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First negative month for equities since March 

After five consecutive positive months, global equity markets 
recorded their first losses in September. The broad S&P 500 
dropped by 3.8% whereas Euro STOXX 50 lost ground by 2.3%. 
NASDAQ fell most heavily, by 5.11%. Bright spots on an equity 
investor’s radar were scarce, with Stockholm 30 (+3.57%) and 
Nikkei 225 (+0.67%) being amongst the exceptions. 

No reason to change the course 

Looking at the market behavior in a broader context, we see 
however no reason for concern. Firstly, it is natural that after 
many consecutive months of gains there comes a period of 
negative returns. It may be purely technical in nature, as 
valuations climb too high too quickly. Alternatively, it may be 
due to an incident that prompts investors to re-assess the 
amount of risk they are willing to take, thereby resulting in re-
pricing of market risk. At any given point in time, it is easy to 
find reasons not to invest. By listening to mainstream market 
commentators, one can identify three current reasons that are 
cited most often. These are the second wave of COVID-19 
(especially in Europe), the vulnerability of tech companies to 
US - China trade disputes and the approaching US presidential 
election. 

In reality, none of these three are true news to the markets. The 
Sino-American trade disputes have seen various twists since 
Mr. Trump began imposing import tariffs on Chinese goods in 
2018. The US presidential election has also been on the cards 
since Trump swore his oath of office in January 2017. Lastly, 
there is no unified second wave of Covid-19. In Europe, Spain 
for instance saw a clear ascend in the number of new cases 
already in mid-July whereas the infections started to climb in 
the UK only in September, triggering new restrictions on social 
interactions across the British Isles. Finally, countries like India 
and Brazil are still grabbling with the first wave of the 
pandemic. 

The gist of the above is that the causality between the reaction 
of the stock market and an event itself is not always so 
straightforward. Because the alleged reasons behind the 
market fall were all known for some time already, it occurs to 
me as if the market sell-off was of technical nature and then in 
retrospect blamed on the three afore-mentioned reasons. 
Looking at past stock bull markets, especially the most recent 
and the longest one in history (2009 – 2020), one can see a 
great number of temporary pullbacks. Most of these have 
lasted for a few weeks only and calmed after a peak-to-trough 
drop of 9-12%.  There are admittedly a couple of exceptions 
that have taken longer to heal (the US credit downgrade and 
Eurocrisis July – September 2011; Climax of the US-China trade 
war September – December 2018). Common to these more 
severe sell-off’s has been a real shock to the economy which 
has however always been successfully mitigated by a 
coordinated policymaker response. Analysing the present 
situation, the nature of the stock market headwinds and 
readiness of the policymakers to act, we would argue the sell-
off be stemming from profit-taking and other technical factors 
rather than fundamental changes in market behavior. Hence, 
we see no reason to alter the course and we expect the bull 
market to continue from here. 

Incoming economic data have surprised to the upside, 
especially those coming from China.  A fresh reading shows 
that the total profits of China’s industrial enterprises rose by 
19.1% in August year-on-year, continuing the strong rebound 
that began in May. Meanwhile in the US the labour market 
keeps improving albeit at a slower pace, if looking at the trends 
of weekly jobless claims. It is notable though that the figures 
may be slightly distorted by the ravaging wildfires, so we think 
the US consumer recovery story remains intact. This is also 
evident in the US new home sales that recorded in August their 
highest level since 2006, reflecting the improving consumer 
confidence and pent-up demand after months of lockdown. 

Elsewhere, new public fiscal stimulus packages are announced 
one after the other. Fiscal stimulus in Germany is expected to 
top 18% of the GDP this year, followed by Japan’s 16%, as 
projected recently by the IMF. These are staggering numbers 
and ensure the private consumption, alongside public 
investment, will soften the blow this year.  The German Ifo 
institute updated its forecast for German GDP to drop by 5.2% 
this year, up from its previous forecast of 6.7%, signing that 
Eurozone’s largest economy may emerge from the crisis with 
less damage than feared. 

Our markets positioning 

In September, most of our favoured sectors came under fire: IT 
most and healthcare least. The correction made the equity 
market valuations more compelling across the board, and we 
remain overweight in equities. We favour the same sectors as 
before: IT, communications technology, consumer 
discretionary and healthcare as we consider them to be best 
equipped for long-term structural trends. We underweigh 
capital intensive businesses with little regulatory predictability 
(energy, certain utilities) or low pricing power (telecom 
operators, certain consumer staples).  

As to bonds, the recent setbacks on the equity markets did not 
luckily bring new issuance to a halt. Corporates and 
governments were eager to re-finance themselves after the 
summer holiday months, and September saw many interesting 
new issues. We prefer bonds of medium tenor (5 – 7 years) 
because the interest duration should act as a partial market 
hedge in the context of a balanced portfolio, and also because 
we do not expect the rates to rise in the next two to three years. 
Else, the credit market has not fully recovered yet and CDS 
spreads still trade considerably higher than at the beginning of 
the year. With smaller issues, the prices remain downbeat amid 
lack of buyer interest, and therefore the gradual registration of 
inflows to bond funds is welcome news to these markets. 

On the FX side, the USD slide came to a halt as anticipated. The 
simultaneous USD appreciation and equity market gyrations 
emphasise the greenback’s current status as a safe haven 
currency. Although most G7 currencies should continue their 
gradual ascend versus the dollar latest in November after the 
US election, already the present levels offer good entry levels 
into US stock markets for euro-based investors. 

In Zurich on 2nd October 2020, 
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