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With this document, we are pleased to share
with you our views and investment recommendations for the third quarter of 2020.
In the midst of one of the most serious
health and economic crises in its history,
the world will have experienced an unprecedented situation this spring, the long-term
effects of which are hardly tangible. And
what’s more, it is far from being over.
So far, the pandemic has claimed nearly 600,000 lives and more than 14 million
people have been infected.
Having said that, the confusion at the
start of the epidemic episode gradually
gave way to relief thanks to the easing of
lockdown restrictions and the reopening of
the economy.
But caution remains the order of the day,
because as the number of new cases
recorded per day - peaking at 219,000 at
the time of writing - the rate of transmission is not slowing down even though the
number of patients tested is much higher
than at the start of the quarter. This goes to
show that the situation is not yet completely
under control.
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COVID-19 - monitoring
the pandemic worldwide
Europe
On the Old Continent, the situation is more
complicated, with a large majority of countries having opted for forced lockdown while
others have preferred collective immunity like
Sweden or a delayed lockdown like the United Kingdom. In the end, it is the countries
that have chosen to confine their populations
very early on that have reversed the growth
curve of cases more quickly. They only face
local clusters. Sweden, on the other hand,
seems to have reached its epidemic peak
while the United Kingdom is seeing a marked
increase in new cases.

United States

Currently, the situations vary from country to
country. But as in our previous editions, we
will focus here on the four biggest contributors to global economic growth: China,
Europe, the United States and India.

Chine
The COVID-19 crisis began in China at the
end of 2019. The country was the first to
be hit very hard. It is also the first to have
implemented forced lockdown and to have
shut down its economy. Unlike other countries, the figures released by China cannot
be relied on. Therefore, we will not even try
to analyse them.
However, we can see that the recovery in
activity is being confirmed across the country without the appearance of a massive
wave of new cases. While some parts of
Beijing have been locked down again, the
emergence of new local clusters seems to
be under control. Three months after the end
of lockdown, we currently see no signs of a
second wave.

The United States is the most affected country by coronavirus in absolute terms. The
situation is very different from state to state. It
is a scenario of great concern. Texas, Arizona, Florida and California, for example, have
seen the number of cases rapidly increase
over several weeks. For the first three, the
situation is explained by a very anticipated lifting of lockdown. It will therefore be
necessary to closely monitor the progress of
the virus in these states and watch for the
epidemic peak. California, for its part, locked
its population down very early, but the measures put in place were by no means strict.
The state also reopened early.

India
The situation in India is made more difficult
due to the fact that the medical infrastructure
is poorly developed and the government has
been slow to test its population. However,
the dynamics are clear, the number of new
cases per day is exploding and the upward
trend has accelerated since May.
From a health point of view, the trends are
therefore very variable. Countries with an
upsurge in cases appear to be in their first
epidemic wave. As for the second wave
announced in countries that have respected
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a strict and long lockdown, nothing has
yet confirmed its surge. However, we must
keep in mind that the lifting of the lockdown happened when the weather was
good. Summer is a time when the number
of people-to-people contacts is higher, but
a substantial part of the population also
remains traumatised and cautious. It should
also be taken into account that these social
interactions take place in open places,
which is not the case in autumn and winter.
We continue to think that if there is a second
wave, it could start in the autumn, which
coincides with the start of a new school year
(it seems children have been one of the most
important vectors of the virus last winter).
Whether it occurs in the autumn or not, the
second wave continues to worry. Should we
fear a global reconfiguration as we experienced it at the end of winter? Will the health
and economic consequences of a second
lockdown also be catastrophic? This second
question is by far the most important. When
the epidemic broke, knowledge about the
virus was in its infancy. In addition, most
lockdowns were decided relatively early.
The virus being contagious and potentially fatal, few governments wanted to take
the risk of sinking their country into a health
disaster or being blamed for their inaction.
The virus is indeed dangerous, but today
we are better prepared than at the start of
the year. We have already seen how quickly

the authorities rush to order locally-targeted lockdowns at the slightest resurgence
in certain areas. These elements lead us to
believe that there is little chance of a further
total lockdown. In addition, the virus mutates.
It is more contagious than when it started,
but seems less deadly. Indeed, several studies have shown that the first Chinese strain
appeared to be much more deadly than that
which has spread around the world. It also
appears that the observed mutations cause
much less complications.
If the dynamics continue, the virus may still
change. And if there is a second wave, it
may well be less dramatic, with a lower
hospitalisation rate, which would make
lockdown economically unnecessary. If this
is the case, there is little chance that the
markets will relive the panic caused by the
appearance of COVID-19.
In addition to the risk of the second wave,
the solvency risk deserves our full attention,
because it could jeopardise the V-shaped
recovery of the market. As we have seen,
governments launched the largest fiscal
stimulus programmes in economic history at
the same time as the largest monetary easing
programmes of all time. Enough to explode
the debt/GDP ratio of countries that wanted
at all costs to provide liquidity to businesses
and households; not to mention that growth
was largely hampered by the shutdown of
the world economy for several months.
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to fiscal leverage. We will therefore have to
closely monitor the situation over the coming
months concerning the main economic
players’ speeches and actions in order
to verify whether this theory is confirmed.
Even if a posteriori, it is the combination of
monetary plans and fiscal programmes that
allow a rally in the markets, and not only
stimuli from central banks.

The delicate question now arises whether governments will demand full repayment
of loans made or not. In the first case, the
demand for reimbursement could seriously
strain the finances of many private players.
It would also generate a wave of bankruptcy, damaging the GDP and therefore the
repayment capacity of sovereign loans.
In the second case, activity could sustain
its V-shape recovery as many economists
suggest, even if this would not completely
absorb the increase in deficits accumulated to contain the crisis. Investor confidence
could also suffer.
In this context, we will not favour one scenario over another. However, many observers
tend to think that governments could take
the second route, which would test the basis
of Modern Monetary Theory. The central
argument of this theory is based on the
sustainability of a low interest rate environment. The consequence for sovereign debt
would be that the ability to repay would not
be reflected in the debt-to-GDP ratio, but in
the simple repayment of interest.
This environment created from scratch by
central banks exercising perpetual monetary easing would allow deficits to widen
while carrying out economic stimulus thanks

Two other risks could also weigh on the
markets in the short term. The presidential election and the resumption of tensions
between China and the United States,
intensified by the role that the White House
attributes to China in the spread of the virus.
Several elements show that Sino-American relations continue to deteriorate. This
is evidenced by the growing irritation of the
Chinese authorities at the provocations of the
President of the United States who repeatedly use the terms “Chinese virus” or “Kung Fu
virus”. We could also mention here the end
of discussions of phase two of the fragile
agreement existing between the two powers,
a possibility mentioned by Donald Trump.
Not to mention that the current President is
in great difficulty in the polls following his
disastrous management of the pandemic and the consequences of the death of
Georges Floyd. He might therefore seek to
be more provocative than ever to consolidate his electoral base. The turnaround
between Joe Biden and Donald Trump in the
polls also poses a certain risk in the American markets. Joe Biden has confirmed, for
example, that he intends to raise the corporate tax rate to 28%, which would hurt the
bottom line of American companies.
If this measure were implemented, it would
certainly reduce the growth of the US deficit,
but could jeopardise the growth of private
sector profits. However, the increase in these
taxes could be offset if Joe Biden launched
an infrastructure investment plan with a
focus on the ecological transition. Although
it is still too early to predict who will win the
election and what measures will actually be
taken, the market is already incorporating
these uncertainties. Therefore, it will have to
be closely monitored. In the meantime, here
is what has happened and what we anticipate regarding the different asset classes in
which we are invested.
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Equities

Overall, the second quarter was marked
by a strong rebound in equities and risky
assets. The trend seems to have completely reversed after the confirmation of the
launch of government aid programmes.
Equities anticipate a V-shaped recovery
in the economy and are driven by the
abundance of liquidity and low short and
long rates.

can better understand how the SMI benefited from this rebound. The United States,
for its part, profited from the explosion of the
technological sector with the GAFAM (Google - Amazon - Facebook - Apple - Microsoft).
These companies have shown how resilient
their business model was during this crisis.
The lockdown has also favoured online
consumption and teleworking.

However, the recovery was not the same for
all indices. The United States benefited the
most from the rebound. The S&P 500 index
posted a total performance of -0.53% since
the start of the year against -1.31% for the
SMI and -10.57% for the STOXX 600. Since
their lowest level recorded in March, the S&P
500 has gained 43.19%, the SMI 27.95%
and the STOXX 600 32.71%.

The players with a model focused on digitalised consumption with controlled logistics
have therefore been the big winners on the
consumption side. In addition, lockdown
has accelerated the transition to the cloud
and dematerialised and nomadic work.

In this context, the American and Swiss
markets fared better than the European
market. This difference was mainly fuelled
by the sectoral nature of this rebound, with
health and technology having been the
big winners. With having nearly 40% of
companies active in the health sector, we

Chinese stocks have also been very resilient.
The Shanghai Composite, which has posted
a performance of 20% since the start of the
year, has rebounded by 29%. Another good
reason to believe in the potential of China.
Margin growth should continue and valuations are very attractive. Compared to the
United States, Chinese equities are trading
around 13 times earnings, compared to 22
times for US equities.
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Concerning the portfolios, we have decided
to make a significant transition in the structure of our equity pocket.
We have reduced our exposure to the indices to increase our exposure to companies
that appear to have a more resilient business
model in the medium and long term. We
have also increased our exposure to secular
themes such as security, water and renewable energies.
We believe that these themes should
attract more and more inflows and should
outperform the global equity market over
the long term.
In this context, we are also overweight
concerning renewable energy and China
vis-à-vis other themes, because we
think that they should outperform in the
medium term.

Bonds
Despite moments of stress in the bond
sector, we have almost kept all of the issuers up to price levels where it was worth
taking profits. The bond pocket is still mainly allocated to Investment Grade corporate
bonds, but also to certain sovereign issuers on a timely basis and to US High Yield
via a fund.
We believe that the return on this type of
investment remains attractive, although we
will have to remain vigilant concerning the
increase in the default rate. Our preferences in emerging countries go to Asia, which
still seems as resilient and which should
continue to attract flows structurally.
This choice of emerging countries also
comes with exposure to local currencies, as
we believe the US dollar should weaken by
the end of the year.

Alternative
investments
Since the start of the year, our portfolio in
alternatives has held up very well. As a
reminder, we are invested across the entire
alternative spectrum with a multi-strategy
hedge fund, a long/short equity fund and a
CTA fund. In addition, we have maintained
3% of physical gold acquired in November
2019. This portfolio brought real diversification and real decorrelation.
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Conclusion

In conclusion, we will continue to closely
monitor the releases of corporate results
during this quarter as well as leading
economic indicators. The first figures will
make it possible to identify the concrete
impact of COVID-19 on societies, the second
will make it possible to validate or not the
long-awaited V-shaped recovery scenario.
We will also have to observe the reaction of
the markets when the presidential race in the
United States gets underway. The goal is not
to be surprised by the result and to deal with
any contingies.

Of course, the risk of a second wave remains
in everyone’s thoughts. Therefore, vigilance
remains essential, all the more so if the
scenario described above does not unfold
as we anticipate.
Some bullish moves have proven to be as
incredible as dangerous in some securities, therefor our goal is not to chase
them. We also make a point of investing
in quality models that have proven their
ability to grow and resist in times of crisis.
Of course, we remain at your disposal to
support you in these difficult markets.

Hugo Derny
Investment Strategist

Tony Pangallo, CFA, CAIA
Member of the
Investment Committee
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Asset allocation
UNDERWEIGHT

EQUITY
World Equities
US Equities
European Equities
Swiss Equities
Emerging Equities

FIXED INCOME
Investment Grade
High Yield
Emerging Markets
Government Bonds
ALTERNATIVE
INVESTMENTS
Metals
Alternative Funds

CASH

Based on 12-month forecasts

SLIGHTLY
UNDERWEIGHT

NEUTRAL

SLIGHTLY
OVERWEIGHT

OVERWEIGHT

www.telomere.ch

