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Never Say Never Again – Lani Hall, 1983 
 

RISING UNCERTAINTY AND WEAKER GROWTH MOMENTUM IMPLIES RISK REDUCTION 

During the month of October, negative elements, notably the implementation of new lockdowns in Europe and the 

lack of a fiscal plan in the US, negated the positive signs coming from the earnings season. The increased 

uncertainty related to the health situation leads us to analyse to what extent the second wave will resemble the 

first one in terms of its macroeconomic and market impact. We believe that the balance of risks is tilting in favour 

of a significant risk reduction, while markets seem to be underestimating two negative scenarios in the short term: 

1) the globalisation of a second wave of Covid-19 contagion from Europe to the US, and 2) a more uncertain 

outcome in the American elections than currently forecasted by the polls. In a year passed in unchartered territories, 

we should be prepared for all scenarios, even the worst ones, and “never say never again”. 

WHAT’S NEXT?

Positive surprises go unrewarded 

While the percentage of companies beating estimates in terms of 

earnings and revenue growth was very high in both the US (84%) 

and Europe (66%), equity markets did not rebound in October after 

an already negative performance in September. Worse still, the 

companies with the strongest positive surprises saw their share 

prices relatively unchanged on the day of the announcement, 

while those with the strongest negative surprise were strongly 

penalised. This type of market reaction signals a change in 

sentiment and should be seen as an important "de-risking" 

behaviour from investors. This deterioration in sentiment was 

accentuated by the very geographically divergent health situation. 

The more the health situation was "under control", the better the 

performance, and vice versa. Asia, especially China, significantly 

outperformed the rest of the countries benefiting from the 

absence of a second wave, while Europe was significantly 

penalised by the restrictive measures put in place to curb the 

spread of the virus. In this context of growing uncertainty, implied 

volatility returned to levels not seen since mid-June, with the VIX 

index around 40 and the dollar rising against most currencies 

except Asian ones.  

Sources of rising macro risks 

Contrary to the February-March period, the decline in the stock 

market was more contained, without panic. Volumes were 

certainly significant, but without any comparison with those 

observed previously, interbank spreads remained tight (15bp vs. 

140bp) while volatility of volatility remained well below its March 

highs (150 vs. 208). In our view, the current correction reflects 

more a repricing of a lasting and deep macroeconomic shock 

than a new market stress. The sharp correction in cyclical 

commodities is therefore the first sign of an adjustment in the 

growth premium. The widening of high yield (HY) credit spreads 

is the second. On the one hand, credit is more determined by 

macroeconomic factors than equities, which are more sensitive 

to microeconomic factors, and on the other hand, HY indices 

underperformed their historical equity beta in October. Finally, 

growth stocks underperformed defensive stocks: Energy and 

Technology sectors continued their September 

underperformance while the Financial and Utilities sectors 

significantly outperformed. At this stage, the repricing of a 

macroeconomic shock is still moderate as illustrated by the 

performance of our macro baskets in October: -2.1% for the 

Growth basket vs. -10.4% in March and +2.6% for the Market 

Stress basket vs. +16.5% in March. Similarly, our Nowcaster and 

Newscaster indicators do not point to a high risk of recession. 

However, these indicators reacted little in February, at the 

beginning of the Covid crisis. Above all, we estimate that the 

quality of current growth appears much weaker than in January 

2020, because: 1) the level of debt is higher, and 2) the benefit of 

monetary support is mostly already priced in. The growth 

premium thus seems to us to be more at risk today than 

yesterday, especially if two risks materialise in the short term. 

Never say "No second wave”? 

The market's reaction to the first wave was sudden and brutal, 

reflecting: 1) a step into unknown territory, 2) an overexposure of 

investors to risky assets, and 3) significant leverage within 

systematic strategies. The combination of these three factors 

resulted in a major liquidity risk in addition to an unprecedented 

macroeconomic shock. The hypothesis of a second wave in the 

coming weeks would, in our view, have a different impact on 

financial assets because these three elements have disappeared 

or have been transformed. Governments, the medical profession 

and markets have all learned from the first wave and have 

therefore reduced the negative impact of: 1) uncertainty, and 2) 

the surprise effect. The result is a positive element on the horizon: 

the vaccine.  

Concerning market sentiment and investor positioning in 

particular, the situation has also evolved positively. Due to 

increased volatility, leverage and exposure to risky assets, both 

have decreased. Our monitoring of positions in systematic 
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strategies such as CTA, ARP and Risk Parity shows a much lower 

weighting of equities and credit, with net exposures halved on 

average compared to February-March. These two rather positive 

factors tend to anticipate a more measured impact on financial 

assets than at the beginning of the year. This view is also 

reinforced by the lack of globalisation of the second wave, as Asia 

seems to be less affected by the rising Covid cases observed 

elsewhere in the world.  

However, we believe that fundamentals would be further and 

more durably weakened in the event of a "bis repetita" in terms of 

health. A close analysis of the components of our Nowcasters 

shows that, despite the rebound observed in Q3, and confirmed 

by the publication of US GDP last week, the long-term growth 

drivers remain weakened. The two components that follow 

consumption in the US show very negative levels, whereas they 

were positive in February. A recent study by the NY Fed confirms 

that fiscal support has been used to pay down debt or increase 

precautionary savings and not to consume. Consumption is the 

main engine of US growth and a source of income for services, 

which account for more than 70% of US GDP.  

The situation seems better for China where its components are 

all positive and above the levels seen at the end of 2019. However, 

some components showed a sharp deterioration in October, 

notably the "external demand" component, reflecting the 

deteriorated situation in Europe in particular. The "Housing" 

component also posted a significant decline over the month and 

could signal an increase in risk aversion in China. These two 

elements are essential for long-term Chinese growth.  

Finally, our Newscaster indicator, which tracks GDP trends 

through news and newspaper articles, shows a large decline for 

Europe in recent weeks. In our view, global growth, although it has 

rebounded, does not appear strong enough to withstand a second 

shock, even if it remains more limited and more local than at the 

beginning of the year. In addition, the impact of a new cycle of 

monetary and budgetary support should be significantly weaker, 

given that interest rates are close to 0% everywhere and that the 

level of indebtedness of the most fragile companies has risen 

significantly, as shown by recent BIS studies.  As a result, the risk 

of a lasting adjustment to the growth premium has increased and 

justifies a much more cautious dynamic allocation.  

Never say “Blue wave is a done deal”? 

Uncertainty and focus on the outcome of the US election has 

recently taken a back seat due to: 1) the worrisome health 

situation, and 2) the rising probability of a clear result in favour of 

the Democratic candidate. According to numerous national and 

local polls, Biden's victory will be decisive with an 88% probability 

of victory according to the "FiveThirtyEight" model. More 

importantly, markets seem to be betting on a "blue wave" that 

would give the Democratic Party a majority in the Senate. The 

Russel 2000's outperformance in US equities in October 

illustrates the sector rotation bet that a "blue wave" would imply 

and the large stimulus expected by market participants. 

Moreover, the rise of US long-term rates over the month while 

equities were down highlights the high level of pricing towards the 

“blue wave” scenario. However, contrary to market expectations, 

we believe that the most likely scenario (45% vs. 30% for "blue 

wave") remains a "mixed government" involving a Senate that is 

still Republican but with a Democratic president. Such a political 

situation would, in the short term, have a negative impact on 

growth assets given current expectations for a substantial new 

stimulus for the US economy, and could lead President Trump to 

contest the election result, thus increasing uncertainty. This 

scenario seems underpriced by markets at this stage. 

Over the last few weeks, the aggregation of these signals and the 

analysis of pricing has led us to move from an overweight to an 

underweight on growth assets such as developed equities and 

high yield credit spreads. Only two elements could lead us, in the 

short term, to modify this cautious dynamic position: the arrival 

of a vaccine and/or the implementation of a globally coordinated 

stimulus in the order of 10% of GDP, supported by the growth of 

central bank balance sheets to avoid an increase in credit risk in 

the most fragile sovereign states.
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UNIGESTION NOWCASTING 

World Growth Nowcaster 

 

Market Stress Nowcaster 

 

World Inflation Nowcaster 

 

Weekly Change 

 Our World Growth Nowcaster decreased last week, mainly 

due to softer readings in the US and Japan. The pace of 

the growth improvement has been stalling of late.  

 Our World Inflation Nowcaster increased slightly as 

various US wage inflation data showed a recovery. 

 Last week, our Market Stress Nowcaster remained on the 

rise: signs of risk aversion are growing both in credit 
spreads and in volatility. 

Sources: Unigestion. Bloomberg, as of 30 October 2020. 
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IMPORTANT INFORMATION 

This document is provided to you on a confidential basis and must not be distributed, published, reproduced or disclosed, in whole or 

part, to any other person. 

The information and data presented in this document may discuss general market activity or industry trends but is not intended to be 

relied upon as a forecast, research or investment advice. It is not a financial promotion and represents no offer, solicitation or 

recommendation of any kind, to invest in the strategies or in the investment vehicles it refers to. Some of the investment strategies 

described or alluded to herein may be construed as high risk and not readily realisable investments, which may experience substantial 

and sudden losses including total loss of investment.  

The investment views, economic and market opinions or analysis expressed in this document present Unigestion’s judgement as at 

the date of publication without regard to the date on which you may access the information. There is no guarantee that these views 

and opinions expressed will be correct nor do they purport to be a complete description of the securities, markets and developments 

referred to in it. All information provided here is subject to change without notice. To the extent that this report contains statements 

about the future, such statements are forward-looking and subject to a number of risks and uncertainties, including, but not limited to, 

the impact of competitive products, market acceptance risks and other risks. 

Data and graphical information herein are for information only and may have been derived from third party sources. Although we 

believe that the information obtained from public and third party sources to be reliable, we have not independently verified it and we 

therefore cannot guarantee its accuracy or completeness. As a result, no representation or warranty, expressed or implied, is or will be 

made by Unigestion in this respect and no responsibility or liability is or will be accepted. Unless otherwise stated, source is Unigestion. 

Past performance is not a guide to future performance. All investments contain risks, including total loss for the investor. 

Unigestion SA is authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Unigestion (UK) Ltd. is 

authorised and regulated by the UK Financial Conduct Authority (FCA) and is registered with the Securities and Exchange Commission 

(SEC). Unigestion Asset Management (France) S.A. is authorised and regulated by the French “Autorité des Marchés Financiers” 

(AMF). Unigestion Asset Management (Canada) Inc., with offices in Toronto and Montreal, is registered as a portfolio manager and/or 

exempt market dealer in nine provinces across Canada and also as an investment fund manager in Ontario and Quebec. Its principal 

regulator is the Ontario Securities Commission (OSC). Unigestion Asia Pte Limited is authorised and regulated by the Monetary 

Authority of Singapore (MAS). Unigestion Asset Management (Copenhagen) is co-regulated by the “Autorité des Marchés Financiers” 

(AMF) and the “Danish Financial Supervisory Authority” (DFSA). Unigestion Asset Management (Düsseldorf) SA is co-regulated by the 

“Autorité des Marchés Financiers” (AMF) and the “Bundesanstalt für Finanzdienstleistungsaufsicht” (BAFIN). 
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