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Amplia Monthly Investment Letter 

A sell-off in anticipation of the US election 

October continued where September ended with regards to 
stock market behaviour. The main indices finished off the 
month negatively, with S&P 500 recording losses of 2.66%, 
NASDAQ 2.26% and Euro STOXX 50 7.29% respectively. 
Although individual daily losses have mostly been mild, the 
long tenor of the downtick movements has led to S&P 500 
trading currently 8.48% lower than its most recent peak from 
2nd September.  

Political white noise or real concerns? 

Contrary to September when it was hard to pinpoint any real 
concerns behind investors’ desire to reduce risky assets, 
October recorded a sharp uptick in COVID-19 cases, especially 
in Europe. This quickly worsening pandemic situation led in 
turn to a wave of restrictions on social gatherings, sort of 
“mini-lock-downs”. The policy response varied by country, with 
some introducing night-time curfews (Spain) whilst others 
opted for “circuit-breakers” by means of closing bars, 
restaurants and other social meeting venues (Germany). Some 
went as far as to impose a second lock-down (France). 
Meanwhile in the US it became evident that any fiscal stimulus 
package would have to wait until the election was over, adding 
to the markets’ concerns. 

Despite these set-backs, we would still attribute most of the 
sell-off to the nearing US election and technical factors.  

First, societies are now more experienced in responding to the 
pandemic threat than they were in March. The healthcare 
sector is better prepared with more ICU units, medicine, facial 
masks, and other equipment in stock. Companies have cut 
spending, focused on preserving cash and secured additional 
sources of finance. Governments have mulled routes to deliver 
aid to sectors most affected, and generally the policy response 
is this time more targeted. In France’s current second lock-
down for instance, schools and factories remain open to ensure 
the most crucial parts of the economy keep running. Most 
importantly, last spring united governments and central 
bankers behind a common target, setting aside lesser political 
disputes. The vow to deliver aid by grants, loans, guarantees, 
bond – and even equity – purchases is unprecedented by any 
standard. Therefore, consumers and companies should 
weather even another wave of lock-downs although individual 
fields of activity, such as leisure and travel, will be hit more 
than others.  

Second, the time is on the side of the humankind, at least for 
now. Unlike during the first lock-down, there are now 10 
vaccine candidates in advanced clinical trials, and hence 
probabilities speak for a vaccine to be available for the masses 
in a matter of 3 – 6 months. A vaccine would intuitively spirit 
up people, even if it could not be distributed for everyone in 
need immediately. 

Third, the economic data has until now improved at a fast pace, 
fending off concerns that the recovery would be slow and 
painful. For instance, S&P Corelogic’s Case-Shiller index that 
tracks the price development of single-family homes in the 20 
largest cities of the US, rose by 5.18% year-on-year in August. 
US personal spending was up 1.4% in September, and US GDP 
jumped 33.1% in Q3 from Q2, after having fallen by 31.4% 

previously. China’s manufacturing sector posted a sixth straight 
month of expansion in October. Most importantly, corporate 
earnings data have been strong. So far, 320 of S&P 500’s 
companies have reported their Q3 earnings. 85% of these 
companies have beaten the street’s consensus earnings 
forecast. If the tally remains unchanged after the remaining 
180 companies report their results, it will mark the highest 
earnings beat in history, as gathered by FactSet. The 5-year 
average earnings beat stands at 73%, and the current record is 
84%, from Q2 2020. Although the current year-on-year decline 
in earnings sums to 9.8%, it is nowhere of what would be seen 
in a severe recession. Hence, we remain confident that the 
markets will start climbing soon again once the short-term 
challenges fade. 

Our markets positioning 

We remain overweight equities and abstain from material 
changes between economic sectors. IT, communications 
technology, selective consumer discretionary and healthcare 
remain not only best geared towards megatrends such as 
internet of things and urbanisation but also provide shelter 
against a prolonged winter of lock-downs, should there be any. 
Equally importantly, we would advocate seeking exposure in 
firms that have adopted sustainability as an integral part of 
their daily operations. A democratic “sweep” in the election 
would give a boost to the fast-growing green-energy industry. 
Moreover, a focus on sustainability protects companies from 
black swans. Consumer activism tends to flare up as 
uncontrollable boycotts that arise quickly and are difficult to 
predict. 

As before, we under weigh capital intensive businesses with 
little regulatory predictability (energy, certain utilities) or low 
pricing power (telecom operators, certain consumer staples).  

On bond markets, the ongoing quantitative easing, combined 
with renewed uncertainty, has led to the yield of German 10-
year government bond falling below -0.6%, the lowest since 
March. In Italy and Spain, the 10-year government yields even 
recorded new all-time-lows in October: a sign of investors’ 
confidence in the fiscal pacts of the EU. In the US, the 
government yields have started climbing from the lows of 
August which can be attributed not only to faster economic 
recovery but also expectations of more intensive government 
spending after the election, in our view. Combined with quieter 
issuance in the past two weeks, the persistently low yields 
make it harder to find interesting bonds, and selectivity 
remains key. 

As to currencies, the USD should hold its ground versus the 
EUR, NOK, SEK and other developed nation currencies 
perceived as riskier until the US election result is clear. Even 
then, the growing yield difference may slow down the dollar’s 
decline that was on the cards a few months ago. Meanwhile a 
Brexit deal between the UK and EU looks probable. Should a 
deal be reached, GBP offers considerable upside versus the 
currencies of its trading partners in our view, despite the new 
one-month lock-down the UK is imposing.  

On 2nd November 2020, 
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