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Am ongstallother variables,from slum psin com m odity prices and wide sector shutdowns to

unprecedented stim ulus packagesand corporate earningssurprises,uncertainty hasrem ained the only

constantin the globalfinancialm arkets since the startofthe pandem ic.The phrase “safe haven” has

resurfaced again as investors seek avenues to m anage uncertainty.

Faced with a challenging environm ent,traditional(non-speculative)long only investors have to

m anoeuvre around uncertainty as they grapple with a disconnectbetween m arketoprices and the

economy.M arkets have continued to rise despite the worsteconomicdownturn since the Great

Depression.Long only investors m ay have to choose between two extrem e strategies;capitalgrowth or

capital preservation as they cannotutilise m arket strategies such as shortselling or the use of

derivatives for hedging purposes.

A capitalgrowth strategy seeks to achieve long-term capital appreciation m ainly from equity

investm ents.Due to the significantexposure to equity investm ents,this strategy m ay experience
periods of high volatility.On the other hand,a capitalpreservation strategy aim s to achieve long-term
capital protection in realterm s whilstgenerating incom e from a significantexposure to fixed incom e

securities .

Before settling on w hich strategy to pursue, itis worth observing the currentm arketenvironmentf for

guidance on the best possible strategy to follow . Bearing in m ind thatthe rightinvestm entstrategy is

one which suits the m arketenvironm entand the unigue needs of each investor,a discussion ofsom e of

the m ajorcurrentm arketconditions would be invaluable.

The second wave

The pandem ic continues to spread in the US and throughoutthe world, infecting m ore than 23.6 m illion
globally and leaving over 810 thousand casualties as of August2020. According to the International

M onetary Fund, COVID-19 is a crisis like no other and as such there is higher-than-usualdegree of

uncertainty around the path to recovery.

In the US, the states of Florida and Texas decided to slow down theirreopening com pared to other
states. M ostcountries have asserted the wearing of m asks as cases are surging across the world.
Australia restored the state of em ergency in the region of Victoria while the UK governm enthaskept
restrictions in northern England in place.In Africa,cases recently surpassed the 1 m illion m ark and new
infections seem to be rising.The US, Brazil,India,Russia and South Africa are leading the pack with the
highestconfirm ed cases. The rapid increase of cases continues to harm those industries thatare heavily

dependent on unrestricted m obility including travel, restaurants and tourism

Stim ulus packages

Synchronised fiscaland m onetary easing globally has helped to offset som e of the dam age caused by
the pandemic,butsupportwillbe required untilthe health crisis isresolved. M ostfederalgovernm ents
across the world have continued to provide pandem icreliefpackages to their people,an intervention
thatis helping to keep unem ploym entfrom spiking further.The reliefpackageshave putm oney directly

in the hands of the public,which has fueled consum er spending to som e extent.



The EU willlend €750 billion to m em ber countries under different program m es in order to help those

m ost affected by the pandem ic.This dealhasbeen a tailwind for European equities and the single
currency w hich accelerated againstthe dollar.In the US, PresidentTrum precently signed an executive
order for $400 unem ploym entinsurance per week for qualifying persons through to the end of the year,
along with payrolltax holidays,studentloan reliefs, and eviction m oratorium s.The Bank of Japan
launched a 75 trillion yen (US$690 billion)virusresponse package to help its economy.Sm all
jurisdictions like the Caym an Islands and Berm uda have passed laws thatallow theirresidents and
citizens to withdraw portions from their pensions.These stim ulus m easures have increased liquidity in

m ostinvestors’hands.

US-China tensions

US-China relations have continued to deteriorate as the US closed a Chinese consulate in Houston,
triggering retaliation from the Chinese governm entwhich ordered the closure ofa US consulate in
Chengdu.The closures are a prelude to the worsening  relations between the tw o nations which have
clashed over trade, technology, handling ofthe coronavirus epidem icand globalinfluence.The tensions

threaten to cloud prospects for trade between the world's two largesteconomies and mightspuryet

another trade war.

M oreover,the US accelerated the ban of som e Chinese applications such as Tik Tok and W eChatover
longstanding concerns thatthese applications m ightbe forced to share US users’personalinform ation
w ith the Chinese governm ent. A W eChatban may force Apple to rem ove the application from its iO S
App Store im pacting iPhone dem and in China.By one estim ate,iPhone shipm ents to China could fallby
as much as 25 to 30 percent. W eChatis m ore than justa m essaging application; itis also one of China's
tw o largestm obile paym entapplications,accounting fornearly 40 percent of the $8.4 trillion in m obile
paym enttransactions in the lastquarterof 2019 alone. W ith no knowledge on how China would react to

these bans, m oves in this direction w ill inevitably be disruptive to the m arkets.

W eaker dollar, inflation and low er bond yields

Againstthe backdrop of m onetary easing,the dollarhasweakened and overseas inflation is expected to
rise a little, although in generalthe virus im pactwill be disinflationary in the shortterm .Bond yields in
m any parts of the world have stayed close to zero.Germ any,France and Switzerland are am ongstm ajor
economies w hich currently have negative bond yields.The dollarhasr recently lostits ground against
alm ostallthe G10 currencies especially the Euro and the British pound which have rallied over 5% each
from their June levels. The weakening of the dollar hascreated som e opportunities in em erging m arkets

w hilst low yields have stained the attractiveness ofnom inalbonds.

Precious m etals

As fear rises and investors seek to elude risk, m ore m oney seem s to flow into gold and silver. These
precious m etals have retained their shinning glory and have becom e true safe havens during these tim es
of high uncertainty. The heightened uncertainty has been the m ain driver of this precious m etals rally,

w

th gold near an all-tim e high and silver ata seven-year high.Looking ahead, experts believe thatas the
globalepidem icim proves,som e m arketfunds will shiftfrom currency-based gold and silverto m ore
industrial-based com m odities such as copper,zinc,and iron ore, which maylead to som e price

fluctuations in gold and silver.



US Elections

The politicalevent of the year in the US willbe the 3 Novem ber presidentialelection.This election can
have a m ajor im pacton policy,lawsand foreign relations. According to research by US Bank analysts,

since 1932, an incum bentUS presidenthas never failed to win re-election unless a recession has

occurred during their tim e in o ffice
The im pactthatany presidentcan have on the economyand the m arketdepends on the ability to enact
legislation.To be able to pass robustpolicies,controlofboth the House of Representatives and the
Senate is required.Republicans currently have the m ajority controlofthe Senate whilstthe Dem ocrats
controlthe House of Representatives;such a divided Congress adds m ore uncertainty on policy changes.
In term s of the m arkets, historically,the S& P 500 volatility has typically been higherin election years
than in non-election years,as m arkets frequently reprice the probability of the future adm inistration’s

policies. The uncertainty of an election can also im ply higher risk in certain stock prices,especially those

im pacted significantly by electoraloutcom es.

W ith the US officially in a recession this year,one which was ignited by a raging globalpandem ic,history
w ill have to be rew ritten ifthe incum bentpresidentis to win. The Dem ocratic presidentialcandidate,
form er Vice PresidentlJoe Biden'’s pick of Senator Kam ala Harris as hisrunning vice-presidenthas already
changed the narrative of history. Senator Harris becom es the firstwom an ofcolour to be nom inated for
nationaloffice by a m ajor politicalparty. This election resultwillnotbe an easy one to predict,

heightening uncertainty.

Conclusion

Having considered som e of the key factors currently driving uncertainty and increased volatility in the

m arket, itis evidentthat a one size fits all solution m ay notbe the m ostprudentapproach.Instead, a
blended approach of the two divergentstrategies m aybe m ore plausible.The blended approach takes us
back to the traditional60:40 strategy.Also known as the balanced strategy, thisis a hybrid of equities
(60% ) and fixed incom e (40% ). The strategy seeks to achieve long-term capitalgrowth from equity

investm ent, w hilstreducing volatility with an actively m anaged exposure to bonds and cash.

W hen im plem enting this strategy,investors should consider key principles: (i)selecting assets that will
outperform inflation over tim e and (ii)diversifying those assets based on how they are correlated with
changing future m acro and m icro econom ic scenarios.In applying these two principles to the balanced
strategy, tw o key shifts have the potentialto provide positive im pactto the overallperform ance:
reducing portfolio exposure to inflation by shifting partofthe portfolio from nom inalbonds into
inflation-sensitive assets like Treasury Inflation-Protected Security (TIPS), and diversifying assets by

reducing the portfolio’s exposure to the m ajorm onetary and creditsystem s ofthe world, with the US

dollar,the Euro and the Chinese Yuan topping the list.
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