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Asset Allocation 

Neutral Change

$ 11%

€ 18%

Cash $ 11% -2%

Cash € 18% -2%

$ 30%

€ 23%

$ 0%

€ 0%

$ 5%

€ 0%

$ 22%

€ 20%

$ 3%

€ 3%

SATELLITE BONDS 0% 13%

High Yield 1 - 5 years 4% 2%

EM Hard currency 5%

EM Local currency 0%

Senior loans 2%

Convertible 2%

EQUITIES 40% 37%

North America 17% 17%

Europe 8% 6%

Asia Pacific & Japan 4% 3%

China 2% 4%

Emerging Markets 3% 2%

Global 6% 5%

OTHERS 5% 9%

Gold 2% 2%

Other investments 3% 7%

5%

CORE BONDS

CASH

5%

15%

10%

15%

10%

50%

Government 1-5Y

Government 5-10Y

Investment Grade 1-5Y

Investment Grade 5-10Y

Underweight Overweight
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Asset Commentary 

Economic indicators in most jurisdictions have shown evidence of rebuilding with China leading the way. 

The sanitary front remains stressed however and virus containment measures continue to weigh negatively 

on sentiment. Torn between the suggestion that more economic damage may come, evidence that a 

vaccine may be getting closer and a general fear of missing out following the risk rally that started early 

April, market participants are showing increasing signs of nervousness. In the short term, these will be 

assuaged mainly by the confirmation from governments that the money taps will not be abruptly turned off. 

 

Economic background 

The first phase of the Central Banks 

and governments play has worked 

out well. Monetary and fiscal easing 

on an unprecedented scale in 

peacetime have by and large 

cushioned the devastating 

economic effects of the Covid 

lockdowns.  
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A new phase is opening up in which 

the rebuilding of economic activity 

started in the summer will confront 

a rekindling of epidemic conditions, 

the proximity of a vaccine and an 

increasing scrutiny on 

governments’ intentions regarding 

the extension or curtailment of 

compensation arrangements. 

In addition, the political agenda is 

getting busier with an uncertain US 

presidential elections a month away 

and a potentially fraught Brexit less 

than 100 days from now.  

Risks abound as evidenced in the 

recent market pullbacks. However, 

the purchasing power of central 

banks looms large, limiting the 

potential downside on risk assets 

but not together eliminating it. 

Cash 

Recent statements from Central 

Banks indicate clearly that policy 

rates will remain low for a long time 

– at least three years according to 

the Fed. 

Fixed Income 

Our allocation away from 

government bonds into investment 

grade has continued to pay off in 

the last quarter. Given the potential 

for government bond supply and 

the confirmation that central banks’ 

quantitative easing programs will 

remain in place for some time to 

come, we are looking to maintain 

these exposures at present.  

We are reinforcing our exposure to 

credit assets by raising our high 

yield allocation slightly. This comes 

not only from the segment’s 

positive relative value positioning 

within Fixed Income but also from 

our positive and selective 

fundamental appreciation of a 

number of fallen angel credits. EM 

in hard currencies continue to offer 

a positive risk reward relationship 

even if the asset class has already 

benefitted from the crowding out 

effects coming from Central Bank 

interventions. 

Equities 

The asset class remains clearly 

tiered. On the highest performance 

step, we naturally find US tech and 

China, which have yielded eye 

watering returns so far this year and 

for the former is exhibiting 

stretched valuations. In the 

intermediate category, we find a 

few sectors that are looking to 

perform in an economic uptick such 

as autos or even banks. At the very 

bottom, we find the now deeply 

unloved energy, aerospace and 

tourism sectors. For these, the early 

summer share price appreciation 

looks increasingly like a false dawn 

as a renewed fear of lockdowns has 

now cooled investor sentiment. 

Those sectors will typically benefit 

the most in case of a Covid game 

changer such as successfully rolled 

out vaccine. Until then, they are 

likely to depend wholly on 

governments’ willingness to prevent 

financial stress from becoming 

distress. Given this, we are content 

with our current allocation, which 

favors China as well as a US equity 

environment dominated by tech. 

We remain underweight Europe, 

where potential performance is 

hampered by a smaller proportion 

of tech issuers than is the case in 

the US. 

Others 

The abnormalities plaguing the oil 

market during the lockdown have 

subsided but supply potentially 

remains aplenty. We do not expect 

oil prices to meaningfully break the 

top of the range in which they have 

been for the past four months. Gold 

has reached a top this summer that 

we believe is unlikely to be 

revisited. 
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Macroeconomic Scenario 

As we get nearer to crucial US elections and the realization of what looks increasingly like a hard Brexit, the 

global pandemic is taking another turn that could derail the economic recovery started in the second 

quarter. Those negatives forces are confronted with the rising probability of a vaccine, a likely if now more 

discussed continuation of government support mechanisms and the air cover provided by the Central 

Banks seemingly inexhaustible toolkits of monetary creation. As the crisis continues to unfold, the 

discrimination between sectors is taking hold with the timeliness and extent of state aid now becoming key 

determinants of company survival in stressed sectors.  
 

Politics, Pandemic and economic recovery 

The second quarter economic recovery has generally met 

our expectations with a vigorous showing from China, a 

decent return of activity in the US and a more muted 

showing in Europe. The unemployment generated by the 

lockdowns has been partly absorbed in the summer but 

the mass of unemployed workers, particularly in the US 

and Europe remains well above pre-Covid levels even if 

the numbers are going in the right direction. In addition, 

entire parts of the global economy are still idle, in 

particular in the aerospace and the hospitality sectors 

where capacity cuts are aggressively implemented. 

Global growth: history and forecast 
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The rising probability that local lockdowns may be 

implemented to contain the current surge in Covid cases 

is likely to dampen third quarter performance through 

weaker consumer confidence. The effect will however 

depend on the length and scope of these lockdowns. Help 

from government and central banks remains at hand 

however with additional stimulus programs being 

examined on both sides of the Atlantic. Finally, data from 

the various phase 3 vaccine trials suggests that we are 

getting closer to the moment when one will be approved. 

 

Consensus for the global economic contraction of 2020 is 

around -3.9% - relatively stable from when we last wrote 

in June. Recent data from the US and China suggests that 

the third quarter could be slightly better than what 

consensus suggests and we maintain our baseline 

assumption for a global contraction of -2.5%, followed by 

a strong recovery in 2021. 

US elections and Brexit in the time of Covid 

We are now less than one month away from a highly 

significant US election that is pitching a known entity – the 

Donald Trump administration – against a less well known 

and much discussed Biden/Harris ticket.  

 

The uncertainties have recently piled on with Donald 

Trump officially testing positive for Covid 19 four weeks 

before the votes are counted. Given his age and condition, 

he falls into a higher risk category of developing a serious 

form of the disease, which in turn could result in his 

incapacitation. Should this unprecedented situation 

happen, then Congress would have the authority – not 

necessarily the obligation – to reschedule the election to 

allow for the Republicans to choose another candidate. 

Nevertheless, the next two weeks will impose isolation on 

the US president, limiting the time that he can have on the 

campaign during the ‘money time’. 

 

The year 2016 has taught us that marking predictions on 

electoral outcomes is not an easy task and that one 

should not in the case of a US presidential election look at 

national polls. 

Trump has a mountain to climb over the next month 

 

One of the best sources we have found for election 

tracking (270towin) shows us that to win, Donald Trump 

needs to convincingly bring in all the states currently in a 

tossup situation and also win some states where the 

https://www.270towin.com/
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Democratic candidates have a smaller polled majority 

such as Pennsylvania, Michigan or Wyoming. In the 

meantime, it looks increasingly likely that Texas – 38 

electors, the largest number after California - will be one of 

the deciders of the 3rd November night. Democrat Beto 

O’Rourke lost in the 2018 Congressional elections by only 

200k votes out of a voting population of 8.4m in the state. 

Should the voter canvassing exercise undertaken by 

Democrats bear fruit, then the Lone Star State could 

actually provide a significant upset during election night. 

 

We could endlessly debate the structural differences 

between the 2016 election and the one coming before us 

but the Covid pandemic has been a remarkable popularity 

solvent for the Trump administration whose response has 

been questioned by the media and the general US 

population. In addition, whereas, the incumbent US 

administration could justifiably have touted its economic 

success until February of this year, the consequences of 

the Covid lockdowns have put paid to that. In socio 

economic terms, these are here for all to see and we all 

remember how the US population voted against the 

Democrats in the midterm elections of 2010 with the main 

gripe being the slow decline in unemployment. Lastly, 

there is now the question of the incumbent’s health now 

that he and his wife have been diagnosed with Covid 19. 

 

Should Donald Trump develop a benign form of the 

disease or pull through health wise, he still has a mountain 

to climb to get the 270 electors majority in the college to 

win. Predicting elections is difficult until the last moment 

and the non-re-election of an incumbent president 

remains a rarity. That said, should the sea of discontent 

find its way in the November ballot boxes and barring an 

unforeseen hijacking of the US electoral system, Donald 

Trump – if he can compete - will likely lose to the 

Biden/Harris ticket.  

 

Despite popular belief and as shown in the chart below, 

recent Democrats administrations have presided over 

convincing periods of stock market appreciation. We 

believe that a Biden/Harris administration would not be an 

exception to this. 

Past administrations and US equity market performance  
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What a Biden/Harris win means? 

From the program published on the democratic platform 

and the convention interventions, we see :  

 

- a less strident trade diplomacy with China, even if in 

effect, a Democratic administration will likely prove to be 

as demanding over the terms of the US/China trading 

relationship 

 

- higher corporate tax rates targeted at 28% instead of 

21% currently  

 

- a more redistributive tax system with higher taxes on 

Americans making more than USD400k a year and a rise in 

capital gains tax for individuals making more than USD1m. 

The non-partisan Penn Wharton Budget Model 

organization determined that the plan would bring in 

USD3.37trn over two terms and increase spending by 

USD5.35trn. According to this source, the plan would 

cause debt to increase in the first years with a debt 

decrease likely after 10 years.  

 

- an increase in anti-big tech rhetoric but to date, there are 

limited suggestions that a forced breakup of the FAANGs 

is in the cards – particularly given Harris’s ties with the 

Silicon Valley. There could be requirements to police 

content better. 

 

- a comprehensive green energy deployment that would 

likely result in increased spending into a segment that is 

relatively underrepresented in the US asset mix. 

 

In a nutshell, a Biden/Harris win would likely bring about a 

growth agenda spurred by state sponsored green energy 

initiatives as well as a significant re-distribution of wealth. 

It is also likely that a less aggressive and chaotic approach 

in Sino-American relationships will also ease proceedings 

on the global trading front.  

 

The likely result down the road will be a return to growth 

and healthier US public finances. The drawback is that it 

will put the Fed onto the road to higher policy rates – even 

if the current situation implies that this will only happen in 

a distant future. 

 

What a second Trump term means? 

The short answer is more of the same - possibly delivered 

in a louder fashion - with likely more exaggeration than in 

the first mandate. From our vantage point we can imagine 

this would mean:  

 

- increased tensions towards China with negative 

consequences for global trade 

 

- rising tension with the EU with negative consequences 

for European economies depending on exports 

 

- higher instability in the US society with growing protests 

around racial and economic inequality 

 

- a rise in US government debt over the longer term 

through tax cuts even after this year’s increase on account 

of the Covid intervention. 

 

In a nutshell, a Trump win would reinforce the instability 
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that the world has become accustomed to over the last 

four years. The two consistently identifiable trends of the 

era – outside of the Covid period - are in the main higher 

debt levels for the US government and lower policy rates 

as well as a desire from government to preserve the stock 

market buoyancy. 

 

The worst for markets: a repeat of the 2000 tie 

An indecisive verdict from the ballot box would be the 

worst outcome for the economy and markets as it would 

open the door to months of institutional uncertainty 

involving legal battles. In the current uncertain Covid 

climate, such a development would have very negative 

consequences on asset valuations.  

 

As a reminder, in the 2000 elections, it took the best part 

of a month to conclusively get a result in Florida that led Al 

Gore to concede. Recent statements by Donald Trump 

suggest that the incumbent US president would not yield 

with ease in such a situation. The recent death of Ruth 

Bader Ginsburgh and her expedited replacement by the 

current administration with a conservative judge would 

add to the complications that a tied election would spawn. 

That said, the current state by state polls as well as the 

increase in postal vote and voter turnout and a higher 

quality of data at county level seem to place a potential 

undecided result towards the tail end of risks.  

 

A no deal Brexit and the ensuing mess 

Less than a 100 days away, the transition agreement 

between the UK and the EU will end and the likelihood 

that the UK and the EU will reach a trade agreement looks 

small as we stand. Indeed, the two sides need to sign a 

deal before the end of October to be able to implement 

measures on the first of January 2021.  

 

There is a significant number of stumbling blocks along 

the way mainly including: fishing rights, use of state aid 

and truck access that still need to be resolved. In addition, 

the UK government’s decision to renege on provisions of 

the withdrawal agreement signed end of last year is 

unlikely to generate much goodwill on the opposite side, 

which has just started legal proceedings. 

 

In concrete terms, the absence of an agreement implies 

that the UK/EU trading relationship will default to World 

Trade Organisation terms on 1 January 2021. This means 

that the trade flows between the UK and the continent will 

be subject to tariffs. Delays for conformity checks and 

costs linked to the logistical forwarding of goods will also 

occur with a significant impact on the level of working 

capital required by firms dependent on the UK/EU trading 

relationship. The effect on services will also be significant 

with UK firms losing preferred access to the single market, 

passporting rights and being generally unable to market 

services from the UK to the EU.  

 

After the economic trough caused by the Covid national 

lockdown and now the likely autumn and winter partial 

lockdowns, the UK economy will face a significant 

additional hurdle. The institute for Fiscal Studies predicts 

that a ‘benign’ no deal Brexit will cause a rise in 

government borrowing to GBP92bn by 2022. This year, 

the UK government will borrow a whopping GBP372bn to 

address the consequences of the pandemic alone. 

Clearly, the lack of a deal on the first of January 2021 

would also be negative for the EU but the block has put 

solidarity tools in place during the pandemic to absorb this 

from a position of relative strength. This is not the case for 

the UK, which under such a scenario will see pressure on 

the pound, potentially UK Gilts and UK focused assets 

take hold. 

The pull of lockdown meets the vaccine push 

Another day, another increase in Covid cases – not 

necessarily followed however by a commensurate 

increase in hospitalizations and deaths. The temptation to 

go into lockdown in the main European economies is 

rising. At this juncture our view remains unchanged from 

June – unless Intensive Care Units get significantly 

saturated, governments will do anything they can to avoid 

a ruinous and socially damaging lockdown.  

 

To put it in simple terms, the cost of a two months Europe 

wide lockdown in the crucial fourth quarter of the year 

would spell economic misery for a lot of sectors and yet 

another rise in government borrowing and the associated 

quantitative easing. This is neither socially desirable, nor is 

it affordable. From that prospective, the Swedish so called 

‘light touch’ model for dealing with the pandemic is 

increasing in popularity – with adaptations - as shown in 

the recent comments by the Spanish or French prime 

ministers. 

Reinfection chart in Europe 
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In the meantime, investor sentiment is torn between fear of 

lockdowns and the potential for the development and roll 

out of a Covid vaccine. Looking at the chart below 

extracted from the WHO, humanity is getting closer to a 

more permanent solution with proof of an immune 

response to Covid motivating a large number of vaccine 

projects. 

 

The fact that 9 projects have entered phase 3 is reassuring 

as at that stage, laboratories have enough proof of 

efficacy and safety to start large scale trials. As an 

illustration, no therapeutic HIV vaccine candidate has ever 

reached phase 3 testing. 

 



 

CBH Asset Management | Quarterly Insight  6  | 

 Vaccine status: will we move out of phase 3? 
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According to the main laboratories involved, which for 

some have already started the manufacturing process in 

earnest, a roll out that would straddle the year end and the 

start of 2021 is a growing possibility. A positive outcome 

would be a significant boost for market sentiment, 

particularly for the downtrodden aerospace, tourism and 

hospitality sectors. 

Economic conditions: a recovery in need of validation 

Economic data for the second quarter have come in, 

generally showing evidence of a demand based recovery. 

There are however clear differences between geographic 

areas and sectors. The strange patterns of consumer 

activity as influenced by the lockdowns have been felt in 

the monthly numbers but for the main economic areas, we 

generally observe the following: 

 

China : a fast recovery first led by non-manufacturing 

sectors, which was then followed by manufacturing 

sectors. The momentum behind the recovery is slowing 

somewhat of late but this could be due to some 

frontloading of larger consumption items such as cars. 

 

US : the differences between the sanitary conditions 

across states have produced a somewhat uneven picture 

in the second quarter. None the less, at the national level, 

the economic recovery has been strong as evidenced by 

leading indicators such as PMIs and also more lagging 

numbers such as unemployment, which has declined but 

remains elevated. 

 

Europe : individual country performance has been varied 

depending on lockdown conditions – timing, duration and 

severity. Economic conditions in Germany for example 

have rebuilt rather well whilst after an initial recovery, the 

outlook for France, Italy, Spain and increasingly the UK is 

looking more uncertain – particularly as regional 

restrictions are being implemented, affecting in turn overall 

consumer sentiment.  

 

The picture for economic activity in the third quarter looks 

rather positive given the momentum acquired in July and 

August even if activity in September looks like it has 

plateaued, particularly in Europe. For a typically activity 

heavy fourth quarter, things are looking rather uncertain 

with the perspective of targeted lockdowns rising, and in 

the Northern Hemisphere a move towards indoor 

gathering patterns for people, which could favor the Sars 

Cov 2 circulation.  

PMI reflation across economies  
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The market is thus likely to look for points of validation in 

the fourth quarter data that may be difficult to come by – 

in the absence of a credible vaccine or remedy for Covid 

19. 

Car sales – recovery falters in Europe 
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Credit conditions – eased but not for everyone 

As we wrote previously, central banks and government 

have averted a major credit crisis in the Spring through the 

rolling out of aid packages and the prospect of QE from 

Central Banks, led by the Fed and the ECB. Six months 

down the road, governments in the EU and the US have 

extended their various aid packages and maintained by 

and large their furlough program arrangements. The days 

of budgetary austerity seem a distant memory with the EU 

having gone one step further and signed on the 

EUR500bn equivalent of country grants to be funded 

through the issuance of the first true Eurobonds.  

 

Looking at Central Banks purchasing power, a lot of dry 

powder is still available. Based on recent Fed data, about 
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USD94bn of the Fed’s balance sheet firepower is 

deployed, down from a high of USD107bn in July and 

represents less than 4% of the USD2.6trn made available. 

As the chart below shows, purchases by the Fed and the 

ECB that were significantly stepped between March and 

June have stalled over the last couple of weeks.  

 

Part of the reason behind this lack of usage is the fact that 

corporates have managed to fund themselves on their 

own. Issuance in the high yield market has also been 

strong – particularly in the BB segment where we identify a 

large number of recovery stories.  

Central bank balance sheet 
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At the lower end of the credit spectrum, it has been a story 

of restructurings and of defaults for corporates that had 

exhausted their credit or collateral capabilities with a few 

high profile casualties. Other issuers have managed to 

engineer bond exchanges to relieve their immediate 

maturity constraints through stressed exchanges and 

secured financing. The default rate, typically a lagging 

indicator has shot up in the last few months. This in our 

view partly justifies the criticism levelled at Central Banks 

under which their QE programs are favoring large and 

reasonably well capitalized corporates to the detriment of 

smaller firms. 

The weak credits are going bankrupt (average default rate)  

 

As measured by Moody’s, the trailing 12 months high yield 

default rate rose to 6.4% at end of August against 2.4% a 

year ago. The hydrocarbon sector was particularly hit, 

accounting for nearly a quarter of defaults this year, 

followed by retail (12.2%) and business services (10%). 

The rating agency anticipates under its baseline scenario 

that the high yield default rate will rise to 8.7% and then 

retreat towards 7% in the middle of the next year. The 

rating agency’s pessimistic scenario, which entails a return 

to nationwide lockdowns and a more prolonged recovery 

in economic conditions calls for a default rate of 14%, is 

slightly higher than what happened in the 2007-08 great 

financial crisis.  

Emerging markets : buoyed by China despite currency 

troubles in other jurisdictions 

Overall emerging markets have performed rather well in 

both equities and bonds despite the steep fall in certain 

emerging market currencies, notably in Latam and in 

Turkey, where government debt levels are comparatively 

high.  

 

For EM equities, this is explained by the strong 

performance of China and more broadly Asia both in terms 

of assets and currencies. To put things into prospective, 

China typically accounts for c40% of EM equity indices 

followed by Taiwan for 14% and South Korea for a similar 

proportion.  

 

For bonds, the proportions are materially different with 

China typically accounting for slightly less than 5% of EM 

bond indices. However, the higher geographic 

diversification of these indices reduces the more 

problematic geographies to less than 15% of the total 

index mass, which has helped the overall picture in dollar 

terms.  

Debt to GDP for major EM countries 
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We note that the fall in the currency value of those 

jurisdictions has not triggered a runaway rise in credit 

spreads that in turn would have heralded a full blown debt 

and economic crisis. We struggle to identify a single factor 

as to why this is the case but some elements seem to 

have delayed what could turn into a Minsky moment for 

these economies - notably the rise in base metal and 
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hydrocarbon prices from mid-April. The other factor could 

be the crowding out effects from Central Bank quantitative 

easing for fixed income investors eager to find yield. 

 

The main implication is that we would stay away from 

fringe EM jurisdictions as well as Latam and Turkey, 

bearing in mind that these assets are not benefitting from 

the Fed’s direct support. 

Currencies : sliding scales  

After a period of relative strength, the dollar started sliding 

against all major currencies, particularly the euro in the 

early summer. There are various explanations for this with 

the main one in our view being the confirmation that the 

Fed accommodative policy will continue going forward for 

at least 3 years. The threat to the dollar as a reserve 

currency emerging from Europe through the creation of 

true Eurobonds or the fast return of China to working 

economic conditions remain just that – threats - and we 

are still a long time away from a meaningful alteration of 

the dollar role in the global economy.  

 

Looking at recent developments, the European Union 

countries are faring better than the US on the sanitary 

front but remain in the economic doldrums with ECB 

comments leaving precious little to cheer about. 

Dollar vs major and EM currencies 
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In all, the pullback of the dollar against major currencies is 

somewhat healthy but this low relative value entry point 

could be an opportunity over the medium term should the 

November election yield a Biden win.  
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Our 2020 economic scenario in brief  

US GDP growth -2.5% 

We are assuming a third quarter recovery followed 

by a relatively strong fourth quarter 

US CPI 0.5% to 1% 

The reduced activity level and the significantly 

lower oil price will dampen inflation further at least 

until the crisis ends 

US Fed Funds rate 0% 

Cuts have been broad and fast with the Fed acting 

also through unconventional measures. Rates will 

remain low for at least 3 years, according the Fed 

US 10-year yield 1% to 1.5% 

Treasuries have hit an all-time low at the height of 

the crisis. Under our normalization at low level 

scenario, these should ease off over time 

Eurozone growth -1.25% to -0.75% 

Overall economic performance will be dampened 

by Italy and Spain and we expect a more timid 

recovery than in the US 

Eurozone CPI 0.4% 

We continue to follow the consensus there, seeing 

risks tilted to the downside 

EUR Refinancing Rate –25bp 

QE has been the privileged route for economic 

support but we expect additional rate cuts to come 

in addition to the recent ones 

German 10-year yield -0.25% to 0% 

The broadening of QE has removed some 

underlying technical support for the Bund with EU 

periphery government bonds and IG credit to 

continue to benefit
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Fixed Income 

Based on our macroeconomic scenario, we favour credit over duration within our fixed income allocation, 

seeing more risks than reward at the longer end of government curves recently pushed down by central 

bank emergency measures. Within credit, we continue to favour short dated high yield and emerging 

market debt in hard currencies over investment grade bonds. Subordinated debt, particularly in euros 

presents an attractive risk/reward profile. None the less, the rise in defaults is a powerful reminder that 

sector and single name selectivity is the key to perform in this environment.  

 

The value map in Fixed Income 

The charts below show the main fixed income indices in 

dollar, plotting the index yield to maturity against its 

duration. For AT1s (Coco bonds), we are looking at the 

yield to call vs duration to call. 

Yield vs Duration chart: USD (green) & EUR (blue) 
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Credit looks better than duration in both EUR and USD 

In euros, the merits of investing in government bonds or 

investment grade bonds are debatable as the latter seem 

to have become a proxy for the former. In effect, our chart 

puts glaringly forward the distorting action of the ECB and 

possibly an over-allocation into the ‘follow the Central 

Bank’ trade. What it does highlight also is the lack of 

reward for being positioned at the long end of the curve 

where a lot of pain could be felt should the economic 

situation ease slightly.  

 

To be clear, we are not calling for a rise in policy rates 

here – both the Fed and the ECB have indicated that such 

a move is an event far removed into the future but even a 

slight rise at the long end of such compressed 

government curves would tend to have outsized negative 

consequences in bond portfolios. We thus favor euro high 

yield, which typically exhibits a higher fundamental quality 

than its US counterpart.  In the dollar market, credit 

spread duration offers slightly more compensation that 

what is the case in euros, due mainly to a US treasury 

curve trading in a positive yield territory. That said, short 

dated high yield bonds continue to represent value in our 

view, even when looking at the rising default picture and 

taking into consideration that the US high yield segment 

presents a lower quality mix than its euro counterpart. 

 

We continue to believe that the asset class in both 

currencies will benefit from the crowding out effects 

created by central bank purchases. We would even add 

that should the crisis deepen rather than improve, central 

banks will be tempted to extend their purchase programs 

into the non-investment grade space. In line with our 

macroeconomic view on emerging markets, we see USD 

denominated bonds as exhibiting positive risk/return 

characteristics for as long as investors stay away from our 

identified problematic jurisdictions. 

Banks have maintained capital buffers through the lockdowns 

(Tier 1 ratios) 
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For investors who have both the right knowledge and risk 

tolerance, additional Tier one bonds look interesting, 

bearing in mind that European banks have managed to 

maintain significant Tier one buffers despite the Spring 

lockdowns – mostly by cancelling flows to shareholders. 
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Rating agencies are cooling the guns 

Rating agencies have paused their downgrading activity in 

the third quarter as shown in the chart below and the 

numbers have normalized somewhat. This is a welcome 

breather following the trigger happy times from earlier this 

year.  

Moody’s upgrades vs downgrades 
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The proportion of potential fallen angels defined by S&P as 

credits rated BBB- and with a negative outlook or under 

CreditWatch negative has declined over the last few 

months. Still, there are more than 120 issuers in that 

situation, accounting for a total of USD570bn of debt. The 

sectors affected remain by and large the familiar ones: 

tourism, hospitality, aerospace, oil and gas and also 

consumer credit.  

 

This in turn means that fallen angel credits will continue to 

come into high yield even albeit at a slower pace than 

what we have seen over the last few months. 

Favor BB rated paper within high yield 

This however is by and large good news for credit 

investors. As the chart below shows using US high yield, 

BB rated issuers continue to look historically cheaper than 

BBB rated ones. A look at the BB segment shows in fact 

how expensive the lower rung of the investment grade is. 

 

The main reason behind this continues to be the shadow 

of the Fed, which through its QE deployment has 

generated anticipations of performance around investment 

grade rated paper within credit market participants. 

 

In our view, the frontier between BBB and BB is a highly 

artificial one and a large number of credits in the BB space 

have intrinsically strong fundamentals. The key to positive 

performance however is to be discerning and select 

issuers that have a business model and a financial surface 

sufficient to be able to weather the economic storm 

started by the Covid lockdowns. This can also mean 

buying bonds at the short end from issuers rated non-

investment grade that will likely become part of future 

refinancing exercises. 

BBs trading with a premium over BBBs 
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The other factor that is vital for such groups – and 

increasingly significant in the appreciation of rating 

agencies, is access to capital markets – bonds and in 

some cases equity. As far the bond market is concerned, 

after the credit market freeze from end of March, life came 

back in primary markets vigorously. 

Financing markets are open with funds flows to match 

Indeed, 2020 is shaping up to be an exceptional primary 

vintage. Issuers in need and want of liquidity tapped 

capital markets at attractive levels as central banks were 

also buying bonds. This has led to the issuance boon 

shown in the chart below. 

US Investment grade issuance spikes 
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Interestingly, the high yield market also benefitted strongly 

as the gradual squeeze in investment grade yields 

gradually spilled over into other fixed income asset 

classes. At this current stage; even issuers at the lower 

end of the credit spectrum in heavily challenged sectors 

such as cruises or car rental did manage to get funding – 

often at high yields and on a secured basis - but still 

enabling them to live and fight another day. 
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US High Yield issuance setting records 
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Those were matched by significant flows, in particular in 

the investment grade market as shown below. The issue 

coming back is that IG is now gradually becoming a proxy 

for US treasuries and, as we stated earlier, presents an 

increasingly unattractive proposal in terms of duration vs 

yield. 

US IG fund flows  

-50

-40

-30

-20

-10

0

10

20

11.19 02.20 05.20 08.20
 

As we progress towards the year end, we notice that the 

issuance volume curve is tapering slightly, suggesting that 

some pre-funding has been carried out and opening up 

the possibility of a lightening up of the issuance calendar 

in the coming weeks. This would in turn be slightly 

supportive for secondary spreads.  

EM in hard currency – Asia to perform 

In line with our macroeconomic scenario and looking at 

potential areas of risks, we believe that EM in hard 

currency looks attractive, particularly issuers in China and 

South East Asia.  

EM bonds still have room for spread compression 
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The path of EM spreads in dollars has largely followed US 

High Yield spreads for similar reasons. Looking at the 

spread differential between the two sub asset classes and 

considering that the EM bond complex has a significantly 

higher average rating than that of the US High Yield, we 

see scope for outperformance in this segment as yields 

are still away from pre-crisis levels. 
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Equities 

After nine months of what has been a uniquely strange year, it looks like US technology issuers and China 

equities have won hands down, stretching valuation metrics into new territory in some cases. As entire 

sectors reel from the economic consequences of the lockdowns with depressed equity valuations, future 

equity performance will depend a lot on the severity of the current infection wave, the possibility of a 

vaccine and a relatively benign resolution of political risk points. Given valuations, we will need to see some 

elements of validation, likely to come in the autumn, before allocating more into the asset class and through 

specific thematic lenses. 

 

The value map in equities 

As traditional sector and style boundaries got blurred in 

the aftermath of the Covid 19 pandemic, we are trying to 

gauge sector attractiveness by looking at year to date 

performance and traditional measures of valuations, 

bearing in mind that certain sectors offer more immediate 

growth prospects than others.  

US equities: sector performance ytd vs P/E ratio 
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Technology and China still favored 

Our inclination for these two themes has been amply 

rewarded in the second quarter and we continue to find 

those attractive over the longer term despite stretched 

valuations in the case of tech shares.  

 

We highlight that the recent share price correction has 

highlighted the relative strength of the sector’s giants and 

offered a potentially interesting entry point. This clearly 

remains a US centered investment theme. 

 

China equities have performed well, in line with our view 

that the country has emerged stronger from the 

lockdowns.  

 

As fits our macroeconomic scenario, we see a stronger 

and faster economic recovery materializing into higher 

equity valuations for China A shares notably. 

 

In addition, these would likely benefit from a potential 

Biden victory but, as we highlighted previously, it would be 

a short term rather than a structural catalyst. 

 

 

 
 

 

European equities: sector performance ytd vs P/E ratio 

 

Potential re-rating for selected sectors through tech 

A few sectors are now emerging from their lockdown 

slumber and could become interesting as the realization is 

growing that these are becoming technology heavy. 

Automotive and healthcare look particularly interesting in 

that respect away from the more fashionable themes of 

vehicle electrification and the Covid 19 vaccine race.  

 

Both sectors have entered a paradigm shift and as has 

been the case for a number of areas, the lockdowns have 

been a clear trend accelerant. Investments in research and 

development of electric and now hydrogen powered cars, 

that would lead to higher growth and margins for existing 

carmakers could likely cause a re-rating of more 

established carmakers away from the likes of Tesla or NIO.  

Within healthcare, the Covid pandemic has also been an 

innovation accelerant. Recent M&A transactions in the 

sector – such as the recent acquisition of Grail by Illumina 

for USD8bn - highlight the rising interest for new types of 

tests, diagnosis and treatments using gene therapy. In any 

event, the rise in robotics and information technology in 
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surgical procedures will also spur patient demand for 

providers of such technology.  

Battered sectors in the waiting lounge 

For other sectors, in particular energy, banks, aerospace 

and tourism the points of entry are naturally attractive but 

the outlook is still very uncertain and probably better 

played on the bond rather than on the equity side. .  

 

After experiencing an early summer recovery, stocks in 

those sectors have faltered as rising Covid cases have 

increased market participants’ fear of a second wave of 

lockdowns. We wager that some recovery in valuations in 

these dividend yielders will likely come about in a few 

months should the prospect of pandemic linked 

lockdowns fade from view.  

 

This could set about another phase of equity performance 

and create an underlying push higher for overall indices. 

However, it feels to us that we are early in the day to get 

interested in these sectors. We would indeed need to get 

some validation on the sanitary front first before adding 

equity risk purely on that basis.  

European equities – too much value, not enough 

growth 

Performance in European equities has been mixed year to 

date to say the least as investors have looked to the US 

for tech growth and to China for overall growth. Recent 

trends are showing a gradual disappearance of value 

based strategies towards a hunt for innovation sectors 

away from pure tech.  

 

This could benefit European stocks in time but, again, 

performance will likely lag that of the US and China for 

some time as the continent reels from the effects of the 

economic contraction caused by the Spring lockdowns. 

The growth to value rotation seems likely to remain a 

theme for the future. 

M&A and IPOs: activity rises 

It would have taken a lot of imagination at the start of April 

to call a revival in M&A activity. To date, the announced 

transactions remain focused on a few sectors, notably 

tech and healthcare but we are seeing consolidation 

attempts at the other end of the scale too – Spanish banks 

and French utilities - even if these transactions are more 

anecdotal. 

 

As the chart above shows, there is a lot to catch up on 

and the year-end could prove lively as the combination of 

depressed valuations in certain sectors as well as the 

availability of cheap Central Bank liquidity are prone to fuel 

a consolidation wave.  

M&A has a lots to catch up on (USDtrn) 
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IPOs – mostly in tech – have been a feature over the last 

few months with 239 transactions so far on the US stock 

market, up 40% yoy with tech taking the front stage. 

Parallels are being drawn with the 2000 .com bubble. 

However; at this stage, we see little cause for concern 

given that the pace is still well below the 480 IPOs that 

took place on the US stock market in 1999, in what was 

arguably a less cash generative environment for 

technology companies.  

IPO volumes in the US market 
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Commodities 

After the April shock, the oil market has normalized but not without tensions coming through Opec + on the 

perennially vexing issue of quota compliance. Support for the oil price is still heavily demand dependent 

and, after missing the start of the US driving season, we struggle to see how the barrel could break north of 

the USD35-45p.b. price range it has evolved in over the past four months. Gold and silver are retreating 

from their summer peaks, suggesting a higher correlation with risk assets and with each other. Distinction 

of final usage should play for silver in an industrial recovery. 

 

Oil: range bound and volatile 

It seems like a lifetime ago when oil contracts were trading 

in negative territory on a historical supply glut. The return 

of production discipline in Opec+ looks to have worked 

even if problems remain on the quota compliance front. Oil 

prices will continue to remain fragile in our view until the 

prospect of lockdowns had been fully removed. Until then 

and according to our scenario for the next months, oil 

prices are unlikely to naturally break their trading range 

upwards but rather remain liable to visit the lower 

boundary of the USD35-45p.b. corridor. 

 

As long as prices remain in that range, a lot of US shale 

companies and E&P groups should be able to generate 

cash flow. This could in turn help performance within the 

US high yield sector where the weakest names have been 

wiped out in the second quarter. 

 

The next Opec meeting scheduled for 30 November will be 

likely charged in expectations for additional production 

cuts after the oil producing countries decided to leave 

quotas unchanged in their last meeting. Iraq in particular 

pledged to pump below their quotas until end of 

December.  

Commodity price panorama 
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Base metals: off the highs 

Stockpiles and production curtailments have sent base 

metal prices to highs not seen since the metal boom of 

2010-15. As tension continues to weigh negatively on 

supply, rising demand from a bouncing Chinese economy 

could make this bonanza durable for miners. This in turn is 

unlikely to help manufacturers, which may have trouble to 

pass the price increases to battered consumers, 

particularly in Western economies. 

 

At this point, it remains to be seen whether the excesses 

from the past have been truly learnt by the mining industry 

with a rise in capacity likely over the next few months. We 

believe however that enough managements currently in 

charge still have searing memories from the crisis that 

befell the sector in 2015-16 and that the industry will thus 

hold back a little on capex. 

 

This in turn continues to support the technical picture for 

base metals and provides a princing floor to potential 

down moves.  
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Precious metals: gold moving lower 

This year has been one of positive performance for Gold 

with the precious metal returning 25% year to date and 

reaching an all-time high early August. Even in the context 

of rising infection rates and with potential economic 

lockdowns looming, there is likely more downside than 

upside in the short term from current elevated price levels. 

Should economic conditions ease further and in the 

absence of meaningful inflationary pressures developing in 

the short term, gold price would likely ease back to their 

early pre-summer levels.  

Silver pull back in precious metals could be an opportunity 
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That said, such a pullback would be a good point of entry 

to build up or increase exposure slightly. The main reason 

lies in the large money printing exercise that was 

undertaken by governments and central banks, the long 

term effects of which are still unpredictable. 

 

Silver has followed Gold as per the usual correlation 

between the two metals and should thus ease off in the 

short term. Our expectations on the economic front would 

then likely provide a background for a stronger silver price 

resilience, given the metal’s use in industrial applications. 

The same goes for platinum and palladium, which are both 

correlated to industrial activity and in particular car 

manufacturing. Given their potential applications in fuel 

cells, both precious metals should benefit from a rise in 

demand over the longer term. 
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Currencies Market Expectations 

Major Currencies 

Q4-20 Q1-21 Q2-21 Q3-21 Q4-21

EURUSD 1.17   1.19          1.20          1.21          1.22          1.23          

EURCHF 1.08   1.08          1.09          1.09          1.10          1.12          

EURGBP 0.91   0.91          0.90          0.90          0.90          0.90          

EURJPY 124    125.0        126.0        126.0        127.0        131.0        

EURNOK 10.94 10.60        10.47        10.39        10.25        10.20        

USDCAD 1.33   1.32          1.31          1.30          1.30          1.28          

USDCHF 0.92   0.91          0.91          0.91          0.91          0.91          

USDJPY 105    105.0        105.0        106.0        105.0        105.5        

USDCNY 6.79   6.82          6.80          6.76          6.75          6.70          

GBPUSD 1.29   1.30          1.31          1.33          1.34          1.34          

NZDUSD 0.66   0.66          0.67          0.68          0.68          0.69          

AUDUSD 0.72   0.73          0.73          0.74          0.74          0.75           

 

Other Currencies 

Q4-20 Q1-21 Q2-21 Q3-21 Q4-21

USDMXN 22.1   22.0          21.9          21.7          21.8          21.7          

USDBRL 5.61   5.3            5.2            5.2            5.1            5.0            

USDARS 76.2   81.0          88.9          90.0          101.0        104.0        

USDTRY 7.72   7.7            7.7            7.8            7.9            8.0            

USDILS 3.43   3.4            3.4            3.4            3.4            3.3            

USDHKD 7.75   7.8            7.8            7.8            7.8            7.8            

USDINR 73.8   73.8          73.7          73.5          73.2          73.0          

USDRUB 77.6   73.6          72.2          72.0          72.0          72.1          

USDPLN 3.87   3.7            3.7            3.6            3.6            3.6             

The table above provides an overview of market forecasts for major currencies. It is composed of dozens of individual forecast 

providers and delivers a consensus forecast. These consensus forecasts represent a median number and all forecasts 

evaluated correspond to calendar quarter-end dates.  
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Market Performances 

Name QTD * YTD 2019 2018 2017 2016 2015

Dollar 3m Total Return 0.1% 1.0% 2.5% 2.4% 1.1% 0.6% 0.2%

Euro 3m Total Return -0.1% -0.3% -0.4% -0.4% -0.4% -0.2% -0.1%

US 3-5 0.2% 6.2% 5.3% 1.5% 1.0% 1.3% 1.6%

Eurozone 3-5 0.5% 0.9% 1.9% 0.1% 0.1% 1.5% 1.8%

US 7-10 0.3% 11.4% 8.5% 0.9% 2.6% 0.8% 1.7%

Eurozone 7-10 1.4% 3.3% 6.7% 1.4% 1.3% 3.5% 2.1%

USD Corp  1-5 0.9% 4.2% 7.0% 1.0% 2.6% 2.9% 1.2%

EUR Corp 1-5 1.3% 0.1% 2.8% -0.5% 1.2% 2.6% 0.6%

USD Corp 5-10 1.8% 7.2% 14.3% -1.7% 5.6% 5.6% 0.9%

EUR Corp 7-10 2.7% 1.4% 10.9% -2.4% 4.2% 7.0% -1.5%

USD Corp 1-5 4.4% -0.2% 13.9% -1.8% 7.0% 16.5% -4.5%

EUR Corp 1-5 2.6% -2.7% 11.3% -3.8% 6.9% 9.1% 1.0%

USD Corp 5-10 1.8% -7.9% 9.1% -1.9% 7.6% 7.3% 1.8%

EUR Corp 5-10 2.6% -3.0% 13.2% -4.4% 8.0% 10.8% 0.4%

Hard currency 2.4% 1.9% 13.1% -2.5% 8.2% 9.9% 1.3%

Local currency 1.8% -1.6% 9.5% -3.4% 14.3% 5.9% -10.4%

Chinese Yuan 2.5% 3.6% 2.8% 3.0% 5.0% -4.7% 3.6%

S&P Leverage Loan Index 4.1% -0.7% 8.6% 0.4% 4.1% 10.2% -0.7%

Global Convertible 6.1% 10.7% 18.2% -1.2% 7.2% 4.6% -0.8%

North America 9% 6% 29% -6% 19% 9% -1%

Europe 0% -14% 22% -13% 7% 0% 5%

Japan 4% -5% 16% -17% 18% -3% 8%

Asia Pacific 8% 0% 16% -16% 29% 2% -4%

Developed Markets 8% 0% 25% -10% 20% 5% -3%

China 9% 6% 38% -21% 32% -7% -7%

Latin America -2% -37% 14% -9% 21% 28% -33%

Emerging Markets 9% -3% 15% -17% 34% 9% -17%

HFRX Alternative 3% 2% 9% -7% 6% 3% -4%

VIX -13% 91% -46% 130% -21% -23% -5%

G7 Currency Volatility 9% 40% -34% 21% -36% 22% -6%

DJ Global Commodity 9% -12% 5% -13% 1% 11% -25%

Gold 6% 24% 18% -2% 14% 8% -10%

Industrial metals 11% 1% 5% -21% 28% 20% -27%

Agriculture index 12% -4% 0% -13% -12% 2% -16%

WTI Oil 2% -34% 34% -25% 12% 45% -30%

Dollar Index -4% -3% 0% 4% -10% 4% 9%

EM Currency Index 0% -11% -1% -11% 6% 0% -16%

Euro 4% 5% -2% -4% 14% -3% -10%

British Pounds 4% -3% 4% -6% 10% -16% -5%

Swiss Francs 3% 5% 1% -1% 5% -2% -1%

Japanese Yen 2% 3% 1% 3% 4% 3% 0%

Chinese Yuan 4% 3% -1% -5% 7% -7% -4%

* Last quarter

** Year to date

Government bonds

Corporate bonds IG

Corporate bonds HY

EM bonds (in $)

Currencies

(vs. $)

Other investments

Equities

Others

Cash
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Geographical Presence 

CBH is present in Geneva, Zurich, London, Luxembourg, Israel, Hong Kong and Bahamas. Due to its 

international exposure, it is under the consolidated supervision of the FINMA in Switzerland and its affiliated 

companies are supervised by the CSSF in Luxembourg, the FCA in the United Kingdom, the Central Bank 

of Bahamas, the SFC in Hong Kong and the CVM in Brazil. 
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Disclaimer 

This publication is for information purpose only and does not 

constitute any offer, inducement, and recommendation by 

CBH Compagnie Bancaire Helvétique SA or any other 

members of its group. Particularly, this publication does not 

constitute a prospectus, and the published information is not 

to be understood to be an offer of sale of any securities or an 

investment proposal of any kind.  

It is general information based on proprietary knowledge, 

information furnished by third parties, and publicly accessible 

sources. It is not solely the result of independent financial 

research, therefore the legal requirements regarding the 

independence of financial research do not apply. The 

information and opinions expressed in this publication were 

published by CBH Compagnie Bancaire Helvétique SA, as of 

the date of writing and are subject to change without notice, 

in particular any prices indicated are current as of the date of 

this publication, and are also subject to change without 

notice. 

Investments in the asset classes mentioned in this publication 

may not be suitable for all recipients and may not be available 

in all countries. This publication is not directed to, or intended 

for distribution to or use by, any person or entity who is a 

citizen or resident of, or located in, any locality, state, country 

or other jurisdiction where such distribution, publication, 

availability or use would be contrary to law or regulation. This 

publication has been prepared without taking account of the 

objectives, financial situation or needs of any particular 

investor. Before entering into any transaction, investors 

should consider the suitability of the transaction to individual 

circumstances and objectives. Professional advice, including 

tax advice, should be sought if investors are in doubt. The 

value of investments and the income from them may fall as 

well as rise and is not guaranteed, therefore they may not get 

back the original amount invested; the value of an investment 

may fall suddenly and substantially; past performance is not a 

guide to future performance; and levels and basis of, and 

reliefs from, taxation may change from time to time. Changes 

in foreign exchange rates may have an adverse effect on the 

price, value or income of an investment. 

No representation is made with respect to the accuracy and 

completeness of this publication, and this publication should 

not be relied on.  Possible errors or incompleteness of the 

information contained in this publication do not constitute 

grounds for liability.  Neither Compagnie Bancaire Helvétique 

SA nor any other members of its group are liable for the 

information contained in this publication. 

This publication may only be distributed in countries where its 

distribution is legally permitted by CBH's local entities. This 

publication is not directed to any person in any jurisdiction 

where (by reason of that person’s nationality, residence or 

otherwise) such publications are prohibited. 

 

 

 

 

 

Important Distribution Information 

Switzerland - This publication is distributed by CBH 

Compagnie Bancaire Helvétique SA, an authorized and 

regulated entity by the Swiss Financial Market Supervisory 

Authority FINMA in Switzerland. 

Bahamas - This publication is distributed to clients of CBH 

(Bahamas) Ltd. and is not intended for distribution to persons 

designated as a Bahamian citizen or resident for the purposes 

of the Bahamas Exchange Control Regulations and rules. 

Thus, it is only intended for persons who are designated or 

who are deemed non-residents.  

Hong-Kong – This publication is published by CBH 

Compagnie Bancaire Helvétique SA, and is distributed by 

CBH Asia Limited on its own behalf to its clients. CBH Asia 

Limited is a company licensed with the Hong Kong Securities 

and Futures Commission (SFC), and registered with the 

Mandatory Provident Fund Schemes Authority (MPFA) and the 

Hong Kong Confederation of Insurance Brokers (CIB).  

UK - This publication is distributed to clients of by CBH 

Europe Ltd., authorized and regulated in the United Kingdom 

by the Financial Conduct Authority [FRN 514546]. This 

document is intended for general information purposes, and 

not considered as investment research. For full information on 

CBH Europe Ltd. communications, please visit our website or 

speak to your relationship manager. 

United States - Neither this publication nor any copy thereof 

may be sent, taken into or distributed in the united states or to 

any us person. 

This publication may contain information obtained from third 

parties, including ratings, scoring measures, prices and other 

data. Reproduction and distribution of third-party content in 

any form is prohibited except with the prior written permission 

of the related third-party. Third-party content providers do not 

guarantee the accuracy, completeness, timeliness or 

availability of any information, including ratings, and are not 

responsible for any errors or omissions (negligent or 

otherwise), regardless of the cause, or for the results obtained 

from the use of such content. Third-party content providers 

give no express or implied warranties, including, but not 

limited to, any warranties of merchantability or fitness for a 

particular purpose or use. Third-party content providers shall 

not be liable for any direct, indirect, incidental, exemplary, 

compensatory, punitive, special or consequential damages, 

costs, expenses, legal fees, or losses (including lost income or 

profits and opportunity costs) in connection with any use of 

their content, including ratings. Credit ratings are statements 

of opinions and are not statements of fact or 

recommendations to purchase, hold or sell securities. They do 

not address the market value of securities or the suitability of 

securities for investment purposes, and should not be relied 

on as investment advice. 

Copyright and database rights protection exists in this 

publication and it may not be reproduced, distributed or 

published by any person for any purpose without the prior 

express consent of CBH Compagnie Bancaire Helvétique SA. 

All rights are reserved. 
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