
When the tide goes out
The financial markets have plateaued following the rebound in March, and 
it seems they are unsure whether to continue with the upswing or do away 
with part of the gains. We believe a great deal is already discounted, and, 
amid the optimism, it is time to be cautious.

If we could go back in time to January this 
year (it feels like an eternity, but it was just 
a few months ago), and if someone had told 
us that what was happening in Wuhan would 
soon become a global phenomenon, few of 
us would have managed to translate that 
information into money. The other side of the 
coin to the economic devastation caused 
by the total shutdown of economies was an 
unprecedented fiscal response, financed by 
the ever-willing central banks. But it is clear 
that the wounds inflicted by the pandemic 
will take a long time to heal, and that is 
assuming we get the (more or less) imminent 
vaccine that will let us put this reviled virus 
behind us. The US market is up so far this 
year. The European market is down 14% 
year to date. That is not much; it is what the 
markets tend to lose for much less serious 
things. Does that make sense?

It is true that not everything is going up. The 
pandemic has essentially left us with three 
types of stocks: those that are benefitting 
from the post-virus narrative (anything 
resembling tech or e-commerce is suddenly 
worth much more than before); those that 
are not benefitting but have performed as if 
that were the case (trading at pre-pandemic 
levels, but their profits will be slow to recover 
the same levels); and those whose prices 
reflect previous difficulties. There could be 
good opportunities in all three groups, but 
we must tread very carefully. In the first 
group, we need to search for companies 
that, although they look expensive, are not 
truly reflecting their full potential. In other 
words, they have more than narrative behind 
them and they have reasonable valuations: 
a rare combination. The second group is 
the least attractive, and we should only take 
small positions on the undisputed leaders, 

looking to increase the weighting upon 
corrections. The third group is the most 
attractive, and also the one that probably 
requires the most care. This group contains 
companies that will not emerge well from the 
crisis, likely because they were unattractive 
to begin with. We must avoid the temptation 
to buy something bad just because it is 
cheap. And yet, there are companies here 
that are trading like the pandemic will last 
forever, and that is not the case. 

This pandemic, like all others before it, will 
pass. And not just because of the vaccines 
being developed (up to 9 in phase 3: it looks 
very likely we will have a positive result from 
at least one of them before year end). We will 
have better medicines that prevent the more 
severe cases, and we are better prepared 
to live alongside the virus while it is with 
us. But this does not mean we can blindly 
buy into the market. If we are not selective 
about where we invest, at the current levels, 
we will not earn money when we ultimately 
overcome COVID-19. In the words of Warren 
Buffet, only when the tide goes out do you 
discover who has been swimming naked. It 
is time to go for a swim, but not without our 
wetsuits. 

David Macià, CFA
CAAM Investment Director
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The initial release of pent-up demand has 
started to subside and there is a growing 
risk that new restrictions will have to be 
implemented as infections are on the rise 
again, dampening the recovery. This was 
the case during summer in the US and it is 
now happening in Europe as schools have 
reopened. Indeed, the most recent PMIs in 
Europe fell below 50 as consumers fretted 
about a resurgence of the coronavirus and 
governments reinstated restrictions. And 
yet, although the number of cases contin-
ues to rise, the rate of fatalities is declining 
as new infections are affecting younger and 
less vulnerable populations, not to mention 
that we are now better prepared to manage 
the spread.

But yet again, governments are faced with 
the difficult task of choosing between pub-
lic health or a robust economy. While very 
difficult, authorities are trying to accomplish 
both objectives as they are now fully aware 
of the economic damage and have learnt 
how to treat and manage the virus better. 
Nevertheless, this balancing act is far from 
easy, and leaning more to one side than 
the other is sure to come up against harsh 
public opinion.

We continue to believe that the impact of a 
second wave will not be as severe due to 
better treatment of the disease and, above 
all, the roll-out of tests, which not only 
allows for the proper isolation of cases, 
but also for people to return to work more 
quickly. Moreover, a new vaccine could be 
approved as early as the end of this year or 
the beginning of the next, which, although 
it does not solve the problem of mass pro-
duction, does open the door to the normal-
isation of economic activity. 

However, other risks could cloud the recov-
ery. Fiscal support in Europe and the US 
is almost double the stimuli implemented 
during the 2008-2009 crisis, and the big 
question going forward is how quickly this 
support will be withdrawn. Several key ben-
efits in the US expired at the end of July and 
the drop in consumer income has already 
started to drag on the economy. The new 
fiscal packet is still being discussed as both 

parties are reluctant to come to an agree-
ment before elections. Depending on the 
election result, the degree of support from 
fiscal policy over the next several quarters 
could be very different, not only in size but 
also in substance. A Biden presidency with 
Democrats taking the Senate would likely 
see upside risk, whereas a Trump adminis-
tration and a split Congress would probably 
lead to gridlock and downside risk.

Finally, central banks have announced that 
they will maintain their current accommo-
dative stance for the coming years, which 
is positive, but their capacity to add on 
more stimuli is limited. The Fed has also 
announced that it is prepared to let infla-
tion overshoot its previous objective of 
2%. Nonetheless, inflationary forces do 
not seem to be the main risk: even though 
we have seen a certain uptick in recent 
months, the CPI now stands at 1.3%, far off 
the 2% threshold.

In conclusion, there are still a fair number of 
uncertainties concerning fiscal and mone-
tary stimuli, the spread of the virus and the 
severity of resulting restrictions and, lastly, 
the eventual approval of a vaccine and a 
feasible roll-out. As these uncertainties un-
fold, economic forecasts will be significantly 
revised either up or down.

Full recovery is still far off 
The economy has had a roller coaster ride, plunging into a deep recession at 
the end of winter then bouncing back as lockdowns were lifted and stimuli 
were implemented. Heading into 4th quarter, several signs are pointing to a 
slowdown in the recovery and the road is littered with uncertainties, but also 
some promises.

Depending on the election 
result, fiscal support over 
the next several quarters 
could be very different

Jadwiga Kitovitz, CFA
Head of Multi-Asset Management 
and Institutional Accounts

Macroeconomic View
US GDP quarterly growth 
and forecasted

The economy has had a roller coaster ride, plunging into a 
deep recession at the end of winter then bouncing back.

Source: Bloomberg

Source: Bloomberg

The most recent PMIs in Europe fell below 50 as con-
sumers fretted about a resurgence of the coronavirus and 
governments reinstated restrictions.
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The CPI now stands at 1.3%, far off the 2% threshold.
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Green is in vogue 
So-called “green transactions” are becoming a new trend in politics and 
the financial markets. The COVID-19 crisis has caused stimulus packages 
to be targeted at a green, social and sustainable recovery, driving the 
growth of ESG bonds.

ESG bonds, referring to environmental, 
social and good governance criteria, have 
become the most suitable instruments in 
the current environment, as the financing 
obtained by issuing this type of bonds is 
allocated to environmental projects (renew-
able energies, energy-efficient buildings), 
social projects (employment support, gen-
der equality, health issues) or sustainable 
projects (a combination of the other two).

The impetus from official institutions further 
underpins this type of asset. ESG bonds 
have become the keystone of the EU’s 
Recovery Plan as it intends to issue €225 
billion in these instruments. To put that into 
perspective, this amount is equal to the total 
issued in ESG bonds in 2019 as a whole, 
and it represents 22.5% of the current ac-
tive issues. The importance also lies in the 
fact that, as these bonds are issued, a new 
sovereign green curve will take shape on 
the market. In 2019, the EU also approved 
a classification system (Taxonomy) to de-
termine what is considered sustainable (not 
everything goes for a bond to be classed as 
an ESG), and the ECB has been more active 
in buying this type of bonds in its purchas-
ing programmes and it recently announced 
it would accept sustainability-linked bonds 
as eligible collateral from 2021. We are also 
seeing examples outside the euro zone: 
the Democratic presidential candidate Joe 
Biden has committed to setting a course 
towards 100% clean energy in the US by 
2050, and the UK has its hydrogen strategy.

The boom in ESG bonds can be seen in 
the inflows received from investors. On the 
primary market, they are the bonds with the 
highest demand, and this makes issuers able 
to reduce their issue premium by a greater 
amount compared to traditional bonds. Ac-
cording to Bloomberg, ESG ETFs have expe-
rienced the largest inflows during each month 
of 2020. Banco Santander also offers other 
relevant data: this year to September, social 
bond issues are ten times what they were 
last year, and green bonds have increased 
54%. By sector, the sovereign, financial and 
electricity sectors stand out, alongside the 
energy sector. By country, France is the most 
active, followed by Germany. 

Whether a phase or a successful long-term 
trend will depend in large part not only 
on whether investors feel that it satisfies 
their social consciences, but also on the 
yield obtained. In this regard, the birth of 
new SDG (sustainable development goal) 
bonds, which are increasingly common and 
which link yield to the sustainability goals 
set, could be a good option for their future 
development. A recent example includes 
an issue by the pharmaceutical company 
Novartis for €1.85 billion with maturity at 8 
years, whereby the company commits to 
increase the coupon by 0.25% in the last 
three years if it fails to meet its goal to in-
crease access to medicines for low-income 
patients by 2025. 

What does seem apparent is that with the 
amount of resources being allocated to 
these areas, we can see a future that is more 
ESG-orientated: energy will come mainly 
from renewable sources and there will be 
fewer workers in dangerous industries that 
harm the environment; with the increase in 
electric cars, more copper and less oil will 
be needed; and new synergies will emerge 
between traditional automobile manufactur-
ers and tech companies to propel autono-
mous vehicles, for example.

Josep Maria Pon, CIIA
Head of Fixed Income and Monetary Assets

With the huge inflows 
received by these 
instruments, it is no longer 
a niche strategy in the 
fixed income universe

Fixed Income

Source: Bloomberg

The EU’s planned issue as part of the Recovery Plan 
could provide a major boost to the global green bond 
market.

Global green bond  
issuance (milion)

Source: Bloomberg

Until now, ESG bond and traditional bond yields have 
been similar. The chart shows the example of the US mar-
ket (Bloomberg Barclays MSCI US Aggregate ESG Focus 
vs Bloomberg Barclays US Aggregate Bond Index).

Bloomberg Barclays MSCI US 
Agg ESG Focus vs Bloomberg
Barclays US Agg
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2020 has tested our patience
As of the end of September, the S&P 500 is modestly up for the year. That 
doesn’t sound impressive especially in comparison to 2019’s return of almost 
30%, but it is quite amazing when considering what has happened in 2020. 

Charles Castillo  
Senior Portfolio Manager

If last year I had told you that during 2020 
we would face the worst global pandemic in 
100 years, a massive economic shutdown 
that leads to unemployment surpassing the 
2008-09 financial crisis, and the largest ever 
decline in the quarterly measure for GDP, 
would you have believed the S&P 500 is up 
for the year? In fact, before the market pulled 
back a bit in September, S&P had been up 
11% for the year. Lest we forget, back in 
March the S&P 500 had been down 32%!

This has been a white-knuckle year for in-
vestors and many have had the misfortune 
of liquidating their positions during the 
dark days of March only to be late to get 
back in for the rally. These are the periods 
of time where investors are rewarded for 
patience. Sometimes we are left waiting 
years for a full market recovery as what 
happened in 2008 through 2013, other 
times the recovery happens shockingly 
fast and those attempting to time the mar-
ket are left behind. 

That being said, there are more potential 
pitfalls and catalysts expected over the 
remainder of 2020. Investors hope that a 
Covid vaccine will be approved in the US 
before the end of the year. Pfizer is expect-
ed to release data on its phase 3 trial in late 
October giving the FDA a couple of months 
to approve it before we enter 2021. The US 
Presidential elections is November 3rd. 
Finally, the market is still awaiting another 
round of fiscal stimulus.

One could make the argument that exiting 
the market before the election would be 
the conservative thing to do as we face an 
unknown situation with potential for down-
side to the market. Although, it is true that 

the outcome of the election is unknown, 
that is not reason enough to head to the 
sidelines. 

For example, one potentially negative sce-
nario for the market would be an election 
that results in a ‘blue wave.” In this sce-
nario, Democratic Presidential Candidate 
Joe Biden will win the election together 
with his party taking control of both hous-
es of Congress. Increased corporate and 
personal taxes along with a heavy dose 
of regulation would be very likely. If you 
believe this scenario is likely you would be 
tempted to sell now. However, there will be 
some positives for the market in a Demo-
crat controlled government. The chief one 
would be the Democratic party rallying to-
gether to pass a massive $3 trillion stimulus 
package. Remember that back in May, the 
Democratic controlled House of Represent-
atives passed a $3 trillion stimulus package 
that was dead on arrival in the Republican 
controlled Senate. In a blue wave election, 
that bill would get dusted off and passed 
into law. This wouldn’t be the only potential 
positive. We expect that as President, Joe 
Biden will likely decrease trade tensions 
with both China and the European Union. 

Trying to time any of these events is un-
likely to be work for most investors, but 
owning quality stocks over the long term 
has in the past proven to be successful.

“When we own 
outstanding businesses 
with outstanding 
managements, our 
favorite holding period is 
forever”, Warren Buffet

Equities
S&P 500 2020 YTD

It took just 6 months for the market to recover from Covid.

Source: Bloomberg

S&P 500 01/2008-03/2013

The market took multiple years to recover from the losses of 
the 2008 financial crisis.

Source: Bloomberg
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Gold

Jadwiga Kitovitz, CFA
Head of Multi-Asset Management 
and Institutional Accounts 

It is a golden year for gold. Should we take 
advantage of any corrections in this asset 
to invest in it? It looks like the reasons that 
have caused gold to appreciate will continue 
to last in the medium term.

Gold tends to behave inversely to real in-
terest rates. When the rates are negative or 
nearly negative, the price of gold goes up. 
In a year in which the Federal Reserve has 
had to cut interest rates so aggressively, 
gold has stayed true to form. There is noth-
ing to suggest the Fed will shift its strategy, 
and it will continue take an accommodative 
stance, so this does not pose a risk to gold.

There are also other things that have contrib-
uted to the rise in the price of gold:

• Many emerging countries are in-
creasing their gold reserves, particu-
larly India and China.

• The financial crisis caused by the 
pandemic has made gold a safe ha-

ven asset, and it is considered unre-
lated to other assets.

• It is increasingly common to use ETFs 
to invest in gold. Access to the gold 
market has become much easier and 
more popular: the last year has seen 
record inflows into gold ETFs, which 
also pushes up the price.

Indeed, it does not look like any of the fac-
tors above will change in the near future.

It will be a very different story when the cur-
rent financial crisis ends and the uncertainty 
surrounding how we will get out of it clears 
up. But until then, the factors explained here 
are not likely to change and, therefore, nor 
should our positive view of gold.

We continue to maintain our weak dollar view 
although the exchange rate has seen some 
respite recently. An acceleration in Covid 
cases in Europe alongside new restrictive 
measures in certain countries and the higher 
market volatility were probably behind this 
reversal.

In last quarter’s report, we said we would not 
be surprised to see a pause in the dollar’s 
downward trend as it retrieves its safe haven 
status amidst market volatility. Nevertheless, 
this reversal will probably be short-lived if a 
second wave of COVID-19 globally does not 
dent growth and risk appetite substantially.

An element that could threaten our view 
is Brexit, as we enter the final stage of 
negotiations. A no-deal outcome would be 
very negative for the pound sterling and, to 
a lesser extent, the euro. But the key driver 
in the short term will be the US elections. 
Depending on the outcome, decisions on 
spending, tax policy, foreign policy and 
regulation will be very different. If Trump is re-
elected and Congress remains split, concerns 
of rising taxes and regulation will diminish and 
probably give some strength to the dollar. If, 

on the other hand, Biden wins and Democrats 
take the Senate, more spending, more taxes 
and more institutionalism would be negative 
for the dollar. But this would also be negative 
scenario for markets, and the dollar could, 
therefore, be used as a safe haven asset. 
The third scenario, a Biden win but a split 
Congress, would mean domestic gridlock 
and the dollar could weaken further.

Ultimately, the US dollar’s long-term value is 
dependent on many different factors, and the 
election year may just place a few obstacles 
along the road rather than cause a complete 
change of course.

 

Will elections impact the dollar? 

Miguel Ángel Rico, CAIA
Investment analyst

Gold

Source: Bloomberg

Monetary expansion influences the price of gold.

Commodities and Currencies
COMMODITIES

CURRENCIES

Exchange rate EUR/USD

Source: Bloomberg

Recently we have seen a pause in the dollar's downward 
trend.
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Latin America is one of the regions being 
worst affected by COVID-19. In terms of 
the health situation, several countries 
in this region are among those with the 
highest number of cases and deaths per 
million inhabitants globally. And in terms 
of the economy, it is also suffering badly. In 
its latest update, the Economic Commis-
sion for Latin America and the Caribbean 
(CEPAL) estimated that GDP in the region 
will shrink 9.1% in 2020, with Peru and 
Argentina seeing double-digit downturns, 
and Mexico and Brazil at levels close to 
10%. Government responses have been 
varied: Chile is the country to have imple-
mented the most fiscal stimuli with 11.5% 
of GDP, followed by Peru with 10% and 
Brazil with 7.4%. For its part, Mexico is the 
country to have allocated the fewest fiscal 
resources, with just 0.6% of GDP. From 
the monetary perspective, Chile, Brazil 
and Peru are have also implemented more 
expansionary decisions.

The rise in the deficits will be defrayed by 
the increase in the countries’ foreign debt, 
in both the public and private markets. In 
terms of the latter, one country in particular 
is becoming a big player in the region: Chi-
na. Through state-owned enterprises like 
the China Development Bank or the Ex-
port-Import Bank of China, the Asian giant 
has become the banker of Latin America in 
recent years. Direct loans amount to over 
$150 billion. The most well-known case is 
Venezuela, engulfed in an enormous social 
and economic crisis and without many al-
ternatives for financing on the international 
market. However, other nations like Brazil, 
Ecuador, Argentina and Bolivia are receiv-
ing financial support from China through 
this route, and on an ever-increasing scale. 

But what is China looking to get out of 
these investments in Latin America? The 
answer is obvious: greater economic and 
political influence. In the economic arena, 
in exchange for these loans, countries are 
often required to buy Chinese machinery 
and manufacturing products, or to have 
Chinese companies carry out certain infra-
structure projects. In Brazil, for instance, 
Chinese companies have been awarded 

the contracts for over 20 roads and bridg-
es projects since 2013. Another formula, 
already in practice in Venezuela, are loans-
for-oil deals, whereby China receives oil as 
payment in the event the country becomes 
insolvent. This solution could potentially 
be applied to other commodities, of which 
Latin America has an abundance and in 
which China has great interest. 

With the increase in foreign debt, it inevi-
tably brings to mind Latin America’s “lost 
decade” of the 1980s, when several coun-
tries were unable to meet their loan obli-
gations following a global economic crisis 
and the fall in commodities prices. While it 
is true that this situation is different –as in-
terest rate hikes are not expected in devel-
oped countries causing the capital flight 
that happened back then– those who do 
not remember their past are condemned 
to repeat it.

In the political arena, China also has gret 
interest in Latin America, at a key time in 
the rivalry with the US, which has histori-
cally viewed the region as a natural area of 
influence. And not only in those countries 
with governments with which it is more 
ideologically aligned; China has also been 
able to establish close diplomatic ties with 
nations with which it has had no relation-
ship in the past, like Panama and the Do-
minican Republic.

Juan Gestoso Ruiz 
Investment analyst

Double-edged loans
Fiscal and monetary expansion in Latin American countries to combat the 
economic crisis will bring with it a rise in foreign debt, with China playing 
an increasingly important role.

Latin America

 

Estimated GDP  
contraction in 2020

Source: Cepal

The Economic 
Commission for Latin 
America and the 
Caribbean (CEPAL) 
estimated that GDP 
in the region will 
shrink 9.1% in 2020

Chinese loans in  
Latin America (in million USD)

Source: Inter-American Dialogue Study Centre



Juan Gestoso Ruiz 
Investment analyst
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