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Brace for turbulence, but stay the course  
 
The past six weeks brought an interim increase in market volatility, as another pandemic wave hit Europe, additional fiscal 

stimulus remained elusive in the US, the president contracted COVID-19 and his Democrat challenger appeared on track to 

win the election. Underneath all that drama, however, participation in the market recovery has started to broaden.    

Markets: participation in the rebound 

has improved  

Financial markets went through a moderate increase in volatil-

ity since we set our investment strategy for the fourth quarter 

in mid-September, with the high-flying mega-tech stocks giv-

ing back a relatively big part of their somewhat extreme year-

to-date gains (graph 1). Still, our overall constructive view in 

risk asset markets has broadly paid off so far, as most market 

indices extended gains this quarter and all sectors participated 

in the rally more equally than during the earlier phases of the 

rebound in the first half of the year (graph 2).  

 

Put differently, despite the interim volatility bout, triggered 

mostly by political and pandemic-related noise as the US elec-

tion day nears, participation in the rally has broadened over the 

past few weeks – and that's a welcome sign that the underly-

ing market conditions have improved.    

 

In economics, most of the forward-looking indicators, espe-

cially in manufacturing, point to continued economic growth in 

all regions, although Europe's services sectors seem to enter a 

second pandemic-induced slowdown. In politics, with most 

polls pointing to improving numbers for the Democrats, the 

risk of a contested election is being priced out to some degree. 

At the same time, divisions between core Republican and Dem-

ocrat supporters have also intensified further following Presi-

dent Donald Trump's contraction of, and subsequent quick re-

covery from, COVID-19. Tensions could thus resurface again 

and at least the Senate race still seems too close to call.   

However, the bottom line is that political event risks tend to 

pass, while the economic policy-driven supportive financial 
conditions are highly likely to stay. 

 

Graph 1 

Broader US equity market indices and mega-tech-stocks 
(Rebased to 100 at start, in USD)  

Source: Bloomberg, LGT Capital Partners 
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Graph 2 

Global equity sectors: broader participation QTD   
(MSCI local currency indices)  

Source: Bloomberg, LGT Capital Partners 

-24.0%

-37.1%

-15.5%

-15%

-10%

-5%

0%

5%

10%

15%

Change first half-year Change quarter to date

LGT Beacon

Global macro and market review 

Marketing material

October 2020 



LGT Capital Partners Ltd., Schützenstrasse 6, CH-8808 Pfäffikon, Switzerland, Phone: +41 55 415 9211, lgt.cp.kam@lgt.com, www.lgtcp.com. See disclaimer on last page.         2/6 

 

Pandemic: declining mortality and  
medical progress support markets   

The pandemic, meanwhile, is not over yet. Global daily infec-

tion rates (new confirmed cases) are holding steady at high lev-

els and Europe is experiencing a significant resurgence (graph 

3).  

 

Fortunately, hospitalization and daily deaths rates suggest the 

disease has become more manageable in most jurisdictions 

from a public health policy perspective than it was at the be-

ginning of the outbreak. As a share of new confirmed cases, 

mortality rates are low or declining in most developed coun-

tries (graph 4).  

 

For now, authorities are therefore likely to only selectively 

tighten restrictions on public and economic life and rely on 

softer measures, such as mandatory mask-wearing and social 

distancing, rather than comprehensive lockdowns.  

Going forward, the future virus trajectory remains difficult to 

gauge, as it remains shaped by factors like seasonality, control 

measures, immunity and research progress. While seasonality 

tends to be a negative factor in the coming colder months of 

the Northern hemisphere, progress in clinical research is also 

forging ahead. By now, there are nine vaccine candidates that 

have reached the final stage before possible implementation, 

i.e. the so-called phase 3 trials. Historically, around 80% of in-

fectious disease vaccines that make it to this stage are eventu-

ally approved for use by the regulator. Therefore, the majority 

of forecasters is optimistic and expects a vaccine to become 

widely available sometime around the middle of next year 

(graph 5).  

 

Furthermore, if we look at vaccine preorders per capita, then 

the US, UK, Japan and Europe will likely be the first regions to 

rollout widespread inoculation, a process that will possibly be 

concluded by the third quarter of next year. An early vaccine 

roll-out would have positive economic implications, as contain-

ment measures and other pandemic-related growth hindrances 

would increasingly become obsolete. Once the rollout plans 

become more reliable, some frontloaded consumption is con-

ceivable, e.g. in the form of pre-bookings of holidays and other 

leisure activities and entertainment. 

Moderating growth after a V-shaped  

rebound  

Moreover, from where we stand today, we cannot fail to 

acknowledge that the recession is most likely over, following 

the surprisingly strong rebound since March. However, with 

the exception of China, where the recovery is more advanced 

and thus relatively robust, the path forward will likely be some-

what more uneven. The incoming data continues to support 

the notion of a more or less V-shaped recovery, but also indi-

cates that momentum is slowing going into the fourth quarter. 

Graph 3 

Pandemic: Europe goes through second wave  
(Daily new confirmed cases of COVID-19)  

Europe = European Union, United Kingdom, and European Free Trade Area countries. 

Developed APAC, or Asia-Pacific: Japan, South Korea, Taiwan, Australia, New Zealand, 

Hong Kong, Singapore. Source: Bloomberg, LGT Capital Partners 
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Graph 4 

Pandemic: mortality under control everywhere  
(Daily deaths in % of confirmed daily cases of COVID-19)  

Europe = European Union, United Kingdom, and European Free Trade Area countries. 

Developed APAC, or Asia-Pacific: Japan, South Korea, Taiwan, Australia, New Zealand, 

Hong Kong, Singapore. Source: Bloomberg, LGT Capital Partners 
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Graph 5 

When will a vaccine become widely available in the US? 
(Affirmative responses in % of total)  

Full question: When will enough doses of FDA-approved COVID-19 vaccine(s) to inocu-

late 25 million people be distributed in the United States? Source: Good Judgement Inc., 

LGT Capital Partners 
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Put differently, at this stage, we can take a big bounce in third 

quarter gross domestic product (GDP) readings more or less for 

granted but must also expect more moderate growth rates 

thereafter. The first US GDP estimate for the past quarter is 

due on 29 October. 

 

US accounts for about half of the global 

fiscal impulse  

In that context, with most of the V-shape rebound already be-

hind us, a big delay of additional fiscal stimulus in the US con-

stitutes a significant short-term risk to the economic outlook. 

After all, the US now accounts for roughly half of the current 

global fiscal impulse and economically that support is still 

needed.  

 

As shown on graph 7, US household income without the fiscal 

transfers is still below pre-pandemic levels. Put differently, to 

tighten fiscal policy now would directly hurt household con-

sumption and could consequently stall or even reverse the re-

covery. While both parties in Congress agree on the need for 

more stimulus, they continue to disagree on the size and exact 

composition of that new package and an agreement before 

the election has proven difficult. The perceived risk that further 

fiscal support will have to wait until 2021 continues to rise, as 

positions become more entrenched ahead of the November 

vote. Financial markets' reactions to these politically motivated 

delays should prove short-lived as long as the prospects of 

post-election stimulus remain intact.  

That brings us to the elephant in the room, i.e. the election 

outcome. We believe it remains prudent to expect a close race. 

Yes, Democrat challenger Joe Biden continues to lead and has 

recently widened his advantage over Republican Trump in the 

polls and betting sites, but his lead is often within the statistical 

margin of error on a state level.  

For investors, the arguably most benign outcome would be a 

constellation wherein Republicans and Democrats continue to 

constrain and balance each other and neither party can push 

their more disruptive partisan policies through. Ideally, a re-

tained Republican senate majority, combined with a Democrat 

control of the Presidency and the House of Representatives, 

could still compromise on the planned additional fiscal stimulus 

measures, but also reduce the risk of broader corporate tax 

hikes, which would be a positive for markets. In such a split 

Congress scenario, a Biden presidency could probably consti-

tute a better outcome for financial markets, because the presi-

dent holds a lot of unilateral power regarding trade and Biden 

tends to be less disruptive in that field compared to Trump. But 

how likely is such a result? The House of Representatives is very 

likely to remain in the hands of the Democrats according to 

most surveys, so for such a balanced outcome to actually hap-

pen, the Republicans cannot lose more than three seats in the 

Senate, which they currently control – but several seats are cur-

rently too close to call (graph 8). 

 

The same applies for the scenario of a blue sweep, i.e. a Demo-

crat win of the White House and Congress – only that this re-

sult could likely entail more market volatility. How disruptive 

any outcome would ultimately be to asset prices depends also 

on whether or not there is a new fiscal package before the 

Graph 6 

GDP growth estimates for the major economies 
(Quarter-on-quarter change in output and forecasts in %)  

Source: Oxford Economics, LGT Capital Partners 

Graph 7 

US household income with and without social transfers  
(Nominal, in billion USD, monthly data) 

 

Income without transfer is mostly wages and salaries. Social transfers include regular 

items such as Medicaid and Medicare. Source: Bloomberg, LGT Capital Partners 
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Graph 8 

US Senate elections: several seats too close to call  
(Data based on polls per 14 October 2020) 

Source: Real Clear Politics, LGT Capital Partners 
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new Congress constitutes. If there isn’t, then for example the 

negative aspect of higher taxes following a Democrat sweep 

could be outweighed by the ability to quickly increase fiscal 

support. 

Lastly, the tail risk scenario for investors stems from a con-

tested election, which would prolong and likely exacerbate un-

certainty for weeks, if not months – until the courts settle the 

matter. However, even in the absence of this risk, the results in 

some key swing states may not be available until some days af-

ter 3 November, due to the unique polling circumstances cre-

ated by the pandemic. In other words, we should be prepared 

for some noisy political events and turbulent markets.  

  

Markets: election risks are being priced 

out 

As for the implications for our market view, September has al-

ready been rather wobbly for investors, and financial market 

volatility may once again return until there is more clarity on 

stimulus and the election.  

However, over the past two months, investors have gradually 

priced out increased volatility going forward. Graph 9 shows 

that the futures curve for the US stock market volatility index 

has shifted downward, meaning that it has become less expen-

sive to hedge the election outcome risks. That suggests inves-

tors now deem a contested election or other major problems 

beyond November as less likely.   

 

Nevertheless, and more importantly, we believe that the cycli-

cal backdrop for risky assets remains broadly intact, primarily 

because of what remains once the election is concluded and 

uncertainty dissipates: that is, first and foremost, a very sup-

portive monetary policy backdrop, as global central banks are 

committed to keep a reflationary stance for years to come – as 

evidenced by the recent adjustment of the policy framework of 

the Federal Reserve. The new regime now targets a medium-

term average inflation rate of 2% per year, and similar policy 

framework discussions are taking place within the European 

Central Bank too.  

Reflationary policies tend to benefit risk-takers over savers and 

allow valuations to rise above levels that seemed lofty in the 

past – the latter could prove even more pronounced today, 

given the unprecedented surge in money supply that followed 

the pandemic shock (graph 10).  

 

Moreover, the currently occurring second COVID-19 infection 

waves should not derail growth significantly as long as govern-

ments can continue to use relatively soft measures and vaccine 

research progress retains its current pace.  

Lastly, another round of fiscal stimulus is ultimately due in the 

US, largely irrespective of who wins the election, although it 

may take until early next year for both parties to agree.  

For all of these reasons, we maintain our recently marginally in-

creased risk allocation in our portfolios, with a preference for 

the developed markets, in particular the US. The other ele-

ments of our asset allocation, especially our pronounced long 

position in gold, were also discussed recently and are main-

tained as decided last month.  

END OF REPORT 

 

 

 

 

 

 

 

 

Graph 9 

Projected volatility of US stock market over time    
(Based on futures prices of various maturities) 

Source: Bloomberg, LGT Capital Partners 
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Graph 10 

Surges in money supply tend to boost equity valuations 
(Year-on-year change in %, 3 month moving average) 

Excess liquidity = growth in M2 money supply (cash and very liquidity near-cash invest-

ments, such as time deposits and money market funds) minus growth in nominal GDP. 

Source: Bloomberg, LGT Capital Partners 
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LGT Capital Partners: tactical asset allocation  

The tactical asset allocation (TAA) is set quarterly with a time horizon of up to six months and adjusted in the interim if necessary; it 

shows our current positioning versus the strategic allocation (SAA) of the LGT Endowment, or Princely Strategy. 
 

 Equities: raised to a moderate overweight in favor of developed markets, in particular the US  

 Fixed income: underweight, with a relative preference for corporate credit and emerging market debt   

 Alternatives and currencies: big tactical position in gold maintained, with no active positions in currencies     

Reference portfolio: LGT GIM Balanced (USD). The TAA is valid for all similar portfolios but various restrictions or liquidity considerations can lead to deviations in implementation. In currencies, 
“others" represents indirect exposures resulting from unhedged positions in markets against the base currency. * Includes global government, inflation-linked and corporate bonds. 
 

Performance of relevant markets 
 

 
 
¹ Annualized return ² Equal-weighted hard and local currency total return indices ³ Bloomberg correlation-weighted currency indices of a currency versus its nine major counterparts | Source: 
Bloomberg  
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Economic and corporate fundamentals 

 

Important information: This marketing material was issued by LGT Capital Partners Ltd., Schützenstrasse 6, CH-8808Pfäffikon, Switzerland and/or its affiliates (hereafter "LGT CP") with the greatest of care 
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