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1. EDITORIAL
NEVER SAY NEVER AGAIN.
Film buffs will have recognised the title
of the only “unofficial” opus in the James
Bond saga. In this film, the late Sir Sean
Connery played 007 for the last time in his
career. The title echoes his statement after the film Diamonds Are Forever was released that he would never again play the
role of James Bond.
Never again. This is probably the same wish that
American voters had after the election shambles of
2000, when they had to wait to find out the result of
the presidential election. Never say never again…It
also took several days for Joe Biden to be declared
the winner this year. The spectre of 2000 has not
yet been completely banished, with legal challenges under way in several states and Donald Trump’s
ongoing refusal to concede victory. From this perspective, the positive reaction of the financial markets may seem surprising. The logical explanation
at this stage is that Republicans may hold on to
control of the Senate. Wall Street is happy that no
“blue wave” transpired and is predicting that the
most disruptive parts of the Democrats’ agenda will
not be implemented, including higher taxes on businesses and wealthy households, health care reforms
and increased regulation. In so doing, Wall Street
may be a little too quickly forgetting that compromises will not be easy to come by, especially with
the increasing polarisation of American political
life, despite some highly consensual and high profile appointments, such as Janet Yellen to the Treasury Department. The risk of disappointment over
the size and timing of the next stimulus package is
real. With 73,9mln votes cast for Donald Trump,
the best result by far for any Republican candidate,
“Trumpism” is asserting itself as the main opposition force, and the obvious reluctance of the current
administration in relation to the transition process

does not bode well for bipartisanship. While the
market seems to have taken the view that Republicans will hold on to a majority in the Senate, there
is still a slim chance that the two run-off elections
in Georgia to be held on 5 January will put paid to
this assumption.
With 73,9mln votes cast for
Donald Trump, Trumpism is asserting
itself as the main opposition force.
The coronavirus crisis will not only be blamed for
making Donald Trump the only president since
Eisenhower not to see the release of a new James
Bond film during his term of office, but it will also
have caused an economic contraction reminiscent
of the Great Depression and probably cost Trump
his re-election. It is therefore not surprising to see
equity markets melting up following the announcement by Pfizer and BioNTech of the initial results
from their vaccine showing 90% efficacy.
This medical feat is remarkable. The FDA had previously stated that it would be satisfied with a vaccine that was 50% effective. The time required to
develop it has also been considerably shortened year.
This validation of messenger RNA technology also
paves the way for new advances in the treatment
of certain types of cancer. BioNTech’s location on
Gold Mine Road in Mainz is perhaps not as trivial as it first sounds.
More importantly for the financial markets, this
news offers better prospects particularly for those
sectors hit hardest by the COVID-19 crisis: airlines, cruises, tourism, aeronautics etc. The second
wave is hitting Europe hard and the number of cases is skyrocketing in the United States, but with this
announcement the markets are beginning to hope
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GRAPH 1 : DAILY PERFORMANCE DIFFERENCE BETWEEN THE RUSSELL
1000 GROWTH AND RUSSELL 1000 VALUE INDICES
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for a return to normality. As is often the case, this
“but” makes all the difference, with financial markets. The pariahs of the recent months (years!) have
soared, and cyclical and value stocks (air transportation, financials, industrials, energy, etc.) recorded their strongest daily outperformance compared
with growth stocks (see Chart 1). Yesterday’s icons
– growth stocks, “stay-at-home” stocks, etc. – have
not (yet?) tumbled. They are just going up but at
a slower pace, or even consolidating slightly. This
is also the case with Gold and the Dollar index,
which have fallen slightly, and with long-term interest rates, which have risen modestly. The subsequent announcements by Moderna (95% efficacy)
and AstraZeneca (70%) lend credibility to the prospect of a return to normality.
China continues to blow hot and cold on the markets. Hot because by unveiling its five-year plan
and signing the Regional Comprehensive Economic Partnership (RCEP), the free trade agreement with the countries bordering the Asia-Pacific
region, it is unashamedly assuming its role as a regional and global leader and is cocking a snook at

the United States. The RCEP, which includes countries representing nearly a third of the world economy, has been built from the rubble of the Trans-Pacific Partnership, which was tossed aside by the
protectionist Trump administration. Cold because
the suspension of the ANT Financial IPO serves
as a reminder that (1) even when you are Jack Ma,
it is best to avoid incurring the wrath of the central administration, and (2) one of the reasons for
the higher risk premium is a more changing regulatory framework.
In many respects, 2020 appears to be an extraordinary year, one befitting the script of
a James Bond movie... Our strategic views
on diversification between risky and safe
haven assets and on a “Barbell” positioning between Growth and Value and between
Cyclicals and Defensive stocks seem more
relevant than ever. In anticipation of a return to normality in 2021 thanks to the vaccines, we are continuing to rebalance our
portfolios over the coming month, with a
particular focus on Asia.

4

2. FIXED INCOME
BIDEN, THE VACCINES AND THANKSGIVING!
Calm restored
After a sudden high fever at the beginning of the
month, the 30-year and 10-year rates fell back to
levels close to 1.60% and 0.90% respectively. All
the ingredients required to restore calm were there.
Firstly, the results from the US election have confirmed Biden as the winner, albeit without a blue
wave in the Senate. Then, with the election over,
the interest rate markets expected the Fed to once
again take centre stage. After a phase of volatility
triggered by the announcement of the Pfizer-BioNTech, Moderna and AstraZeneca vaccines, the
bond markets stabilised in an anxiety-fuelled scenario marked by the continued spread of the coronavirus in the United States and renewed lockdowns in
Europe. At the end of the year, central banks will
be back in the news again, and the ECB will undoubtedly be much more proactive with its communication and crisis management than the Fed. It is
important to recognise that situations are very different on either side of the Atlantic and that the Eurozone is struggling to convince investors that the
risk of deflation on the Old Continent is negligible.

TIPS and Hybrids
in preparation for 2021
On the interest rate markets, Thanksgiving marks
the beginning of a period characterised by a significant decline in liquidity and sustained month-long
activity on the primary market. Before Thanksgiving, we therefore try, as far as possible, to position our
portfolios in line with the strategy determined for the
beginning of the following year. Throughout Novem-

ber, we therefore sketched out the broad outlines of
our strategy for the beginning of 2021 (barring any
accidents or last-minute black swans), which are
to reduce pure duration risk and increase
credit risk. This in fact relates to spreads in the
plural, because we are exploring three segments:
investment grade senior loans, emerging
markets (sovereign bonds and loans) and corporate hybrids. Hybrids will undoubtedly have the
wind in their sails, driven by the good performance
of the equity markets and by the likely return of a
substantial primary market next year. We are also
placing a great deal of faith in emerging markets,
but we will have to keep an eye on the dollar, which
is of paramount importance in this sector. We also
believe that 2021 will be the year for green bonds,
and we will try to green our portfolios if possible,
but not at any cost! Since green bonds do not necessarily mean compatibility with ESG and SRI objectives, separating the wheat from the chaff will be
essential. One last word on real interest rates: they
may have reached their lowest point, but there are
no guarantees. In relative terms, if nominal interest rates were to rise slightly in response to inflationary fears, Treasury Inflation-Protected Securities (TIPS) should fare better than nominal interest
rates. Inflationary fears and the direction of
the dollar should liven up the debate over
the course of 2021 because, as far as central
banks are concerned, the scenario seems to
be a foregone conclusion.
We sketched out the broad outlines
of our strategy for the beginning of 2021,
which are to reduce pure duration
risk and increase credit risk.
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3. EQUITIES MARKETS
U, V, K…. OR MAYBE B FOR A BULLISH
EQUITY MARKET?
As discussed in our October letter, markets
found themselves in an awkward position,
enticed by few investment alternatives and
the perspective of further global stimulus,
yet unnerved by hard-to-quantify uncertainty around the U.S. election and a run-up in
new covid-related restrictions worldwide.
In a posture reminiscent of Schrödinger’s Cat, risk
assets were both bullish (tech valuations, credit
spreads, some commodities) and bearish (implied
volatility, sentiment, valuation of “lagging” sectors),
and in search of a dénouement. Fast forward a few
day, and investors got significantly more than they
had bargained for : first, the U.S. election, arguably somewhat messy, delivered a Biden win and a
split congress, likely offering a predictable and fiscally expansionary executive team, with limited
power to engage in dramatic legislative shifts including around corporate tax.
Markets were thus able to breathe a sigh of relief,
and the price of hedging with options decreased
dramatically as equities gained. Days later, markets were given a further jolt as Pfizer announced
to the world the strong results obtained in its limited phase three covid vaccine study, results that were
then further supported by Moderna’s own successes, both using messenger RNA technology in their
vaccine approach. Last but not least, Oxford/Astrazeneca joined the party as their own, more traditional vaccine candidate yielded significant response and safety profile, opening the door to an
alternative that is likely more cost-effective and easier to distribute.

The mere prospect of a vaccine sparked a historic rotation in equity markets as the hardest hit sectors and companies - those represented by the lower leg of the famous “K” used to describe the shape
of the recovery – shot up, while prototypical “covid
stocks” cratered as investors suddenly contemplated a path to normalcy. As far as newsflow is concerned, November 2020 is quite a vintage.

The mere prospect of a vaccine
sparked a historic rotation in equity
markets as the hardest hit sectors
and companies shot up, while
prototypical “covid stocks” cratered
as investors suddenly contemplated
a path to normalcy.

Going forward, we believe that key drivers of equity performance remain in place. First, significant
fiscal support should remain the norm in Europe
and the US as large swaths of the SMB universe,
the key to national employment, remain in need of
economic assistance. The presumptive U.S. Treasury Secretary, Mrs. Yellen, will likely be a strong
ally to expansionary policies given her strong views
as Fed Chair, and some of these Keynesian tendencies seem to be spreading among Europe’s ministers. Secondly, Central Bankers will remain focused
on comprehensive monetary accommodation as the
only way out of this historical global recession and
the only path back to a 2% inflation trend, further
aggravating the lack of investment alternatives and
pushing valuations of visible returns
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GRAPH 2 : MSCI WORLD – SECTOR PERFORMANCES IN NOVEMBER
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Lastly, progress on the vaccine front opens
the door to a broadly distributed recovery
in asset prices, itself an important contributor to confidence and visibility, feeding
into capex plans, more productive capital
restructurings, and an accelerating velocity of money from improving bank balance
sheet quality. Could this be the beginning
of a new bull market?
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5. PERFORMANCES
EQUITIES IN LOCAL CURRENCIES
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Legal information

Information on risks

This document intends to provide information and opinions on dif-

Investments are subject to a variety of risks. Before taking any deci-

ferent matters. It is intended only for this purpose. This document

sion of investment or entering in any transaction, any investor should

does not constitute an advice, an offer nor a solicitation by Banque

request detailed information on the risks associated with the decision

Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy

of investment and with the financial investment. Some type of prod-

or sell any financial instrument or to subscribe to any financial in-

ucts are in general bearing higher risks than others but general rules

strument. This document does not contain any recommendation per-

cannot be relied on. It is remembered that past performance is not

sonal or generic and does not take into account the investment ob-

a reliable indication of future results and that historical returns and

jectives, financial situation or needs, or knowledge and experience

past performance as well as financial market scenarios are not relia-

of any persons. This document does not contain any offer or any

ble indicator of future performance, significant losses remaining al-

solicitation to purchase or subscribe to any financial services or to

ways possible. The value of any investment depends also on the fact

participate in any financial strategy in any jurisdiction. It does not

that the base currency of the portfolio is different from the currency

constitute an advertisement or an investment recommendation or a

of the investment subject to the foreign exchange rates. The exchange

research or strategy recommendation. Moreover, it is provided for

rates may fluctuate and adversely affect the value of the investment

informational and illustrative purposes only and does not contain fi-

when it is realized and converted in the base currency of the portfolio.

nancial analysis. This document mentions and presents benchmarks
which may only be used for comparison. The information provided

Distribution information

must not be relied on and must not be the only source to make a de-

This document is not directed towards specified jurisdictions or to-

cision about financial investments. It is also not a legal or tax advice,

ward specific person or entity resident in a specific jurisdiction and

or any recommendation about any kind of financial services and is

doesn’t constitute any act of distribution, in jurisdiction where such

not intended to constitute any kind of basis on which to make a de-

publication or such distribution is contrary to the applicable law or

cision on a financial investment. Banque Eric Sturdza SA is not re-

regulation or would be contrary to any mandatory license require-

sponsible and may not be held responsible for any loss arising from

ment. This document is provided for the sole use of its recipient and

decision taken on the basis of the information provided in this doc-

must not be transferred to a third person or reproduced.

ument or for any liabilities arising from such decision. Although all
due diligence has been performed to ensure that this information is
accurate at the time of its publication, no guarantee is given regarding its accuracy, exhaustiveness or reliability. The information provided may change, even immediately after publication and there is
no obligation to provide an up to date information at any time. Furthermore, the information provided in this document do not intend
to provide all the legal and necessary information on financial instruments or on issuers. Other publications from Banque Eric Sturdza SA may in the past or in the future reach different conclusions

Contributors
Marc Craquelin
Eric Vanraes
Pascal Perrone
David Haynal
Edouard Bouhyer

from the information contained in this document. Furthermore, the
present document and the information provided do not in any way
engage the responsibility of Banque Eric Sturdza S.A., its affiliated

Sent to press on
27/11/2020

companies, or its employees.

Contact
Banque Eric Sturdza SA
Edouard Bouhyer
T +41 22 317 9903
e.bouhyer@banque-es.ch
www.banque-es.ch

9

