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Foreword

If you are looking at the election, you might be looking 
in the wrong place. 

Dear reader,

This note was written mid-day on 3 November, just a 
few hours before the US presidential election result. 
Naturally, we were tempted to delay, to get a clearer 
view of the earth-shattering events surrounding 
the world’s biggest economy and longest standing 
democracy. However, we decided to consider that 
the US presidential election could be inconclusive 
even for a couple of days and that while it makes 
for a great story, in terms of asset management the 
election matters less than first appears.

There are three factors investors should be focusing 
on: The effects of the second Covid-19 wave and of 
renewed lockdowns in Europe which will certainty 
bring both output and earnings downgrades, 
especially in the service sector. Delays in the US fiscal 
stimulus and the Fed’s reluctance to proceed with 
more QE could have a significant impact on both Wall 
Street and Main Street. 

The fact of the matter is that a virus which doesn’t 
understand the delicacies of neither electoral nor 
economic cycles, nor fiscal stimuli has ravaged the 
global economy faster than anything since WWII. 
Our whole economic case right now rests on a return 
to normality after the summer of 2021. Missing 
this timeline could have a significant impact on 
unemployment, output and of course risk assets, 
which could at any point see the balance shift from 

favourable financial conditions caused by Central 
Banks and Governments towards the dismal 
economic fundamentals underlying many regions. 

Who can empower consumers matters more than 
who lives at the White House. Voters are already 
weary after 20 years of stagnated incomes. 
Unemployment is bound to rise, and companies 
which haven’t really expanded organically for over 
a decade are reluctant to invest, and government 
debt levels are at historical highs. Lacking the ability 
for discretionary spending consumers have turned 
to politics. A survey by the University of Michigan 
suggested consumer optimism is strongly linked 
to political inclinations. Republican consumers felt 
increasingly pessimistic about their future as a Biden 
presidency seemed more likely and vice versa. The 
same patterns emerged this side of the Atlantic 
during the Brexit referendum.

But this sort of “partisan consumption” suggests 
broad-based disappointment to such an extent that 
no election can in and of itself heal. The world is in 
desperate search of new growth models and new 
technologies, investors need to successfully navigate 
through shifting paradigms for risk assets. More than 
ever, this is a time for asset managers to put on their 
thinking hats and for clients to reach out to financial 
planners for navigational advice.

George Lagarias
Chief Economist, UK
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Market performance - in a nutshell
The month in review

End of month lockdowns pull equity markets lower.

Equity markets generally fell in October, with 
Emerging Markets providing the notable exception 
as a pocket of growth rising +1.8% in Sterling terms. 
Of the major developed markets, European equities 
were the biggest fallers, down -6.0% for the month 
in Sterling terms. IT and Healthcare were the largest 
detractors in Europe, whilst Financials were the 
only sector to see growth. UK equities fell -4.7%, 
dragging down the year-to-date performance to 
-24.0%. The British Pound Sterling was slightly up 
against its main trade partners including the Euro 
(+0.9%) and the Dollar (+0.2%), but fell against the 
Yen (-0.6%). In the US the two worst sectors were 
Housebuilders and IT, whilst defensive sectors fared 
slightly better and Utilities were the best performing 
sector. Valuations in the US remain elevated relative 
to historical figures and positive sentiment on a 
vaccine could drive a more significant rotation 
towards cheaper stocks. Value investors are hoping 
for a strong democratic election win as this could 
clear the path for major stimulus packages. Before 
lockdowns were announced there was a slight 
steepening of government bond yield curves, this is 
typically a positive event for value stocks as a steeper 
yield curve pushes investors towards firms able to 

generate strong cash flows now rather than placing 
greater emphasis on future earnings of growth-style 
companies.

Japanese equities were some of the best performing 
developed market equities on a relative basis, falling 
-2.3% in Sterling terms. US equities fell a similar 
level, -2.9% in Sterling terms but only -2.7% in local 
currency terms. Globally, all sectors were negative 
except  Utilities and Telecomms were the best 
performing sectors, with IT and Energy the worst hit 
sectors. Global equities fell -3.3% in Sterling terms. 
Europe’s uptick in cases has led to the UK, France 
and Germany all implementing national lockdowns 
towards the end of the month, with Italy announcing 
intentions to follow suit at the start of November. 
Government yields rose slightly in October. The UK 
10-year rose +3.3 basis points to 0.26% whilst the 
US 10-year rose +19.0 basis points to 0.87%. The 
German 10-year fell -10.5 basis points to -0.63%. In 
credit markets, US yields fell in junk debt (rated BB or 
below) but rose in investment grade. Gold fell -0.6% 
for the month to $1,884.8 and Oil fell back -11.2%, 
now down -40% for the year at just $34.3 faced with 
a global slowdown in Q4.

Basic asset classes

Source: Mazars Calculations, from 30/09/2020 to 31/10/2020
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Asset allocation

The 11-year global economic and financial expansion cycle has 
come to an end, the result of a rare “Black Swan” event, a global 
pandemic. 

Economic data sharply deteriorated throughout 
March, April and May as a result of an unprecedented 
global lockdown. From June onwards we saw a 
meaningful rebound in economic activity as global 
economies reopened, albeit against a backdrop of 
deteriorating virus data. The data suggests that from 
September onwards the rebound has been petering .

A week before this newsletter was put together, 
France, Germany, the UK and other European 
countries were entering renewed national 
lockdowns. This development was not expected 
even as late as the beginning of October. While 
softer on retail and more regional in nature, they will 
in all certainty result in significant GDP losses and 
further earnings downgrades. Markets didn’t react 
too negatively, losing only 5% or so in value, however 
volatility could yet remain elevated. 

Government and central banks continue to support 
economies and markets with unprecedented 
fiscal and monetary stimulus and policy makers 
suggested they are willing to go the extra mile in 
terms of stimulus, until vaccines are approved and 
distributed. 

In the face of these developments, our investment 
committee decided to keep broad positioning 
unchanged and trust in the long-term properties 
of asset allocation. However, we have increased 
weighting in passive global stocks, to reduce the cost 
of portfolios in light of projected sluggish investment 
growth. We remain broadly neutral on equities and 
underweight bonds. 

Asset allocation based on the Mazars 
Balanced Portfolio as of 3 November 
2020
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Risks ahead

Global economic growth faltered at the swiftest pace since WWII. 
Over the short-term, Covid-19 has had a significant impact on both 
economic fundamentals and market sentiment, while adding to de-
globalisation pressures. 

Markets’ focus has primarily fixed on quantitative 
easing, with investors convinced that central bank 
risk suppression will is potent enough to weather the 
economic storm. However, we wonder whether that 
is actually the case over the long term.  

Global bond yields are likely to remain supressed for 
some time with the Fed effectively removing its 2% 
inflation target. But  now companies find themselves 
with weaker balance sheets. Any inability to raise new 
debt or refinance old debts, in the face of a stoppage 
of operational cash flows, could prove devastating for 
companies teetering at the edge of the investment 
grade spectrum. In the US, apart from the recession, 
investors are now worried about election result and 
the prospect of a tumultuous transfer of power, or 
the possibility of more divided government, as well 
as illiquidity in the short-term debt market. In the 
UK, we are seeing a record-drop in aggregate output, 
compounded by pressures of a potential hard Brexit 
at year’s end.  In China, investors will be looking 
closely to assess the pace of the recovery, to make 
sure that growth doesn’t falter again. 

We feel that short-term systemic risks are 
dominating and that longer term risks are building 
up.  Even more liquidity may be needed. We need 
to wait for further clarity, as the world is currently 
in flux, before assessing the damage and further 
consequences of this new crisis.

Global indices react negatively  
to renewed lockdowns 
MSCI World

Global indices lost an average of around 5% on renewed 
lockdowns in Europe

Defensive sectors perform better
Sterling returns for global sectors,  
23-28 October 2020

Defensive sector outperformance suggested that the downturn 
was broad-based 

Charts Source: Mazars Calculations
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Macroeconomic backdrop
Global

For the period, global stocks fell by 3.1% (3.3% in Sterling). The 
highest performing sectors were Utilities and Telecoms while the 
worst performers were Energy and IT. Equities were trading at 
22.49x times forward earnings, 42.3% above long-term average. 
Gold fell 0.4% and oil prices fell 11%. 

Q2 global aggregate economic contracted at the 
fastest pace in recent recorded history while early 
Q3 GDP data suggested the world was recovering 
at a pace slightly ahead of prediction. Having said 
that, the rebound is uneven and unsynchronised with 
regions performing very differently depending on 
local policy responses and regional idiosyncrasies 
which favour the virus spreading. Global trading 
conditions are weaker, with the downturn affecting 
the services sector more than manufacturing. 
Inflation had shown sings of resurgence in August 
and September, but October data indicate renewed 
downward pressures as Covid-19 hamstringing 
output. Employment conditions remained tepid and 
still largely depending on policy. Renewed lockdowns 
in Europe should continue to have an outsized 
impact on services, but relative stability in China is 
good news for global supply chains. 

Outlook: Renewed lockdowns in October were not 
anticipated and they are certain to lead to projected 
GDP and corporate earnings downgrades. Whether 
this leads to a rerating of global stocks rests solely on 
monetary and fiscal policy news flow. Over the longer 
term we expect growth to return to its pre pandemic 
levels, but we believe that if the pandemic persists, 
output conditions will be uncertain, and consumers 
will continue to lose confidence.

Valuations remain expensive 
Forward price/earnings ratios

Economic activity has rebounded somewhat, but it doesn’t seem 
to be picking up significant momentum.

Rebound was losing steam even before 
lockdowns 
City economic surprises index

The global economic momentum seems to be petering out

Charts Source: Mazars Calculations
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Macroeconomic backdrop
UK

The FTSE 100 fell to its worst monthly performance since  
the beginning of the Covid-19 pandemic in March. 

UK stocks sold off -4.7% in October, taking the 
yearly return down to -24.0%. Healthcare was the 
worst performing sector, whilst Financials was the 
best performing UK sector. UK stocks are trading at 
18.20x forward earnings, at a discount of 19% to the 
MSCI World. The 10 year Gilt yield rose +3.3 basis 
points to 0.262%

Markets sold off due to rising Covid-19 cases, and a 
raft of new restrictions. Earnings data for UK banks 
came in stronger than expected and has led to some 
banks lobbying the regulator to remove dividend 
payment restrictions. Meanwhile Astrazeneca, 
the UK’s largest company and one of the headline 
companies working on a coronavirus vaccine fell on 
news that they were selling a cardiac illness drugs to 
Cheplapharm. UK GDP grew by less than expected 
in the month of August data released in October 
showed. The economy grew 2.1% month-on-month 
meaning the economy is still 9.2% below its pre-
pandemic peak. On a more positive note, retail sales 
grew more than expected in September, up 1.5% on 
the month. Internet sales now total £2.0 billion a 
week a 53.0% rise on the year. 

Outlook: As Covid-19 cases begin to rise, and 
England announces an initial four-week lockdown 
the outlook for the economy worsened in October. 
Focus will turn to the Bank of England’s Monetary 
Policy Committee. Whilst monetary policy cannot 
prevent the slowdown caused by lockdowns, 
investors will hope for some support from Central 
Banks.

Rising UK unemployment
Unemployment measures %

The Institute for Public Policy Research has urged the government 
to focus investment in further education to help workers made 
redundant during the pandemic to retrain. Funding for adult 
education has fallen over 45% in the last decade.

Consumer credit falls to negative 
UK consumer credit GBP billions

UK Consumer Credit fell back into contractionary territory at -£0.6 
billion in September, reversing two months of expansion. In the 
face of weakening consumer demand, even before lockdowns, this 
might encourage the Bank of England into further monetary policy 
action.

Charts Source: Mazars Calculations, Refinitiv Datastream
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Macroeconomic backdrop
US

For the period, US stocks fell by 2.7% (2.9% in Sterling). The highest 
performing sectors were Utilities and Telecoms while the worst 
performers were IT and Energy. 

Equities were trading at 23.78x times forward 
earnings, 42.4% above long-term average and 5.7% 
above the MSCI World. 10y bonds rose 19 basis 
points at 0.874%.

The US economy is slowing precipitously and entered 
a recession, losing 5% on an annualised basis in Q1, 
down almost 10% year-on-year after Q2 and 2.9% 
after Q3. Nevertheless data improved somewhat 
in the past few months.  Unemployment improved, 
from 14% to 7.9%. Inflation is still tame, but a lack of 
demand hasn’t pushed prices down with the supply 
chain suffering from Covid-related disruptions.  
Consumers and businesses appear to have a 
modicum of optimism about the future. For Q3, S&P 
500 earnings are expected to drop 21% on a year-
on-year basis. 

As a result, the central bank continued to print a 
record amount of money and shed its long standing 
2% inflation goal.                     

Outlook: The US economy is slowing at a rate 
commensurate to that of the rest of the world and is 
additionally hamstrung by supply chain disruptions. 
However as the Fed remains dovish, the outlook 
for US assets, which feature very high ROE (return 
on equity) companies, continues to remain upbeat 
relative to the rest of the world. 

The emergence of the partisan 
consumer 
US consumer optimism by politial affiliation

Consumers optimism is affected by partisan politics

GDP down -2.9% YoY 
US GDP -2.9% YoY, +33% QoQ SAAR (+8.4% QoQ) 

The S&P 500 is still near all-time highs despite  
a retrenchment near the end of September
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Macroeconomic backdrop
Europe

In September European stocks fell by -5.2%. The only positive sector 
was Financials, with IT and Healthcare experiencing the largest sell-
offs. 10Y Bund yields fell -11 basis points to -0.627%.

Markets sold off at the back end of October with 
European economies once again shutting down in 
an attempt to control a second wave of Covid-19. 
German equities were worst hit, although this is 
influenced by the fact they experienced the biggest 
recovery rally from the market lows in March.

Preliminary Purchasing Managers’ Indices (PMIs) 
suggest that in October the rapid deterioration in 
the services sector overwhelmed acceleration in the 
manufacturing sector. Forward looking indicators 
have deteriorated as inflows of new business showed 
a renewed decline and business optimism slipped 
to the lowest since May. Germany has been a bright 
spot, with the composite PMI showing continued 
expansion at 54.5. Other areas are seeing the fastest 
decline since early-2013 (excluding the start of the 
Covid crisis).  EU leaders face various geo-political 
issues, disputed elections in neighbouring Belarus, 
the poisoning of Alexei Navalny, as well as simmering 
tensions between Greece and Turkey. Not to mention 
that Brexit negotiations appear to be going to the 
wire.

Outlook: Europe seems to be facing a perfect storm 
of geo-political issues but with limited ability of 
monetary or fiscal policies to help growth pick up 
following Covid. On a forward P/E basis it is also 
more expensive than all major regions aside from the 
US. We have moved underweight European equities 
as part of our move to having more of our Global 
equity exposure hedged.

Euro area general government budget 
balance 
% of GDP

The Covid-19 recession saw a large fiscal response which helped 
ease unemployment pressures. However this has seen a Euro Area 
budget deficit in Q2 equal to 11.6% of GDP.

Euro area equity indices 
Index 01/01 2020 = 100

Having seen the strongest recovery from the trough of the 
Covid-19 crisis, German equities have seen the largest sell-off  
on news of renewed lockdowns across the continent.

Charts Source: Mazars Calculations
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Macroeconomic backdrop
Japan and emerging markets

In October, Japanese stocks were down -2.3% while emerging 
market stocks rose by +1.8% in Sterling terms. Japanese and 
emerging market equities were trading at 21.1x and 17.6x times 
forward P/E respectively, higher than their long term averages. 

The Chinese economy advanced +4.9% year-on-
year (YoY) in Q3 2020, below forecasts of a +5.2% 
growth. Despite the lower-than-expected reading, 
there are signs the expansion is finally extending 
to consumption after a state-backed industrial 
recovery. Exports are up +9.9% YoY to an all-time 
high of USD 239.8 billion in September. Imports 
to China also jumped +13.2% YoY to an all-time 
high of USD 202.8 billion in September, far above 
market expectations of a +0.3% rise and following 
a -2.1% drop a month earlier. Manufacturing PMIs 
unexpectedly rose to 53.6 in October. Services PMI’s 
increased to 56.2 in October from 55.9 a month 
earlier, signalling the fastest growth in the service 
sector since October 2013. 

Exports from Japan declined by -4.9% YoY to JPY 
6.06 trillion in September, compared with a -14.8% 
slump a month earlier. Imports to Japan dropped 
by -17.2% YoY In September. This marked the 17th 
consecutive month of fall in inbound shipments. The 
manufacturing PMI came in higher at 48.7 in October 
compared to 47.7 in the previous month. Services 
PMI’s fell to 46.6 in October, down from 46.9 in the 
previous month. 

Outlook: As a significant drop in global demand for 
goods and tourism hits Asia due to Covid-19, the 
risks for Emerging Market economies have risen. 
These economies have experienced significant 
capital outflows, but according to the IMF, overall 
liquidity provisions have balanced the outflows.

China official GDP
The Chinese economy advanced +4.9% YoY  
in Q3 2020

The world’s second-largest economy reported third-quarter GDP 
growth of +4.9% from a year ago providing further evidence that 
its economy continues its recovery from the Covid-19 pandemic. 

Japanese trade
Both import and export trade suffered declines  
in September 2020

Japans imports and exports remained weak in September 2020 
as both domestic and overseas demand has been hit by Covid-19. 

Charts Source: Mazars Calculations
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Our themes



Monthly market blueprint Mazars 13

Macro theme 1
Covid-19

After 21 February, when it became apparent that Covid-19 was 
developing quickly outside of China, markets followed the “virus 
narrative”. 

Traders and longer-term investors who have, for a 
decade, been conditioned to respond directly and 
primarily to central bank stimulus, began to focus on 
the $3tn and the €1.35tn of new money added to the 
markets this year by the Federal Reserve and the ECB 
respectively. Unsurprisingly, the financial and media 
narrative began to follow the stock market rebound, 
and investors started focusing on a more hopeful 
future. Both US and global stocks are near pre-Covid 
levels. More importantly, they are all trading at very 
high valuations versus projected 12m earnings, which 
suggests that traders are dismissing the Covid-19 
related earnings drop and focusing on life after. 

Although there has been recent movement in 
developing a widespread Covid-19 vaccination, 
there is still no indication as to its completion. 
The European Medicines Agency has started the 
first ‘rolling review’ of the Covid-19 vaccine being 
developed by AstraZeneca and the University of 
Oxford. However, much of the evidence supporting 
the vaccine’s safety and effectiveness are yet to be 
submitted. Additionally, if and when a vaccine does 
become available, the likelihood is that only those 
most at risk will receive it. For example, in the UK, 
the head of the vaccine task force has suggested 
that less than 50% of the population will receive the 
vaccine, with priority given to those over 50 years 
old, as well as health and care home workers.

European cities such as Paris and Madrid imposed 
stricter lockdown rules in October and the UK 
has now joined the list by declaring a month long 
lockdown in November. Increased pandemic 
restrictions have triggered a flurry of downgrades 
to economic growth forecasts as restrictions on 
activity threaten the recovery. The bloc sank into its 
third consecutive month of deflation in October, with 
consumer prices slipping -0.3% year on year. 

The jobs hit of the crisis has been 10 times larger 
than the first few months of the Great Recession 
in 2008. According to the OECD, a second wave 
of the novel coronavirus around the world could 
leave 80 million people out of work in the world’s 
developed nations. The eurozone’s five-month 
labour market recovery also abruptly ended in 
September, with jobless numbers rising by 75,000. 
In the UK, the furlough scheme has been extended 
to cover those who will be out of work during the new 
lockdown. However, sectors such as tourism, travel, 
entertainment, restaurants and accommodation 
are unlikely to return to normal unless vaccine or 
treatment is widely available.

A positive narrative is necessary for consumers and 
investors to have confidence. Exogenous events are 
not, however, affected by this narrative. 

Global Covid-19 cases and deaths
Thousands, seven-day moving averages

As several countries are experiencing a second wave of Covid-19 
cases, the global death toll has now crossed 1.1 million. 

Charts Source: Mazars Calculations
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Macro theme 2
What’s been driving Sterling volatility?

Sterling mostly moved sideways in October. Sterling traded around 
the US $1.30 mark as early Brexit tensions in October gave way to 
anticipation of the US election.

In the final week of the month Sterling rose against 
the Euro but fell against the Dollar to  €1.11 and 
US $1.29. This was driven by two factors, the first 
has been clarification of mixed messaging coming 
from the Bank of England. Over the last few months 
Andrew Bailey, Governor of the Bank of England, 
has described negative rates as, ‘in the toolbox’. 
Then at a Monetary Policy Committee meeting the 
Bank said there was ‘structured engagement on 
the operation considerations’ of how negative rates 
could be implemented in practice. All else equal, 
a cut in interest rates in an economy lowers to the 
incentive to invest there. This in turn drives the flow 
of international capital markets, when a country 
cuts their policy rate this typically causes a sell-off 
in their currency. The result of the Bank of England’s 
signalling that negative rates were possible was a 
drag on Sterling, as investors became more fearful  
of a seemingly ever more likely cut, they lowered 
their valuation of Sterling. When Andrew Bailey 
clarified that a move to negative rates was unlikely, 
followed by the Deputy Governor’s comments that 
they were not ‘imminent’, Sterling rallied by 1.4% 
against the US Dollar.

Volatility could be elevated in November against 
the Dollar as markets settle following an extremely 
divisive US election in which a record turnout 
also saw record numbers of votes arriving before 
election day. As markets figure out what the 
new administration will target, volatility is a near 
certainty.

Positive news has come from both British and 
European camps surrounding a deal. Although the 
October Summit passed without progress, sentiment 
remains positive for the time being. Investors appear 
more cautious than the last rally, and the consensus 
is for volatility in Sterling as markets price in the 
ever-changing likelihood of a Brexit deal.

Political uncertainty driving Sterling
Pound Sterling per US Dollar

Volatility in the currency pair has been subdued recently but will 
spike around major political events on both sides of the Atlantic 
such as the election and Brexit.

Euro to Sterling volatility exceeds Dollar
Euro per Pound Sterling

Euro to Sterling volatility has exceeded transatlantic levels since 
Biden is not anticipated to place to great an emphasis on a British 
trade deal and so the bulk of Brexit uncertainty trades in this 
currency pair.

Charts Source: Mazars Calculations, Refinitiv Datastream



Monthly market blueprint Mazars 15

Macro theme 3
Renewed lockdowns hamstring the recovery

In early October, the International Monetary Fund updated 
its projections for global output growth.

According to the international organisation near-
term growth for the world had improved after better 
performance in the summer, raising projections for 
global growth from -5.2% to -4.4% for 2020 and 
keeping 2021 roughly the same at 5.2%. 

The Chief Economist of the fund said that “Data 
suggests that economies have started to recover 
faster than anticipated”, citing better than expected 
data out of China and the effects of fiscal and 
monetary responses. 

However no sooner did the fund suggest that 
“the worst is over” than virus loads picked up at a 
spectacular pace in Europe, forcing France, Germany 
and the UK into previously unexpected national 
lockdowns. 

These lockdowns are bound to cause a downward 
rerating in both output (GDP) and earnings 
projections for major economies. 

A seasonal resumption of Covid-19 in the US could 
also further hamstring the recovery, even if a national 
lockdown in the US is not on the table.

The question is whether this pick up in viral loads 
will create enough disruption to lead to significant 
downgrades that will affect portfolios over the longer 
term. 

We believe disruption will depend upon policy 
responses and the ability of pharmaceutical 
companies to produce, approve, and distribute 
potent vaccines by end of January. If markets see 
that policy responses manage to stave off mass 
bankruptcies, and very high unemployment, and that 
vaccines are reliably in the pipeline, then we do not 
anticipate longer term disruptions for portfolios. 

GDP projected to remain stable in the 
last quarter
Bloomberg-compiled GDP projections 

Global GDP projections

“Reratings will depend upon 
policy responses and the 
availability of vaccines”
George Lagarias, Chief Economist

Charts Source: Mazars Calculations, Refinitiv Datastream
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Equity spotlight
Recent market falls

Equities have seen a significant sell-off in the last few weeks.

In particular Tech stocks have faced significant 
losses pre-election with Apple, Facebook and 
Amazon down -5.4%, -7.6% and -5.3% respectively 
since 23 October, with Alphabet (Google) bucking 
the trend. This has been despite all companies 
disclosing quarterly results that showed revenues 
climbing faster than Wall Street had been expecting 
in the three months to September.

There appear to be two reasons for the sell-off:

1. concerns are growing about the resurgence in 
Covid-19 cases globally, with lockdowns being  
re-imposed; and

2. there does seem to be an element of people 
simply taking profits on positions that have 

performed remarkably well year-to-date given  
the crisis. 

The profit taking reason actually makes more sense 
given some of the companies that have generally 
benefitted from lockdowns have sold off the most, 
when in fact they arguably stand to gain from further 
lockdowns - think of Amazon where sales have 
jumped as consumers have dramatically switched 
to making purchases online. Certainly the sell-of in 
US equities does not appear to be based on current 
earnings, with 86% of firms which have so far 
reported beating expectations, which is certainly no 
worse than usual. 

Recent tech stock returns
% total return

Charts Source: Mazars 
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Equity spotlight
Tech earnings dispersion

As some (Apple, Amazon, Google, Facebook) of the big tech CEOs 
answered questions surrounding competition and regulation, the 
group’s earnings each beat expectations. 

Against the backdrop of the worst ever quarterly fall 
in US GDP this is all the more impressive. Big tech 
companies hold the top five spots of the S&P 500 
index and account for the largest share of the index 
since the 1980s. 

Amazon and Facebook were two of the clear winners 
during earnings season. Amazon reported diluted 
earnings per share (EPS) of $10.30 per share, 
analysts were only expecting $1.46, after tax profits 
at the online retailer doubled to $5.2bn. Facebook 
posted results of $1.80 per share, almost double 
its value a year ago and beating EPS estimates by 
57%. Investors were concerned about the impact of 
the advertising boycott on Facebook, but revenue 
growth of 11% shows the firm isn’t overly reliant on 
any source of income. 

The table below helps show the strong performance 
of tech relative to other sectors. Accounting 
for Amazon being included within Consumer 
Discretionary only helps to further this rising 
inequality between tech and ‘the rest’.

What we are seeing is a polarising market, even in 
the best performing sectors for earnings, less than 
half of companies saw earnings grow. At -35.7% 
for Q2 2020 looks set to post the largest decline in 
blending earnings since Q4 2008. 

The graph below shows YTD performance of the 
entire S&P 500 market, against that of the top 5 on 
an equal weighted basis. Performance to March is 
fairly similar, but as consumers and investors have 
come to terms with the ‘new-normal’ it has been the 
big tech companies who have benefited the greatest. 
Another possible explanation for the rise in big tech 
has been the increased accessibility of speculation to 
the armchair investor. The rising inequality between 
the Big 5 and the S&P 500 coincides with the rising 
popularity of commission free trading platforms such 
as Robinhood where the Big 5 are often the most 
popularly traded stocks suggesting an increased role 
of amateur investors in the stock market rally. 

S&P earnings against estimates  
Q2 2020

US tech outperformance
Communication services and IT against composite 
index

Charts Source: Mazars Calculations, Factset, Refinitiv Datastream
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Gold and cash spotlight
Safe havens?

A lot of investors are asking whether we can still trust traditional 
safe havens, like gold or cash. The narrative behind these questions 
has some merit.

Gold is an asset that has no yield, next to no 
industrial use and only has the value we ascribe to it. 
In a world of modern finance it may be considered 
outdated by some and its value is increasingly 
subject to speculation after the introduction of gold 
ETCs.

Cash is still, and will always be, king, especially in a 
liquidity crises. But Cash has a negative real yield 
(0% return and positive inflation) and, in a world 
were fiat currencies come under question, it might 
be a more dangerous asset than previously believed. 

However, we still believe both assets have a place in 
portfolios for a number of reasons:

 • They both exhibit low correlations with traditional 
risk assets, which tend to increase in an age of 
quantitative easing. Low correlations are the 
foundation of portfolios. 

 • Gold’s value is behavioural, but that argument 
goes for most financial assets: Why pay 15-30x a 
company’s earnings, when we have visibility only 
over the next 2-3 years, for reasons other than 
trust? Why include bonds with assured negative 
real returns in a portfolio over the longer-term? 
Because behaviourally they are a safe haven. When 
inflation is up and trust in fiat currencies erodes, 
Gold is still considered a safe haven.

 • When volatility spikes, cash pots allow investors 
on drawdown to live on the cash and not sell 
assets in distress, but rather wait for mean 
reversion. With markets propped up by QE (the 
post-crash recovery was the shortest in market 
history) mean reversion (a return to previous 
trend) is more likely than it may appear after a few 
bad days for the stock market. 

Gold rises as real yields near zero
Gold spot prices, US real 10y yields

Charts Source: Refinitiv 
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More reading...

MAZARS WEALTH MANAGEMENT 
INVESTMENT NEWSLETTER
Spring 2020

Given the scale of fiscal and monetary interventions, the disruption to global 
trade, and the psychological impact on consumers, our view is that the effects 
of this pandemic could be significant and long lasting”

“
At our Investment Committee 
meeting in the first week of January 
we discussed amongst other things 
the heralded resolution of the trade 
war between the US and China, the 
fact that the US Federal Reserve 
was printing more money, and the 

renewed optimism that came from a stable government 
here in the UK. Cautious bullishness on risk assets was 
the tone of the meeting. Looking back at our discussion 
documents from that meeting, our ‘Wall of worry’ chart 
which details the things which we consider to be possibly 
obstructive to stock market gains, did not even mention 
coronavirus. In other words, we have experienced a true 
‘Black Swan’ event. Global stock markets fell by 20% 
over the first quarter (around 15% for a Sterling based 
investor) having lost as much as 32% by mid-March. Gold 
performed its role as a safe haven rising 12% in Sterling 
terms, whilst Gilts rose by over 6%.

Little can be written about the coronavirus pandemic 
which hasn’t already been read or heard before, nor does 
any of that content contain any meaningful analysis or 
certain information. At the time of writing data remains 
sparse and authorities around the world are working to a 
playbook where each page is written as we go along. But 
we can reasonably assume that this pandemic will pass, 
and that communities, countries, economies, and markets 
will return to something resembling normality. Therein 
lies the challenge for investment professionals: What 

sort of ‘normal’ will we get? Given the scale of fiscal and 
monetary interventions, the disruption to global trade, 
and the psychological impact on consumers, our view is 
that the effects of this pandemic could be significant and 
long lasting.

What then of markets, and how should we react as 
investors? Forecasting the short term movements of 
the market is difficult at any time, and at present almost 
impossible. However, the psychology of investing means 
that unless we simply want to revert to holding cash 
forever, the best strategy remains holding tight and 
waiting for a recovery. Whilst fear abounds it is tempting 
to try to sell risk assets with an intention to buy them 
back in the future at a lower price. This approach, 
however logical it may sound, is unlikely to be successful 
given that it relies upon a frightened seller becoming a 
reassured buyer at an even lower price when the news 
flow has deteriorated further.

At our April meeting the Investment Committee voted to 
retain our overweight positions in Gold and short term 
Government and Corporate debt, and no new asset class 
positions were initiated.

I hope you find this newsletter interesting and relevant to 
you, and I would very much welcome any feedback you 
may have. Please do feel free to get in touch with your 
thoughts either by phone on 020 7063 4259, or by email 
on david.baker@mazars.co.uk.

CORONAVIRUS: CRISIS OR SHOCK?
QUARTERLY ECONOMIC OUTLOOK  Q2 2020

Read our 
Investment Blog: 
http://blogs.
mazars.com/
uktrustedadvisers

• UK GDP data is released on Thursday. The economy is expected to have contracted
at an annualised rate of 9.4% in Q3. With much of the UK now in lockdown, it is
possible the UK will enter a ‘double-dip’ recession if the economy contracts across
Q4. GDP data is preceded by unemployment data on Tuesday. The extension of the
government furlough scheme should help to keep unemployment subdued even as
economic activity slows over the coming weeks.

• The Bank of England Monetary Policy Committee held the policy rate at 0.1%
despite inflation being below its 2% target. The Bank has announced a further £150
billion of Quantitative Easing, taking the total announced for 2020 to £875 billion.
This equates to almost £2.4 billion of bond purchases a day.

• Eurozone retail sales dropped more than expected, down 2% month-on-month in
September. The largest falls were in nations that re-entered lockdowns, such as
Belgium, France and Germany.

• Chinese export growth reached a near two-year high in October. Growth beat
expectation to rise 11.4% year-on-year. As a leading manufacturer of technology and
healthcare, the Chinese export industry has benefited from recent market trends.
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Global equities rallied last week with US stocks in particular posting their largest weekly gains since April as investors
reacted to the increased possibility of a divided government, with a potential Biden win and continued Republican control
of the Senate. In Sterling terms US stocks were up +5.6% while both UK and Global equities were up +6.0%. Japanese
equities closed the week at their highest level since 1991, up +4.7%, as the recently reported second-quarter earnings
season has delivered a number of strong results from Toyota and other big industrial names, indicating that Japanese
businesses have adapted well and quickly to tough conditions. European equities were the best performer in Sterling
terms, up +7.7%. Better than expected employment data in the US prompted selling of US Treasuries and sent yields
sharply higher, with the US 10-year ending the week at 0.819%. The UK 10-year Gilt yield ended the week at 0.274%. Oil
prices rose +2.1% to $38 a barrel. Gold gained +2.2% to $1,960.50 per Troy ounce.

all returns in GBP to Friday close

+6.0% +7.7% +6.0% -0.4%+5.6%
Japan StocksGlobal StocksUK Stocks US Stocks EU Stocks EM Stocks Gilts GBP/USD

+4.9% +4.7% +1.6%

Joe Biden’s emergence as the apparent winner of the US 
election has been the cause of alarm to certain UK 
observers who feel that this could impede a trade deal with 
the US. Despite the PM’s very quick congratulatory note to 
the incoming President, concerns have risen that a trade 
deal would not be as easy to achieve, given Boris 
Johnson’s lack of personal rapport with Mr. Biden. Frankly, 
we believe that particular argument to be a bit simplistic.
It is frankly not plausible that Mr. Biden, who will seek to 
restore global relationships, will seek to “punish” allies of 
the previous President. The “special relationship” goes far 
deeper than contemporary personal relationships, 
stretching into common ancestry, key alliances, language 
and culture. The United States has often built its global 
hegemony on the path trailblazed by Britain. It’s about the 
sharing of trade links, intelligence and a global visions. 
Acting as the doorway to Europe was only one – significant 
- way, in which that relationship bore fruit. 
As far as the trade deal itself is concerned, things are less 
complicated that they seem. 
Under Mr. Trump, an “America First” deal would be sought 
by the US, which already has a trade surplus with the UK 
and would reasonably seek to expand it, creating a bigger 
deficit for the UK. It would be quicker and simpler to 
achieve but, for all the headlines it would generate, it would 
not necessarily be a great outcome over the longer term. 
Under Mr. Biden, a multilateralist, it’s possible that a softer 
approach might be considered. The US has long sacrificed 
some growth for influence under previous Presidents to Mr. 
Trump. Mr. Johnson is not a fundamentalist, if anything he 
has proven to be extremely flexible.
Talks with the EU will probably now get back on track as 
the rules of the game coming January are known, and will 
revolve around a satisfactory solution for the Irish 
Republic. 
We believe that, insofar as Brexit does not threaten the 
Good Friday Agreement, a truly better deal is possible. In 
other words, some concessions by the UK to the EU might 
mean some concessions from the US to the UK. And that’s 
how multilateralism creates multiple opportunity sets not 
available to bilateralism. 

David Baker, CIO

US Manufacturing Activity significantly beat
consensus forecasts. The headline figure, 59.3,
was 3.5 points ahead of the forecasts and well
ahead of the expansion threshold at 50. New
orders and export orders were particularly strong in
the most recent report.

Despite promising to tackle the US trade deficit in
his first trip to Asia as president, the Trump
presidency failed to tackle the rising US trade
deficit, which rose to a 14-month high in August
and was stable in September at $63.9 billion.
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