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The COVID-19 vaccine announcement is a booster for equities over bonds
Equities were boosted in early November by vaccine
announcements from Pfizer-BioNtech and Moderna.
Given that test results show these vaccines prevent
90-95% of infections, it could potentially be a game
changer to break down transmission chains and allow
herd immunity to be achieved. However, there are huge
logistical challenges to vaccinate the global population.

in Wisconsin, Georgia and Arizona, compared to Trump
winning by 77,000 votes in Pennsylvania, Wisconsin and
Michigan in 20164. These small margins of victory, along
with the income inequality in the urban-rural areas,
probably go some way to explain why the last two
elections have been so acrimonious and point to longterm risks in the stability of the country.

For the economy, the vaccine announcement
should increase the probability that consensus 2021
expectations of +5.2% global real GDP growth are
met1. At the very least, the most vulnerable parts of
the population can be vaccinated reducing the need
for governments to implement economically damaging
national lockdowns. The vaccine should also allow
pandemic-hit industries, such as hospitality, travel and
leisure, to slowly recover.

Democrats will be disappointed that the “Blue Wave” of
winning the White House and control of both houses of
Congress predicted by some polls did not materialise.
In the House of Representatives, Democrats maintained
control, but lost seats. The Democrats failed to win
control of the Senate, where Republicans can now block
key parts of Biden’s pre-election agenda (i.e. raising
taxes to pay for increased fiscal spending). That said, the
Democrats do have a second opportunity to gain control
of the Senate, if they win the two run-off elections in
Georgia on 5 January.

Major central banks are expected to remain dovish on
monetary policy and governments supportive from a
fiscal point of view. A strengthening and broadening
macro backdrop with increased visibility is likely to
be positive for global equities. The MSCI All Country
World equity index has already returned 64% (including
dividends) from its low this year on the 23 March2 in
anticipation of a strong rebound in 2021 and is already
above pre-COVID levels, but we feel there is further to
go. The improving economic situation is less conducive
for long-term government bonds. Since the recovery
in equities this year, total returns for both 10-year
UK Gilts and US Treasuries have been broadly flat.
Looking forward, we expect equities to continue to
outperform bonds.
Opportunities in the divided states of America
Barring Republican lawsuits that substantially change the
vote count in key swing states, Joe Biden is heading to
the White House on the biggest turnout ratio since 1900.
However, the new Democrat president will enter office
on 20 January with a highly divided nation across gender,
racial, demographic and educational lines. These divides
have been made worse by the pandemic. There is also
increasing wealth creation divergence between urban
and rural communities. Data from Brookings, a US-based
non-profit public policy organization, found that Joe
Biden’s 76m votes came from predominantly densely
populated urban areas that account for 70% of GDP, up
from 64% under Hilary Clinton in 20163, with the GDP
share difference coming from largely Trump supporters
in suburban and rural areas.
While the gap in the popular vote was bigger than four
years ago, the presidential race was tighter in the
electoral college system; Biden won by 50,000 votes
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Bloomberg, data as at 17 November 2020
Refinitiv, data as at 25 November 2020
Brookings, Biden-voting counties equal 70% of America’s economy.
What does this mean for the nation’s political-economic divide?
Mark Muro, Eli Byerly Duke, Yang You, and Robert Maxim, 10 November 2020
There’s a strategy behind Trump’s sulking, Gerard Baker, The Times,
12 November 2020
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In terms of investment themes, our initial thoughts from
a Biden presidency are that:
i) A split Congress will be seen as a positive for stocks,
since it reduces the risk of corporate tax increases and
concerns over potentially business unfriendly ideology
from the left of the Democratic party (i.e. restricting
share buyback policies);
ii) Renewable energy should benefit from the presidentelect’s symbolic promise to re-join the 2015 Paris
climate accord and use of executive authority to impose
greater regulatory pressure on non-renewable energy
and emissions.
iii) Emerging Asia should gain from an expected
multilateral approach by the US over trade policy,
compared to Trump’s policy to impose ad hoc tariffs
on China.
iv) The tech sector may struggle to maintain its recent
market leadership. On historically high valuations, there
is an added risk that the new administration looks to rein
in the sector through tighter regulation and anti-trust
interventions. This may leave the sector vulnerable to
profit-taking.
While positive long-term investment themes will provide
a tailwind to some areas of the US stock market, we
remain cognizant of the risks of political deadlock. On a
risk-to-reward basis, we see more opportunities in nonUS equities and particularly in the UK, where valuations
are less demanding. The risk of the UK leaving the EU
without a trade deal has probably fallen after the US
election. Joe Biden has said that his administration
will not agree to a trade deal with the UK if the Good
Friday Agreement is undermined. PM Johnson will not
want to risk failing to achieve a trade deal with either
the US or the EU, particularly given the economic
pressure already faced by the country from the ongoing
Coronavirus pandemic.

Equities
Encouraged by the vaccine news, equity indices
experienced a historic month of performance in
November. An acceleration of the rotation into
unloved laggards has seen non-US equity regions
outperform. Most notably in November, Europe ex
UK is up 14.2% and the UK is up 13.1%. Even against
a backdrop of quasi-lockdowns and no deal Brexit
fears, MSCI Europe ex UK experienced its strongest
rally since the Global Financial Crisis and MSCI UK
its strongest in 30 years. Equity markets continue to
rally looking through the pandemic and forward to a
continued economic recovery.
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Fixed interest
Long bond yields tend to move in tandem with
expectations of economic activity. As investors
become more optimistic on the growth outlook, they
reallocate from safe holdings (i.e. bonds) and invest
in riskier assets (i.e. equities). This drives bond
yields higher as depicted in the right-hand chart.
The US 30-year government bond yield has risen
from 0.51% at the end of July to 0.83% at the end
of November. At the same time, expectations of US
2020 real GDP growth improved from -5.7% to -3.6%.
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FX and commodities
At these late stages in the Brexit trade-deal
negotiations, the risk of a ‘no-deal’ outcome
remains a distinct possibility. While it would be
difficult to see this result as positive for the UK
economy in the short term, cheap valuations on
UK assets might help to limit further potential
downside. Equity valuations are inexpensive
compared to the rest of the world on most
measures, and sterling also looks relatively cheap.
Purchasing power parity is a relative measure of
currency strength based on the value of goods one
can buy in different countries with foreign currency.
According to figures from the OECD, sterling looks
good value relative to 9 of the G10 currencies. At
around $1.33 currently, even after recent weakness
in the US dollar, the UK currency remains well
below the levels it was trading at prior to the
2016 referendum.
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Market returns
(Total return (%), sterling)

Glossary of terms
1 month

3 months

1 year

5 year

Equities
MSCI All-Country World
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Bonds — The relationship between price and yield.
Yield is the return you get on a bond. When the price
of a bond changes prior to maturity due to supply
and demand pressures, so does its yield. When the
price of a bond goes up due to demand, the yield
goes down to compensate. This is so the bond’s fixed
rate of return (coupon) remains relatively constant
— and vice versa. A bond’s price and its yield are
inversely related. A key factor which influences a
bond is the prevailing interest rate. When interest
rates rise, the prices of bonds fall, thereby raising
yields. This is because the older bonds are sold in
order to buy new higher yielding bonds.
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Key macro data
UK GDP (YoY%)
UK CPI Inflation (YoY%)
Bank of England Base

Equities — A stock or any other security representing
an ownership interest.

GDP — Gross Domestic Product.
GFC — The global financial crisis (GFC) refers to
the period of extreme stress in global financial
markets and banking systems between mid 2007 and
early 2009.
IMF — International Monetary Fund
Monetary policy — Actions of a central bank or other
agencies that determine the size and rate of growth
of the money supply which will affect interest rates.
V Shaped Recovery — Real GDP growth trajectory.
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All values and charts as at 30 November 2020. Total returns in sterling.
Returns are shown on a total return (TR) basis i.e. including dividends reinvested (unless otherwise stated).
Net return (NR) is total return including dividends reinvested after the deduction of withholding tax.
Source: Thomson Reuters Datastream and Bloomberg

Important information
Please remember the value of investments and the income from them can fall as well as rise and investors may not receive back
the original amount invested. Past performance is not a guide to future performance.
This document contains information believed to be reliable but no guarantee, warranty or representation, express or implied,
is given as to their accuracy or completeness. This is neither an offer nor a solicitation to buy or sell any investment referred
to in this document. Smith & Williamson documents may contain future statements which are based on our current opinions,
expectations and projections. Smith & Williamson does not undertake any obligation to update or revise any future statements.
Actual results could differ materially from those anticipated. Appropriate advice should be taken before entering into
transactions. No responsibility can be accepted for any loss arising from action taken or refrained from based on this publication.
The officers, partners and employees of Smith & Williamson, and affiliated companies and/or their officers, directors and
employees may own or have positions in any investment mentioned herein or any investment related thereto and may trade in
any such investment.
Sources
MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indexes or any securities or financial products. This report is not approved, endorsed, reviewed or
produced by MSCI. None of the MSCI data is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such.
Neither Markit, its Affiliates or any third party data provider makes any warranty, express or implied, as to the accuracy, completeness, fitness for purpose or timeliness
of the data contained herewith nor as to the results to be obtained by recipients of the data. Neither Markit, its Affiliates nor any data provider shall in any way be liable
to any recipient of the data for any inaccuracies, errors or omissions in the Markit data, regardless of cause, or for any damages (whether direct or indirect) resulting
therefrom. Without limiting the foregoing, Markit, its Affiliates, or any third party data provider shall have no liability whatsoever in respect of any loss or damage
suffered by you as a result of or in connection with any opinions, recommendations, forecasts, judgments, or any other conclusions, or any course of action determined,
by you or any third party, whether or not based on the content, information or materials contained herein. Copyright © 2020, Markit Indices Limited.
The Bank of England base rate, Retail Price Index (RPI), Consumer Price Index (CPI) and Sterling Overnight Index Average (SONIA) are public sector information
licensed under the Open Government Licence, http://www.nationalarchives.gov.uk/doc/open-government-licence.
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