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¨Oh Superman where are you now 

When everything has gone wrong somehow 

The men of steel, the men of power 

Are losing control by the hour¨ 

Ph Collins 1986 

 

US experienced two traumatic precedents 

Twice in the last 150 years, in 1876 and in 2000, the US narrowly averted a 

catastrophic deadlock over the presidential-election outcome. In the Hayes-Tilden 

election, the issue was only settled two days before late January 1877 

inauguration! A very last-minute compromise actually prevented the US from 

experiencing two simultaneous inauguration ceremonies and two commanders in 

chief demanding allegiance from the Army’s generals... The ratification of the 20th 

amendment of the Constitution, in 1933, removed some law loopholes. It 

unambiguously ends presidential terms on January 20th at noon. No gap in 

commander in chief is therefore allowed.  

 

In 2000, the Bush-Gore confrontation was of much lower magnitude and duration. 

There are not insignificant odds that, again, the US experiences a disputed 

election on November 3rd, 2020. Indeed, the incumbent President has started to 

question the validity of the upcoming - postal - vote. The prospect of possibly 

more than half of voters likely to cast their ballots by mail would, in his reasoning, 

raise the issue of a fundamental tampering.  

What could we expect in 2020, if a candidate does not concede defeat? 

What if some mail-in ballots remain to be counted for a long time? 

 

The ¨safe harbor¨ deadline 

US constitution is crystal clear. It is not the federal government that conducts 

elections, but States laws. The agenda will proceed as follows: Election will take 

place on November 3rd. On December 8th, the so-called ¨safe harbor day¨, each 

State will name its electors to the Electoral College. Failing to do so, the Congress 

would take over, as having the authority to pick States’ electors. On January 6th, 

2021, the US Congress will certify the Electoral College as finalized by December 

8th. This is for the theory. 

 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +0.4% 

 S&P 500 +2.7% 

 Nasdaq +20.3% 

 Stoxx 600 -12.9% 

 SPI +1.2% 

 Nikkei -1.3% 

 China +14.5% 

 Emerging -0.5% 
 

 

 BONDS  

 CHF Corp -0.3% 

 US Govt +8.8% 

 US Corp +7.3% 

 US HY +1.4% 

 EUR Gvt +2.4% 

 EUR Corp +0.4% 

 EUR HY -2.1% 

  

 CURRENCIES  

 USD index -3.5% 

 EURUSD +5.5% 

 EURCHF -0.7% 

 USDCHF -5.9% 

 USDJPY -4.1% 

 EM FX -9.6% 

  

 COMMODITIES   

 Gold +28.3% 

 Silver +49.0% 

 Brent -35.9% 

 Copper +10.5% 

 CRB index -18.4% 

The land of confusion 
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Results are final when Electoral college’s vote are tallied  

Source: www.archives.gov 

 

In practice, results are expected to be tight in a few key 

States: Arizona, Florida, Michigan, North Carolina, 

Pennsylvania, and Wisconsin. As a general principle, the 

States rules governing recounts are relatively restrictive. 

Indeed, candidates should either prove their credible 

chance of winning and/or provide practical evidence of 

irregularities.  

 

In any case, depending on the States, a recount could 

only take place if the winning margin is no larger than 

0,1% or 0,5% of scores. As a matter of example, in the 

2000 dispute between Gore and Bush, the safe-harbor 

day proved a definitive deadline, despite both a disputed 

recount and an unprecedented contest between US and 

Florida supreme courts. 

 

But, according to law experts, a few loopholes remain in 

American Election Law. For instance, in Florida, 

Republicans hold both the legislature and the 

governorship. Then, this State would probably manage 

to declare one - sole - winner. But in the other ¨top 

battleship States¨ Republicans and Democrats share 

legislatures and governorships. In a low probability / 

black scenario these two state bodies could proclaim 

different State Electors... Consequently, both Trump and 

Biden could claim victory.  

In the aftermath of the 1876 trauma, the Federal Law 

evolved to ensure timely dispute settlements 

States law set relatively a high bar for tentative recounts 

Tentative implications for financial markets  

Generally, both uncertainty and lack of visibility impact 

negatively on financial markets. This is even more the case 

when sudden or unpredictable events / shocks (like the 

pandemic) occur. But when it comes to the risks of a 

disputed US elections next November, it is already largely 

anticipated by many market participants.  

 

Indeed, the ongoing volatility / consolidation of Wall Street 

in September is a precursor of these upcoming election 

risks. Caution is also confirmed by the derivative markets, 

where the very high level of the VIX barely reconciles with 

the S&P recent new highs.  

 

(Institutional) investors hedged for a tentative dispute 

Similarly, as we alluded to recently in our weekly 

publication, investors are overweight cash (i.e. huge inflows 

in money markets funds). They are also - very - long US 10y 

government bonds.  

 

Fewest shorts and highest longs since 2017 

Source: Bloomberg 

 

• US elections results may not be known rapidly. But 

there are good odds for a cleared situation as of 

December 8th  

SEPTEMBER 21, 2020 



 ♦ 3 

• It would take lots of unpleasant election surprises to 

derail financial markets 

• Economic recovery and pandemic containment 

should keep leading developments of markets 

 

Fixed income. Wait until 2024 

The Fed has unsurprisingly left its monetary policy 

unchanged. There was no universal agreement on this 

though. Kaplan and Kashkari decided to vote against the 

consensus. Kaplan wanted the statement to emphasize 

“greater policy rate flexibility beyond that point” – i.e. 

suggesting rates could stay low for even longer. Neel 

Kashkari wanted to specify they would not change rates 

until “core inflation has reached 2% on a sustained basis” 

– again, slightly more dovish. Neither of these represent 

hugely significant deviations from what was agreed. In 

any case the dot diagram of individual forecasts gives  us 

more specific views. If inflation is not 2.0% over time, the 

Fed will buy everything from bonds to secondhand cars. 

Source: Bloomberg 

 

The AIT-regime remains fully in place, which means that 

inflation can overshoot for the 5 coming years, but who 

knows by how much. If we look at a 5-10-year average of 

the PCE price index that the Fed follows, we will argue 

that a 2.4.% inflation targeting regime has been 

introduced. Neither the FOMC statement nor Powell 

came any closer to clarifying this message. An average 

inflation targeting regime means easy policy for a long 

while, but it does not mean that the yield curve cannot 

steepen. It is, on the contrary, almost a promise that it 

will. 

Source: Bloomberg 

 

If there were to be a break-out from this meeting, it should 

be in the direction of a steeper curve from the back end.  

 

The curve remains very directional with respect to data 

going forward. The anchor on front end rates has been 

extended through to 2023, which means  that 2yr yields are 

going nowhere. 

• Steeper US yield curve remains the Fed favorite trade 

 

Currencies. Unfamiliar territory for the JPY 

The Bank of Japan kept rates on hold as expected, and 

upgraded its outlook for the economy, saying activity is 

gradually resuming, but  that the rate of improvement was 

likely to be only moderate. 

 

The USD/JPY has typically not spent much time below 105 

over the last 5 years, but pressure is certainly building for 

such a lower move  over coming month. Further drivers are 

likely to push it down as 1) negative real US yields, 2) large 

repatriation flows will materialize from Softbank deal to sell 

ARM, and 3) the USD/JPY seems to be an attractive vehicle 

to hedge portfolios ahead of the November US elections. 

Furthermore, the continuity of Abenomics and domestic 

growth forecasts upgrade by the BoJ are  positive too – as 

the strong CNY will drag the Asian FX complex with it.    

 

As usual, is one factor could refrain JPY from strengthening, 

it is Japanese fund managers which always see value in 

unhedged US assets at these USD/JPY levels. 
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Source: Bloomberg 

 

• The USD/JPY will slide to 100 over the coming 

months 

 

Equity. Upcoming infrastructure investment 

plans could (still) push industrial metal prices up 

The economic recovery in China has resulted in an 

increase in prices of industrial metals since the beginning 

of April 2020: iron ore +55% in 2020, copper +44%, zinc 

+40%, nickel +37%, steel +18% , aluminum +19%. 

 

The share prices of mining companies and semi (finished) 

metal producers recorded similar performances over the 

same period: BHP Billiton +41%, Rio Tinto +35%, 

Glencore +46%, Anglo American +40%, Vale +39% and 

ETF Metals & Mining (PICK US) +49%. 

The upcoming global economic recovery could be 

positive for industrial metal prices thanks to massive 

programs of investments in traditional and green 

infrastructure to revive the post-Covid economy. 

 

China, which accounts for roughly 50% of world 

industrial metal consumption, recorded industrial 

production growth of 5.6% in August, the highest in 8 

months. The rise in industrial metal prices reflects a 

stronger-than-expected Chinese rebound, particularly in 

construction. 

 

China. YoY industrial production in August 

Source: Bloomberg 

Iron ore price 

 Source: Bloomberg 

 

3 catalysts are needed for this trend to continue: 

1. Positive news about Covid vaccine(s). 

2. Continuation of the Chinese economic recovery. 

3. Other stimulus measures in the United States 

 

We repeat: In 2-4 weeks there will be some positive news 

on vaccines from Astrazeneca, Moderna and / or BioNTech 

first. BioNTech, in collaboration with Pfizer, which has just 

acquired a production line from Novartis to increase the 

manufacture of its vaccine from 1.3 billion to 1.8 billion 

doses, knowing that it will need 2 doses per person for its 

vaccine to be effective. 

 

The response to Covid has been central banks crushing 

interest rates and pumping huge amounts of liquidity, 

while governments are providing a fiscal response. In 2021, 

governments should invest massively in infrastructure. After 

the great financial crisis (GFC) of 2008, commodities 

experienced a period of strong recovery thanks to stimulus 

packages. 

 

Bloomberg Commodity Index 

Source: Bloomberg 

 

In the United States, both Donald Trump and Joe Biden 

have significant infrastructure spending programs. The 

Democrats have announced, in addition to traditional 

infrastructure (roads, bridges, tunnels, airports, water 
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networks), $ 2,000 billion spending over 4 years (Solving 

The Climate Crisis) on responsible and sustainable 

infrastructure. The development of wind and solar power 

will benefit to copper and silver. 

• Globally, spending on traditional and green 

infrastructure will be gigantic in 2021 

• We move the Metals and Mining segment to 

overweight 

• You can buy BHP Billiton (iron ore, copper, coal, 

petroleum), Rio Tinto (iron ore, aluminum, copper), 

Glencore (copper), Vale (iron ore, copper, aluminum), 

Arcelormittal (steel), Nucor (steel), LafargeHolcim 

(cement), Martin Marietta (cement), Vulcan (cement). 

• The easiest way would be to buy the ETF Metals & 

Mining (PICK US / US46434G8481). The cement 

companies are not included in this ETF. 
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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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