD +5.7% 

 EURCHF -0.8% 

 USDCHF -6.2% 

 USDJPY -2.5% 

 EM FX -9.5% 

  

 COMMODITIES   

 Gold +28.3% 

 Silver +50.8% 

 Brent -39.4% 

 Copper +9.0% 

 CRB index -21.2% 

Not even a skinny deal ? 
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Source: Morning Consult 

 

The question of whether the stimulus continues to steady 

the economy or not through Election will be a key 

determinant for President Trump to avoid the dire 

implications of the macro backdrop. Time is running 

short for him to launch the so-called phase 4 of stimulus, 

as the former phases of US State Aide have been blocked 

since end-July. It seems that both Republicans and 

Democrats are prepared to head into the election 

without passing another coronavirus bill, with each party 

betting that the other side will get the blame for inaction. 

Still, a ¨stop-gap¨ bill got bipartisan support lately; it 

should avoid a dramatic - mechanical - government 

shutdown to occur over next weeks... 

 

The virtuous flexibility of the US labor market is not 

advantageous under current circumstances, as it will 

leave millions of US workers by the wayside in 2020 and 

2021. The odds of a K-shaped economic recovery, where 

high earners are faring much better than low-wage 

worker, are rising. While the financial services sector has 

already recovered 94% of its pre-pandemic employment, 

leisure and entertainment industries have only brought 

back 74% of their former workers. Low-wage jobs like 

restaurant staff, transportation workers, and cleaners are 

unlikely to recover soon. 

Macro and political volatility will continue to build up 

before November elections 

 

In the past, elections mattered for markets 

If history is any guide, the outcome of Presidential 

elections should - normally - significantly impact Wall 

Street. According to latest polls, Democrats are due to 

win. 

Source: Ned Davis Research 

 

But when it comes to other interesting sources, like betting 

odds, the situation is much less obvious.   

• A new significant coronavirus package / stimulus is 

unlikely before elections 

• If coupled with a troubled election process, it could 

result in a double-dip recession in the US in a dark 

scenario 

• This is not our main scenario. But in the short-term, 

uncertainty and markets jitters are likely to prevail 

 

Currencies. Surprisingly optimistic ECB tone 

Before last  week ECB meeting, numerous members 

had  done their best to cool down the recent EUR strength, 

essentially  with verbal interventions. The current 

accommodative ECB policy stance is already rather 

stretched. The deposit rate is in deep negative territory and 

the ECB is already engaged in large QEs. While we continue 

to see an extension of PEPP beyond mid-2021, this is 

already discounted by the market and therefore its 

negative impact on the EUR is unlikely to be meaningful. 

 

So, as expected, it was too early for the ECB to forcefully 

talk down the currency.  Given the latest update of ECB 

staff forecasts, it would have been almost impossible to 

justify a meaningful reaction against the strong EUR. 

European financial conditions did not suffer this time from 

the EUR rise, as was the case in previous episodes of the 

single currency strengthening. In addition, the growth 

outlook remains unchanged and inflation forecasts are now 
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more optimistic. While it was reiterated multiple times 

that the ECB is carefully monitoring the EUR as it is 

important for the inflation outlook. The ECB revised up 

the core inflation path higher by 0.2% for 2021 and 2022. 

In 2022, core inflation is now foreseen at 1.1%. This is still 

considerably below the ECB target. 

 

EUR/USD 

Source: Bloomberg 

 

With a strong bearish USD dynamic in place, it will be a 

very tough task for the ECB to tackle the EUR/USD 

upside. It will not be easy for the ECB to compete with 

the Fed, which adopted average inflation targeting and 

cemented the negative US real rates for longer. Adding 

the US twin deficits to the mix, the bearish USD dynamics 

looks too strong to be offset by the sole ECB. 

• The ECB did not expressly oppose to further EUR 

strengthening 

• The EUR is building a solid basis above 1.18 opening 

the way to 1.25 vs. USD in the coming months 

• The focus will turn to the to the first FOMC meeting 

since the Fed announced it was willing to tolerate an 

overshoot in inflation 

 

Currencies. Limited GBP risk premium means 

further downside 

The UK has secured a free trade agreement with Japan. 

This is the first major trade deal as an independent 

trading nation. It will increase trade with Japan by an 

estimated GBP 15.2bn. But at the same time, the UK 

government’s announcement of its Internal Markets Bill 

marks the start of what promises to be another messy 

period in the Brexit saga. Provisions contained within the 

bill to effectively disregard parts of the withdrawal 

agreement have undoubtedly reduced the chances of a 

deal, or at best the odds of a free-trade agreement being 

reached this year.  

 

The GBP looks unprepared for the stream of downside 

risks, and following the market complacency during the 

summer period, only a small risk premium is priced into the 

currency. This allows for a further GBP decline. Not only a 

limited degree of risk premium is priced into the currency, 

but the speculative positioning does not seem stretched, 

allowing for a build-up in GBP shorts, which would help 

facilitate further GBP downside. The EUR/GBP has just 

broken up its multi-month high. 

 

GBP speculative positioning 

Source: Bloomberg 

 

Indeed, even with a limited deal in place, the change in UK-

EU trade terms would leave the UK at risk of a slower 

recovery versus its peers, taming the potential medium-

term GBP upside. In the case of no trade deal, such a trend 

would gain even more traction. With a likely Bank of 

England easing, which could adopt negative interest rates, 

the outlook for the GBP would clearly deteriorate and the 

currency would come under further pressure. 

• Further GBP weakness ahead 

• No trade deal could push the EUR/GBP much higher 

 

Equity. The discovery of a vaccine and its 

commercialization, a long and difficult river 

Finding a reliable vaccine takes between 6 and 8 years. 

With the pandemic, it took only 6 months to start clinical 

phases 3, i.e. final tests on a large population of 30,000 

people and as many for the placebo. There is no guarantee 

of success: only 33% of vaccine developments go through 

human testing (Phase 3) and 85% of vaccines that enter 

phase 3 are successful. For Covid-19, the billions invested in 

research and development by states to ensure a supply 

and the acceleration of the approval process by the health 

authorities will make it possible to find a vaccine in record 

time, probably less than a year. The United States has 

invested $10 billion in 6 companies to secure dose orders: 

Moderna, Johnson & Johnson, BioNTech / Pfizer, Sanofi / 
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Glaxosmithkline, Novavax and Astrazeneca. Germany has 

invested €250 million in CureVac, a German biotech 

recently listed in the US. 

 

Astrazeneca's announcement of a break in testing is a 

normal step and a reminder that health security is the 

top priority, despite the urgency of the pandemic. The 

reliability must be 100%. You have to understand the 

problem: dosage? reaction of the vaccine to a specific 

pathology? coincidence or the result of the vaccine? 

There is also the need to reassure the public about the 

reliability of the vaccine despite the accelerated approval 

processes. The US National Institutes of Health and the 

FDA have reiterated that safety assessments will not be 

skipped or shortened. In fact, a few days later, 

Astrazeneca and Oxford University resumed testing. 

 

There are currently 9 companies in clinical phase 3: 

Astrazeneca, Moderna, BioNTech, CanSinoBIO (China), 

Sinovac (China), Wuhan Institute of Biological Products 

(China), Sinopharm (China), Gamaleya Research Institute 

(Russia) and Murdoch Children's Research Institute. 

Johnson & Johnson will soon enter phase 3. 

Despite the US Centers for Disease Control and 

Prevention's request to be ready to distribute the vaccine 

by November 1, White House chief Covid officer Dr Fauci 

affirmed a vaccine is highly unlikely in November, but 

expected it instead late 2020-early 2021. 

 

After the approval of a vaccine, it is necessary to move 

on to the production phase, which is not an easy task. 

We have to find a way to manufacture it, then in the case 

of this pandemic, to produce it massively. Then comes 

the marketing and distribution phase. The infrastructure 

can be cumbersome: as with the Ebola vaccine, 

Moderna's vaccine should be stored in the dark and at -

80° C. 

 

With its experience, IATA, the International Air Transport 

Association, the umbrella association of the world's 

airlines, claims that the global distribution of the  

vaccine(s) will be one of the biggest challenges ever for 

air transport and already requires planning. IATA 

considers that one dose for 7.8 billion Earthlings is 

equivalent to filling 8,000 Boeing Jumbo 747s! The 

transport of a vaccine must meet specific criteria in line 

with international regulations such as temperature control, 

safety, personnel qualifications and deadlines to guarantee 

the quality of the vaccine. All these constraints will reduce 

the transport capacity of cargo planes. 

• The probability of finding several vaccines before the 

end of the year increases 

• For 8 billion Earthlings, there is room for many 

"winners" 

• The Healthcare sector is still providing opportunities 

  

Equity. More volatility with the US presidential 

election 

The consolidation of the European, Japanese and US 

indices with the S&P 500 Equal Weight is normal after a 

strong rally. Indices are supported by the 50-day moving 

average. On the other hand, the Nasdaq is in a corrective 

phase with a decline of nearly 10%, as well as the NY 

FANG+ with -15%. Last Friday, the Nasdaq and NY FANG+ 

indices closed just on that 50-day moving average. To 

watch out. 

 

The stock markets are in a phase of sector rotation where 

other sectors are expected to take over, in connection with 

the good news on vaccines, such as banking, consumer 

discretionary or materials. The consolidation / correction in 

the US is concentrated on a few stocks: 25% of the S&P 

500 constituents (-6.8% since the peak) have fallen more 

than the index and 9% more than 10%. The Bloomberg’s 

Relative Sector Strength Indicator signals that tech and 

healthcare are losing momentum, whereas cyclical sectors 

are coming back in favor with consumer discretionary, 

materials, energy and industrials. 

 

But the most important volatility factor is undoubtedly the 

proximity of the presidential election. Many investors are 

becoming cautious, believing that the result will impact the 

stock markets. They try to assess several scenarios: the 

victory of a candidate, but also the new colors of Congress. 

A Republican president with a Congress controlled by the 

same party often results in a stronger stock market. 

 

Whatever the color of the president and the Congress, the 

health sector and China are bipartisan subjects, even if the 

Democrats will have a more constructive approach with 

China. But in times of pandemic, we believe pharmaceutical 
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and biotech companies will be favored, at least until 

vaccines are discovered. 

 

What the market evaluates : 

1. Donald Trump is re-elected and Congress remains 

divided: favorable to equities in general, more 

favorable to small and medium-sized companies, 

energy, banking and technology. 

2. Joe Biden is elected and Congress turns blue: 

unfavorable for stocks, risk of a rise in the 

corporate tax rate after the pandemic, return to 

more regulations, positive for infrastructure, green 

energy and services health, pressure on FAANG. 

3. Joe Biden is elected and Congress remains 

divided: a scenario favorable to equities. History 

would show that the US stock market performs 

better if the United States is ruled by a Democrat 

with a divided Congress. 

 

Joe Biden maintains a significant advantage over Donald 

Trump at the national level with +7.5 points according to 

RealClear Politics and, after a period of weakness, Joe 

Biden is regaining ground in the key states, the Swing 

States (Florida, Pennsylvania, Michigan, Wisconsin, North 

Carolina North and Arizona). In Iowa, Donald Trump's lead 

is shrinking. 

• Correction / consolidation in a bull market 

• Starting to take a position on the US presidential 

election is random in a very particular period 

• Rotation on segments with lower valuations 
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Donald Trump Joe Biden

Deregulation, low taxes

Fossil energies

Tougher wars with China

Unilateralism, Deglobalization

Protectionism (custom duties)

NATO risk

Higher corporate taxes (28% vs current 21%)

More regulations

Additional economic stimulus

Green New Deal, Paris climate deal

More constructive approach with China

Multilateralism

Better relationship with allies

Equities perform well with Republicans thanks to 

supportive taxation

Equities perform badly with Democrats due to 

regulation and big government

Trump Joe Biden

Split Congress Split Congress

Favorable to equities

+ : S&M caps, Banks, IT, FAANG, defense, fossil 

energies

- : green energies, retail

The most favorable to equities

Trump Joe Biden

Republican Congress Democrat Congress

Favorable to equities The less favorable to equities

+ : green energies, healthcare services, infrastructure, 

industry

- : IT, FAANG, Pharma

Trump Joe Biden

Democrat Congress Republican Congress

Unfavorable to equities Unfavorable to equities

More uncertainties than ever due to pandemic and liquidity flows from central banks

False belief

From 1952 to June 2020, annualized real stock market returns :

Democrats +10.6% vs Republicans +4.8%

Short-term scenarios

Source: Forbes 
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Disclaimer - This document is solely for your information and under no circumstances is it to be used or considered as an offer, 

or a solicitation of an offer, to buy or sell any investment or other specific product. All information and opinions contained 

herein has been compiled from sources believed to be reliable and in good faith, but no representation or warranty, express or 

implied, is made as to their accuracy or completeness. The analysis contained herein is based on numerous assumptions and 

different assumptions could result in materially different results. Past performance of an investment is no guarantee for its 

future performance. This document is provided solely for the information of professional investors who are expected to make 

their own investment decisions without undue reliance on its contents. This document may not be reproduced, distributed or 

published without prior authority of PLEION SA. 
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