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Back to life, back to reality  
It has been a horrible last few months and the pandemic has

still to reach its peak in some areas of the world, notably

Central and South America, India and Pakistan. Thankfully

the worst appears to be behind us in Europe and the UK and

with lockdown restrictions being eased we can begin to look

forwards with some hope. We should be able to enjoy our

summer, after all, presuming common sense and self-

policing prevail, hopefully taking forward the compassion,

tolerance and sense of community showed during this worst

of times. The markets effectively ended their own lockdown

at the end of March and produced strong returns in the last

quarter as they ‘looked through the valley’ in anticipation of

a strong rebound in growth and earnings next year. Markets,

however, remain fragile. The sobering ‘second wave’ rise in

infection numbers in the United States has been a reality

check and markets need to see continued positive newsflow

on future economic growth and company earnings to make

further progress. Any sense that the pandemic is returning in

force or that the economic recovery is beginning to falter

could lead to renewed major falls.    

General Market Review

2

Summary:

• Global stock markets have rallied strongly since the end of March, recouping much of their losses after the huge falls in
the first quarter. 

• Markets have ’looked through’ the current recession and are being propelled upwards by an ocean of Central Bank
liquidity and a belief that the global economy and company earnings will recover strongly in 2021. 

• Market sentiment is however fragile, market valuations are high and a second wave of infections, or sense that the
economic recovery is in doubt, could lead to renewed heavy falls. 

• The FTSE with its high weighting in 'old economy' energy, industrials, and financials is a noticeable laggard to other
global markets, burdened as well by Brexit and the UK’s poor response to the pandemic.

• Central Banks and Governments continue to be very supportive. Interest rates will remain near zero indefinitely and QE
programmes will support both the economy and financial markets.

• Government Bonds are still in demand as ‘safe haven’ assets but marked time last quarter. There were strong gains in
investment grade and High Yield corporate bonds as spreads tightened. 

• Currencies traded in a relatively tight range last quarter; year to date sterling is still a significant laggard to the dollar,
euro and yen. 

• The UK Commercial Property sector remains frozen with the daily dealt ‘bricks and mortar’ funds still closed to redemptions.

• Safe haven gold marked time last quarter trading around the US$1750/bl level, ‘risk on’ oil doubled from its nadir to
US$40/bl though still well down from its peak of nearly US$70/bl prior to the pandemic. 
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Changes to client portfolios
We have made more wide-ranging changes to our Model Portfolios

over the last few months than at any time in the last decade. This

reflects that even more so than in 2008, the economic and financial

market environment has been totally changed. Broadly, we have:  

• Increased the quality of the Fixed Income component with an

increased weighting in investment grade credit where we considered

spreads had widened too far and were overstating default risk.

• Increased the exposure to overseas equities, reduced the

exposure to UK equities. 

• Increased exposure to 'growth' funds, reduced exposure to

cyclical/recovery 'value' funds. In term of sectors, this has increased

exposure to technology, healthcare, and consumer stocks and

decreased the weighting in energy, industrials and financials.

Our intention is to improve the quality and resilience of client

portfolios. This meant increasing holdings in funds whose underlying

companies had visible, growing and consistent earnings streams,

cash rather than leverage on the balance sheet, sustainable

dividends, the ability to protect their margins and revenues that would

be less economically sensitive to changes in global GDP. We believe

that the pandemic has strengthened the case for this style of stock.

Essential consumer goods and strong brands will remain in demand

and our working and recreational lives will be fundamentally changed

by the pandemic. The funds will typically hold stocks which benefit

from trends such as working from home, home-based entertainment,

e-commerce, the environment and safeguarding our future health.

Macro…Hope springs eternal   
Normally I end this section with a table of economic forecasts, but I

thought I’d go front and centre instead, to show the magnitude of

the damage done to global economies by the pandemic and how

varied this has been across geographies. Normally I use consensus

forecasts from the great and good, but these are all over the place

so instead I’ve used the recent projections from the OECD, whose

forecasts also include outcomes in the added scenario of a second

wave of infections. Several things leap off the page, amongst them

are that the UK and Europe have been the worst hit, with France,

Italy and Spain being similar to the UK and that those fearing a new

era of inflation are being premature.   

GDP (%) GDP (%) GDP(%) CPI (%) CPI (%)
2020 2nd Wave 2020 2021 2020 2021

Global Economy -6.0 -7.6 5.2 1.1 1.3

South Korea -1.2 -3.1 3.1 0.5 0.3

China -2.5 -3.7 6.8 3.8 1.9

Australia -5.0 -6.3 4.1 0.2 1.4

Japan -6.0 -7.3 2.1 -0.3 -0.1

Germany -6.6 -8.8 5.8 0.8 0.7

US -7.3 -8.5 4.1 1.2 1.5

EU -9.3 -11.5 6.5 0.4 0.5

UK -11.5 -14.0 9.0 0.7 0.6

This raises the question as to why we Brits are bringing up the rear,

especially as the year began in pretty good shape with hopes of a

‘Boris bounce’, unemployment at rock bottom and a pick-up in

wage growth. The reason is twofold; the shape of the UK economy

and our inadequate response to the pandemic. The UK economy is

amongst the most service-based in the world, nearly 80% according

to the OECD with trade, hospitality, tourism and retail amongst the

sectors worst affected by COVID 19. The UK’s slow initial response

to the pandemic exacerbated our problems as it has meant a longer

lockdown whilst the execution of the gradual easing of restrictions is

not giving the impression of a government at the top of its game.

Asia and much of Europe are back on their feet already, whilst we are

still tentatively taking our first steps and consumer and business

confidence is going to take a long time to recover, ‘scarring’ being

the economic buzzword for this.   

As I’ve frequently said, two of the great curses of portfolio

management are paralysis by analysis and taking misplaced comfort

in forecasts which are almost certainly going to be wrong. Thus, I’m

going to spare you paragraphs agonising over the path of growth

quarter by quarter. All current data is ‘the worst ever’ by any

measurable standard but this is old news as far as the markets are

concerned and already baked into prices. What matters is the

trajectory of growth as lockdown restrictions are eased, which is

where the speculation comes in and I leave the debate, stressing

only that no-one has much of a handle on how this is going to play

out over the next two years. 

Public Enemy Number 1   
There is a fierce intellectual battle taking place as to whether deflation

or inflation is the greatest risk to the global economy. The monetarists

say that there is now so much liquidity pumped into the system that

there is a coiled spring of pent-up demand which will result in

rampant inflation once the recovery begins. They postulate that QE,

this time, is nothing like in 2008 as it will go directly into the real

economy rather than just prop up the Banks who did not lend last

time out. Those running the show in government and at the Central

Banks disagree, saying that it will take years for consumer spending

to fully recover, for firms to rebuild their balance sheets and for new

jobs to replace those permanently lost. UK CPI was just 0.5% in May

and it’s going to be a long time before it starts to run away again.
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Jerome Powell was particularly dovish at the Fed meeting a couple

of weeks ago, saying ‘“We are not even thinking about thinking about

raising rates” The implication is that interest rates and bond yields

and are going to remain anchored near zero in the US, UK and

elsewhere for the next few years. For inflation to prevail there needs

to be no second wave of infections and a ‘back to business as usual’

style recovery. This could happen of course, but it would still be

tomorrow’s battle and we will have plenty of time to reconsider our

view that, for now, deflation is top of the FBI’s Most Wanted List.   

Going Negative   
With the UK base rate at just 0.1%, the Bank of England is faced with

the question of whether to take rates negative. The experience of

Japan and Europe shows that an extended period of negative rates

has not been successful in revving up the economy and that once

you’re below zero, you tend to stay there. Negative rates pose a

huge problem for banks and building societies who rely on customer

deposits for funding. If they reduce deposit rates below zero, they

will scare savers away; if they maintain deposit rates but reduce

their lending and mortgage rates, their margins will be crushed even

further. A flat yield curve is the enemy of bank profitability. The Bank

of England may be creative as it was in 2016 with the Term Funding

Scheme which pumped cheap funds into the Banks to make sure

they passed on the cut in base rates, but we think base rates have

gone as low as they can. Rather than taking rates negative, the BoE

will likely stick with the ‘yield curve control’ approach used by the

Bank of Japan and being considered by the US Federal Reserve,

which is to keep ramping up their purchases of gilts and target a

formal cap on long-term yields.

Market Returns 
The following chart shows the strength of the market rebound with

the majority of the losses being retraced in most global markets, less

so the FTSE with its high weighting in ‘old economy’ energy,

industrials and financials and burdened by Brexit and the UK’s poor

response to the pandemic.  This is even more evident in the table of

sector returns which shows overseas returns when translated back

into sterling for UK investors and thus gaining an extra 7% or so from

their stronger currencies.  Global markets appear to be pricing in a

fairly robust economic recovery and a manageable second wave of

infections on the basis that we have learned so much the first time

round and are thus far better prepared.   

IA Sector Average H1 2020 (%)
UK All Companies -17.7

UK Equity Income -20.2

Europe ex-UK -2.1

North America 3.0

Japan 0.4

Asia Pacific ex-Japan 0.6

Global Emerging Markets -5.1 

UK Gilts 10.1

UK Index-Linked Gilts 13.7

Sterling Corporate Bonds 2.7

Sterling Strategic Bond 1.0

UK Direct Property -2.8

Figures from Financial Express Analytics

Strength of the market rebound 

Global markets appear to be 
pricing in a fairly robust economic

recovery and a manageable 
second wave of infections 

on the basis that we have learned 
so much the first time round...
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The following table, with data courtesy of the JPM Asset Management

Weekly Brief as of June 29th, shows the winners and losers in terms

of industrial sector and style:

MSCI Sectors H1 2020 (%)
Technology 10.1

Healthcare 1.4

Consumer Discretionary 0.3

Telecoms -1.3

Consumer Staples -5.6

Materials -7.6

Utilities -9.5

Industrials -14.4

Financials -22.8

Energy -32.3

MSCI World -6.7

Growth 4.7

Value -18.0

The rebound has been stronger than we expected but we do see the

market as acting rationally. The share prices of companies that will

survive and ultimately thrive in the new environment, predominantly

in technology and healthcare, have been rewarded with strong

recoveries in their share prices. Similarly, consumer stocks with

strong brands, robust balance sheets and the ability to be

sustainable dividend payers have also outperformed their peers. The

market is continuing to penalise companies whose business models

are weaker and in more economically sensitive sectors, such as

banks, energy, industrials, retail and travel.   

Market Outlook – Don’t Fight the Fed  
It’s the oldest cliché in the book. Ever since the ‘Greenspan put’ of

the 1980s and through the years of Bernanke and Yellen the US

Central Bank has always cowboyed up and ridden to the rescue.

Jerome Powell is cut from the same cloth and it is the mighty wave

of liquidity unleashed by the Central Banks as soon as the pandemic

struck that has proved so crucial to the market’s strong rebound and

enabled it to settle into something of equilibrium for now. The

positives are that the rate of infection in developed economies is now

well past its peak and the easing of lockdown restrictions has begun,

government and Central Bank policy remains very supportive, and

there is some optimism regarding the development of a vaccine. The

negatives are the possibility of a ‘second wave’ of infections as

global lockdowns ease, notably in the US as we have seen in the last

week, and we remain very much in the unknown regarding the long-

term effects of the virus in terms of public health, economic damage

and social and business behaviour.       

As we have discussed, the market is ‘looking through’ the current

deep recession and anticipating a relatively robust recovery in growth

and earnings. Only time will tell if this proves to be wishful thinking

because the market direction in 2021 will be principally driven by

earnings growth. Ongoing policy support is a given but can't in itself

defy the laws of gravity and push water uphill forever. FactSet is the

bible of US consensus earnings forecast and currently projecting a

fall of 21% in earnings this year but back to the races with a 29%

rebound in 2021. Earnings forecasts need to remain firm and

companies need to meet or exceed these estimates for markets to

remain in a bullish frame of mind, not least because equity market

valuations are now so expensive.   

Skeletons in the Cupboard  
Ever since February, this has been a 'one story' market driven by the

pandemic and subsequent policy response. However, other issues

are lurking in the background, centring on China and Europe, which

could resurface and become strong headwinds.

US/China trade tensions have worsened considerably during the

pandemic. Pre-COVID China was increasingly seen as stealing

intellectual property and breaking agreed trade rules with impunity,

luring the gullible to become increasingly dependent on cheap

Chinese goods and services. With China also being blamed for a

lack of transparency in its handling of the pandemic and it being an

election year in the US, China-bashing will be an open sport in the

US, for both Republicans and Democrats. At a Goldman Sachs

‘virtual conference’ we attended last week, former Secretary of State

Condoleezza Rice stated that there was currently over 300 pieces of

anti-China legislation being discussed on Capitol Hill. China is also
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flexing its muscles regionally, skirmishing with India and re-asserting

its dominance over Hong Kong with the imposition of the national

security legislation, which is the first time a Chinese law carrying

criminal penalties has been imposed in HK. This marks the end of the

‘one country, two systems’ agreement and end of the promise that

HK could maintain its way of life until 2047. It is also a sign that

China, like Russia, no longer feels the need to heed global treaties

and is increasingly going to be flexing its economic, diplomatic and

military muscle. 

A no-deal Brexit on December 31st is looking increasingly likely. There

is no good outcome here, as the UK exits into a world that, post-

COVID, could increasingly be one of trade barriers and tariffs as

countries retreat into nationalistic self-interest. Mind you, if we had

remained, we would have been on the hook for paying part of the huge

Eurozone fiscal bailout. The second half of the year will be full of the

bluster, rhetoric, claims and counterclaims that have blighted our lives

for the last few years. As usual, all the action will be at a minute to

midnight, with a flimsy agreement of some sort likely to be reached, as

politically neither side will wish to be seen failing to find an agreement

with their largest trading partner in the current environment. 

The Eurozone itself is facing the most testing of times. The lack of a

common fiscal policy denies it the best tool for combatting recession

and the gulf is widening between the ‘haves’ in the north and the

‘have nots’ in the south. Maybe Lazarus can rise though, Mme

Lagarde is channelling her inner ‘whatever it takes’ by doubling up the

original ECB QE programme to €1.35bn. More significantly, Merkel

and Macron have proposed a €750bn ‘recovery fund’ fiscal package

raised by the EU on the financial markets, then distributed as grants,

not loans, to the weaker countries. This involves a transfer of wealth

and would be the first instance of the previously anathematic ‘debt

mutualisation’. This is being presented as an extraordinary ‘one-off’

package not a first step on the way to a common fiscal policy and

faces very strong opposition from the ‘frugal four’ of the Netherlands,

Sweden, Austria and Denmark as well as the German Constitutional

Court. Nevertheless, the extraordinary has become the ordinary in

government and Central Bank policy over the last decade and this

has the sense of a Rubicon being crossed.   

Fixed Income
The chart shows that Government Bonds, conventional and linkers,

have been the safest of havens this year, posting strong returns. Last

quarter though, it was corporate bonds, especially High Yield, which

produced the best returns as spreads (the yield pick-up over Gilts, in

effect the risk premium) tightened sharply after their big panic sell-off

in March.   

Income is going to be a scarce commodity for investors and we

see credit markets as an attractive ‘halfway house’ for investors,

especially in lower risk/reward profiles as there is a far greater

degree of comfort in solvency and coupon payments from bonds

rather than in earnings expectations and dividend payments from

equity. Our preference is for investment-grade bonds; higher

yields may be seductive but not at the expense of defaults and

downgrades. It certainly helps that Central Banks are huge

buyers of corporate credit as part of their QE programmes,

Fixed income

It certainly helps that Central Banks are huge buyers of
corporate credit as part of their QE programmes, protecting

companies from default and thus underpinning the asset class. 
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protecting companies from default and thus underpinning the

asset class. Thanks guys. A consequence of the Central Banks

owning such a large proportion of global bond and credit

markets, but caring little for the inherent value of the assets they

are purchasing, is that the pricing in the bond markets is arguably

losing touch with reality and a problem for ‘down the road’ as

when, or indeed if, ever they begin to unwind their asset purchase

programmes.    

Can Fixed Income still play a role in portfolio
diversification? 
Government bonds proved their worth as a negatively correlated

risk-off play at the start of this crisis, producing strong returns as

equities crashed, but no longer offer the same protection going

forward, with yields now virtually zero. These yields can become

negative, as they have for some time in Switzerland, Germany

and Japan. As such, Government Bonds can still provide

portfolio insurance (prices rise as yields become ever more

negative) but now only to a limited extent and the US and UK are

more likely to target yield curve control at the long end of the

market rather than allow yields to become negative. To achieve

significant diversification in the event of an equity sell-off,

duration will be your friend, the longer the better, and UK Gilts fit

the bill with the average duration of gilts now being near 20 years

and index-linkers 23 years. The danger of holding such long

duration, is that if interest rates rise sharply there will be a

significant loss of capital, though this is unlikely with the Bank of

England buying so heavily in the market and we see Central

Banks keeping 10-year yields at their current super-low levels for

an extended period of time.  

Corporate bonds add less diversification/protection to a portfolio in

the event of a big fall in the equity market as spreads widen

considerably as the risk of default is deemed to have increased, so

prices fall. We increased the quality and duration of our Fixed Income

positioning last quarter, not least in adding to the Troy and Ruffer

multi-asset funds which we own on our lower risk/reward Model

Portfolios and which are significant holders of UK and US

Government and Index-Linked Bonds.      

Ying and Yang 
Gold and oil, heads and tails, black and white, night and day, Cain

and Abel, Tom and Jerry. Yep, I’m labouring the point, but the two

commodities have proved to be polar opposites, gold the classic

‘risk off’ asset, oil the classic ‘risk on’. 

Having fallen from nearly US$70/bl in January to US$20/bl at its

trough (famously to minus US$35 for just one day in the case of US

WTI) oil then confounded all predictions by charging back to

US$40/bl in June following renewed confidence in rebounding

economies and supply constraints by OPEC and Russia.

Nevertheless, the oil patch still looks a very sickly place as many US

shale drillers are not profitable at these levels and distressed debt in

US energy is at horrific levels. The Saudis have had to bring in harsh

austerity measures and the Russian economy is on its knees. With

global demand a long way from being rebuilt, the ever-falling cost of

Commodities
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renewables, and the producers all itching to pump again there is a

strong case that oil is in long-term over-supply and I suspect there’s

not a lot of upside in the oil price above US$40/bl. The other side of

the low oil price coin is that bad as it is for producers, the impact of

cheap energy is unambiguously good for economic growth and

disposable incomes in the energy consuming nations, particularly in

the US, where it is lowly taxed.  

We’ve always been rather dubious about holding gold, seeing it as a

speculative asset due to its lack of a valuation metric. However, as

the great economist John Maynard Keynes famously said, ‘When the

facts change, I change my mind’ and post pandemic we are now in

a very different investing environment. Deflationary periods of very

low bond yields and negative real interest rates (inflation higher than

interest rates) favour holding gold as there is no lost ‘opportunity

cost’ and it is the classic 'risk off' asset in times of geopolitical

turmoil. A famous cliché is “Put 5% of your net worth in gold and

hope it doesn’t go up” and we would like to do this but timing is

everything as gold can be a very volatile asset class, not least for

sterling-based investors as it is denominated in US dollars. We

added a gold mining fund to high risk/reward Model Portfolios in April

and rely on our friends at Troy and Ruffer to hold physical gold in our

lower risk/reward Model Portfolios.   

Currencies
As the chart shows, the ‘risk off’ currencies of US dollar, swissie, and

yen have all strengthened this year against ‘risk on’ sterling, as have

the euro and the commodity currencies too in the last few months.

The dollar remains... go-to ‘risk off’ currency 
but the pandemic has robbed the dollar 
of its greatest competitive advantage...



Conclusion: Into the Unknown 
We have been pleasantly surprised by the strength of the market in the last quarter, expecting a recovery once a floor had been

established, though not with the strength that has materialised. The policy response from Central Banks and Governments has been key

to the stabilisation and recovery and for the next few months, we sense we are in a bit of a lull, waiting for evidence as to how the global

economy will begin to recover and fearful of a damaging second wave of infections. We expect markets to consolidate over the summer

months, trading around current levels but with unsettling bouts of 'risk off' volatility. The recovery in equity and credit markets has been

impressive thus far but remains fragile, we are in unchartered waters and must never forget this. 
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The recovery in equity and credit markets 
has been impressive thus far but remains fragile, 

we are in unchartered waters and must never forget this.

Like the stock market, the currency is weighed down by the

perception that the UK has made a pig’s ear of the pandemic and the

never-ending farrago of Brexit. Sterling always comes up as

‘undervalued’ on purchasing power metrics so ultimately should see

a renewed period of strength but in the short term newsflow, as

always, is adverse.   

Away from our little local difficulty, the tide may be turning for the US

dollar which has been bossing it in the FX markets ever since the

Away from our little local difficulty, the tide may be turning for the US

dollar which has been bossing it in the FX markets ever since the

GFC in 2008 as the US economy recovered far more quickly than

elsewhere. The dollar remains the world’s reserve currency and it is

a go-to ‘risk off’ currency but the pandemic has robbed the dollar of

its greatest competitive advantage, significantly higher bond yields,

as the US Federal Reserve prints dollars on a scale never seen

before.  We suspect the greenback’s decade of ascendancy may be

slowly drawing to a close.     
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Back in January, despite four years of rancour, conflict, division,

dissembling, and scattergun, on-the-hoof government Trump looked

set for re-election, to the consternation of most of the global

community. The economy was strong, unemployment at a 50-year

low, he had been acquitted at the impeachment trial and his approval

rating was at a three-year high. Then came COVID and a woeful and

chaotic government response to the pandemic that has left the US

wide open to continuing waves of infection as we are seeing in

Texas, Florida and California. This was compounded by his

seemingly callous and insensitive approach to race, social justice,

and inequality following the most serious outbreak of civil unrest for

50 years. This would, you think, have by now reduced his re-election

chances to around zero. As they say over the pond however, ‘this is

America baby!’

Trump is arguably the most effective ‘populist’ politician of them all

with an extraordinary ability to tap into the public mood to win votes.

Trump claims everything as a personal triumph and has a Teflon like

ability to escape censure from the public when things go wrong by

using the simple tactic of blaming someone else instead, very loudly.

This makes him very unpopular overseas but has until now always

played very well to large sections of the home gallery. America First

is a very popular policy in a very patriotic country which feels it has

been the world’s policeman for far too long with far too little thanks.

Similarly, his commitment to heavy-handed law and order plays far

better to domestic rather than overseas sensibilities. 

For nowthough, the polls and bookmakers, are pointing to a Biden

win. Trump’s trump card, the economy, has collapsed and his

shambolic handling of the pandemic is costing him the support, in his

key constituency, of older voters. They see him prioritising re-opening

the economy over their safety and in a wider sense see Biden as

more moderate and more electable than Hilary Clinton or Bernie

Sanders. Trump’s focus on strong law enforcement post the rioting,

will play very well with his core support, but risks alienating the

‘floating voter’ independents and will likely mobilise black voters to

get out and vote. The logistics of the first Covid election may be a

wildcard with far more ‘mail in’ (postal) voting and social distancing

possibly affecting turnout on the day. It could also mean several days

before the result is known and plenty of scope for allegations of dirty

work at the crossroads being made by the loser. 

Biden is running a conservative, safety first campaign, avoiding

gaffes, and will likely choose a safety-first female running mate for

Vice-President. He is playing the competent statesman, rather

hoping Trump continues to blow himself up. In this respect, the low

key, largely screen based campaign race should play into his hands.

Democrats have learnt from their complacency in 2016 and will turn

out in droves to vote in November. Trump revels in the dirty fight and

Trump is arguably the most effective ‘populist’ politician 
of them all with an extraordinary ability to tap into 

the public mood to win votes. 

Trump’s Last Dance
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the vicious soundbite and will be looking to ‘go negative’. This is far

less likely to succeed with the amiable Biden than it did with the

divisive and unpopular Hilary who was carrying shedloads of

baggage into the last election. I don’t think we’ll be hearing

too much ‘lock him up’ this time around.  

The US has an unusual ‘electoral college’ system

whereby votes are tallied at a state level and the

winner in each state earns the votes for the

entire state. This worked well for Trump in

2016 when he lost the popular vote by over

3 million votes while winning the Electoral

College, thanks to razor-thin victories by

margins of less than 1 percentage point

in crucial swing states like Michigan,

Wisconsin, and Pennsylvania. This

time though, the polls are not looking

so promising, polling currently has

Biden ahead in these States along

with Arizona, North Carolina and

Florida, other key swing States

Trump won in 2016. There are also

seats up for grabs in the House of

Representatives (currently with a

Democrat majority) and Senate

(currently in Republican hands). The

current sense is a Democrat sweep of

both Houses, which would make

Trump’s job even more difficult if the voters

give him the keys to the White House for a

second time. A split Congress, as now, would

be an obstacle for whoever wins.  

We know all about Trump, but the question for the

financial markets is what a Biden Presidency would

look like and, as yet, this isn’t totally clear. First of all, he

needs to choose a running mate, not least because at 77

years of age the VP may play a bigger role than usual and

would be in pole position for the next election should Biden serve

just one term. Biden has already pledged that his running mate will

be a woman and is currently considering a racially diverse selection

of candidates. Kamala Harris, the former Senator and California

Attorney General has gravitas, experience and voter appeal and is

the obvious candidate. There are a host of other contenders, virtually

all of which fall into the ‘safe’ category, in line with Biden’s

conservative campaign. The most problematic pick for the markets

would likely be Elizabeth Warren from the more progressive left-wing

of the party and perceived to have a strong anti-big business stance. 

It is worth remembering that Biden was VP to Obama and policy is

likely to follow a similar course, though the party has moved more to

the left in recent years so this will need to be reflected in the major

issues. The pandemic has given Biden the opportunity to present

himself as a candidate of experience and competence who can

come up with solutions to structural issues that have suddenly

become more pressing in healthcare, financial security for the low

income, immigration and the environment. He needs to keep the

more radical side of his party on board, so will borrow some policies

from Warren and Sanders though not the breaking up of big-tech

and steep rises in corporate taxes that they were advocating on the

campaign trail. So, while making accommodations to the left, he is

most unlikely to be going the whole hog and adopting Medicare for

All or the Green New Deal. 

Much will depend if the Democrats seize power in the Senate in

which case we could see policies which significantly improve the

living standards for those on low incomes with a higher minimum

wage and big new federal investments in healthcare and education

alongside large strides forward in reducing American carbon dioxide

emissions and investment in clean energy technologies. This sounds

radical but campaign policies have a way of being diluted in

government. Will this scare financial markets unduly? Probably not,

not least because a Biden Presidency is already starting to be

factored into stock markets. Trump may be capitalism personified

but is not necessarily quite the godsend for markets this would imply.

His erratic policymaking and hard-line trade policies have upset

markets on occasion during his Presidency and will no doubt do so

again if re-elected. 

The bookies currently have Biden at 8/11 and Trump at 5/4. There’s

still a long way to go and Trump revels in his ‘comeback’ stories, he’ll

need another in November. 

Written by 

Rob Pemberton,

Investment Director 

and James Tuson,

Investment Manager
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