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COVID trumps Trump, temporarily
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» US and European benchmark stock indices fell 3.0-3.5% on Wednesday. Global stocks are now down 6.4% from their September
peak with the acceleration in COVID-19 cases driving the sell-off, pushing the US election into the background temporarily.
European governments reacted by invoking new curbs on some activities.

» Market weakness is also likely, in part, a reaction to rising concerns that a narrowing of the polls in some key US states reduces
the probability of a blue wave and, therefore, a swift fiscal stimulus after the election.

* Our net assessment: We expect further volatility and pullbacks in the coming days, but with policymakers focused on supporting
economies and the odds of a vaccine rising, we see this weakness as an opportunity to add to equities and higher yielding bonds.

Background

e The US S&P 500 index closed down 3.5% while the EuroStoxx
500 index fell 3.0%. The sell-off was led by cyclical sectors.
The USD strengthened slightly and oil prices fell.

e COVID-19 cases have surged sharply, especially in Europe,
but also in the US. As we head into the winter, the fear is
governments will struggle to bring the pandemic under control
without reverting to full lockdowns.

e We have also seen a narrowing of some polls in US key swing
states such as Florida, Arizona and North Carolina. This is
making investors nervous about a less united government after
the election and, therefore, a slower policy response.

What does this mean for investors?

e As we flagged in our October Global Market Outlook ‘A volatile
start to Q47’, we were expecting markets to be volatile as we
headed into the US election. We continue to believe there is a
heightened probability of further pullbacks in the coming days
until the outcome of the election becomes clearer. However, it
is important to place the recent sell-off in context. Global
equities have yet to challenge the low seen at the end of
September and implied volatility (VIX) is already elevated.

e Therefore, given 1) a reluctance to enact widespread
lockdowns on the scale of Q2, 2) a huge focus on supporting
growth and 3) a rising probability of a vaccine in the coming
months, we believe market weakness is an opportunity for
investors to average into our preferred asset classes: equities,
gold and USD-denominated corporate/EM government bonds.

e On technical charts, despite Wednesday's slide, the S&P 500
index remains in the 3209-3588 range since early September.
The lower end of the range at 3209 is quite strong support, and
only a break below would confirm that the upward pressure had
faded in the short term. Subsequent support is on the 200-day
moving average (now at 3130; about 4% from Wednesday’s
close). Stronger support is at 2890 (the 50% retracement of the
March-September rise; 12% from Wednesday's close).
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COVID-19 cases continue to surge across Europe and
the US, with the latter likely seeing a third wave
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