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Summary 
 

• Whether upcoming political news causes markets to rise or fall, the impact of government decisions will be 
priced in swiftly.  Despite the suspense associated with global government actions, COVID’s eventual defeat 
remains the major factor that will drive investment returns in 2021-22.  

• By action or inaction, governments in the US and the UK/EU will impact local and global markets significantly in 
the coming days and weeks. 

• While the US employment recovery has beaten all expectations, the rebound is slowing into the face of the 
winter COVID acceleration.  The near-term economic outlook will be determined by political deals and policy 
decisions as the world awaits large-scale COVID vaccinations. US emergency fiscal support peaked in 
April.  The “lame duck” US Congress now has an extra week to pass emergency stimulus efforts as a “bridge” 
through the winter.  The fiscal “logjam” over roughly $900 billion in spending could continue until time runs out. 
However, the work toward a compromise has not been this intense since March. (Note that increased federal 
funding to distribute vaccines is held hostage by the current process.)   

• The EU has finally reached agreement with Hungary and Poland that will pave the way for wider fiscal stimulus 
in the region in 2021.  The ECB has stepped up its vast monetary easing campaign. Sharp government spending 
increases are the best way to unlock the economic impact of central bank credit expansion efforts in the short-
term. 

• The UK could negotiate with the EU all the way through the year-end and still possibly avoid a “no trade deal” 
Brexit.  An EU trade agreement was never going to be “all encompassing” and therefore definitive for the UK’s 
economic future. The pound could still move sharply on a “deal” or “no deal” event, with all the action coming fast 
and unpredictably. 

• Cash-hoarding investors waiting for more government policy clarity will likely pay a “higher price for 
certainty” if deals are reached.  We believe that few investors reallocate (as they claim to) after fear-
driven price declines. Therefore, determining a strategic cash balance and being fully invested in a 
diversified, global portfolio weighted toward equities is the best strategy for most investors. 
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Political Brinksmanship During a Worsening Pandemic 

A vaccine-driven end to the pandemic will be the story of the decade. Yet at the same moment when the world will 

experience a miracle of medical technology – the invention and delivery, in less than a year, of a series of highly effective 

vaccines capable of eradicating a pandemic – much of the West is facing a severe and worsening health crisis.  COVID 

maintains a global presence, as recent outbreaks in East Asia attest.  The past two weeks have shown the highest pace 

of new infections as a share of the world population to date (see figure 1.) 

The world has learned to adapt to a pandemic.  Even as COVID spreads, the world economy will not shutdown entirely.  For 

example, during the remainder of the pandemic, consumer goods spending will not depend on social interaction as it did 

prior to March, 2020 (see figure 2).  Similarly, there is no reason for factory activity to shutter as it did in fear in April. 

We do not invest expecting ideal conditions and circumstances. The new economic expansion, however, would clearly 

benefit from sufficient spending and broader stimulus to bridge the vulnerable period between now and the likely end of 

the pandemic in mid-2021. (Please see The New Economic Cycle: Investing for a Post COVID World). 

 

Figure 1: New COVID Infections Over Latest Two Weeks as % 

of World Population                
Figure 2: US Retail Sales vs US Retail Mobility Indices 

 

 

Source: Haver Analytics through December 12, 2020. Red line in figure 2 highlights the divergence between retail / recreational visits and retail sales. 

 

To Aid or Not to Aid, That is The Question 

Surviving a period of joblessness is a day-by-day struggle for many vulnerable individuals and businesses around the 

world. Nearly 15% of the world’s economy is on hold and more than a likely hundred million people impacted by the crisis 

globally remain unemployed.  Emergency assistance cannot wait for vaccinations to reopen the economy in full in the 

second half of 2010. This is why fiscal policymakers cannot afford to be as forward-looking as financial markets.  

As we wrote on November 15 (CIO Strategy Bulletin | Marking an Inflection Point in World Markets), roughly $1 trillion of 

addition federal spending would maintain the fledgling US recovery until vaccines deliver the most effective stimulus and 

people leave their homes in droves.  This is proportionately smaller than the $2.25 trillion allocated during 2Q 2020, given 

the benefits of measures already taken and the noteworthy adaptation of the economy (see figure 3).  Help is clearly 

needed, however, to support state and local governments presently firing large numbers of workers, to subsidize small 

business payroll protection, and to aid the most directly impacted large businesses including airlines.  In one way or 

another, new stimulus should support the incomes of individuals who have lost jobs related to COVID. (For example, 

proposals in the US would deliver $1200 checks to most families, while another would supplement unemployment 

insurance payments specifically for those who have lost jobs). 
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Figure 3: US Wage Compensation and Fiscal Transfer Payments to 

Individuals 

 

Source: Haver Analytics through December 12, 2020. Grey shaded area represents recession periods. 

 

As we mentioned in the latest Quadrant | Now to Prepare for COVID’s Departure, there is a lot of unspent emergency 

capacity from the package passed by the US Congress in March.  Thus, far less net new borrowing is actually needed to 

increase emergency spending.  However, making use of these dollars is not an easy task as cooperation between the 

House and Senate leaders of opposing parties, as well as the outgoing Trump administration, would be necessary.  

 

As The Clock Runs Down 

The term “brinksmanship” is the antithesis of predictable, safe decision-making.  It also does not imply a foregone disaster. 

Talks between US fiscal policymakers on emergency action in the past week have been the most serious since March and 

may still bear fruit. For the moment, even funding for public distribution of vaccines is tied to these spending negotiations. 

Some policymakers are weighing compromise on COVID emergency aid as they contemplate their political futures. And 

all this is taking place before an unprecedented double run-off Senate election on January 5 (see figure 4).    

US markets will undoubtedly vacillate on both the outcome of fiscal deals and the possibility that Democrats unify control 

of the US government, if even by the narrowest of margins after the Georgia runoffs. 

 

Figure 4 Polls Now Show Both Democrats Slightly Ahead in Georgia Senate Races 

 

 

Source: FiveThirtyEight though December 11, 2020 
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The UK on the Brink, Too 
 
The US is not alone in the practice of brinksmanship. The UK’s laborious 4 ½ year divorce from the European Union 
drags on with many critical details unresolved before the “exit” happens on the 31st December, 2020.  As news media 
covered this week, after inconclusive discussions Wednesday, UK Prime Minister Boris Johnson and the EU President of 
the European Commission Ursula von der Leyen have agreed to extend negotiations until Sunday, December 13th. Both 
sides agree that a deal is possible, but they are also completing preparations for a No Trade Deal Outcome. 
 
We have consistently held the view that there would be a last minute ‘bare bones’ trade agreement. There are three 
outstanding issues: ‘level playing field’ provisions, fishing rights, and how any trade deal would be enforced. Of these, the 
first is the most challenging, because at stake is both the integrity of the EU and its rules for market access, as well as 
the UK’s commitment to complete sovereignty. The ‘level playing field’ means that there needs to be assurance of fair 
competition after Brexit. The EU is concerned that the UK might use its new freedoms to gain industrial advantages 
based on the EU’s existing rules, and the EU would also like the UK to commit to implementing all its future rules. UK 
negotiators believe that these EU demands not only impinge on its sovereignty, but also are not standard in conventional 
free trade agreements.  
 
Even if the two sides can agree on a trade deal, it would exclude services that make up 80% of UK output, and there will 
still be logistical challenges in the early part of next year. The EU is the UK’s largest trading partner by some distance – 
figure 5. The key advantage of a ‘bare bones’ trade deal would be the amicable parting that could lead to ongoing 
dialogue and further agreements in the future in areas like data sharing, the environment and security.  
 

The UK Market: Cheap Without an EU Deal and Very Cheap With One 
 
The economic difference between a Deal and No Deal will be significant, but probably not devastating given that the 
trade negotiations have never set a high bar and given the long period of No Deal preparations on both sides. The UK 
Office of Budget Responsibility has estimated that No Deal would result in 2% lower GDP growth next year than the UK 
would achieve with a deal. Our current GDP growth forecast is 3% for 2021. The UK government has estimated that over 
the next 15 years, UK GDP would be 8% lower than it would be with a deal, a very long period when other factors will 
dominate and develop. 
 
 

Figure 5: Shares of UK Trade with Key Regions (% Total) Figure 6: UK Real Effective Exchange Rate 

 

 

Source: Bloomberg as of December 12th 2020 

 
 
 
UK assets already reflect the current Covid challenges and a “No Trade” EU departure. Figure 6 shows how cheap 
Sterling is in real-exchange rate terms. A deal would be particularly positive for Sterling, with pent-up demand for UK 
assets likely taking the currency to $1.35 per USD in the short-term before moving to at least $1.37 over 6-12 months. A 
No Deal would likely take Sterling down to $1.27 on our worst-case assumptions. 
 
UK equities are very cheap in valuation terms, trading at around a 35% discount to the US market. The 3% average 
dividend yield is higher than any other developed country, and offers a significant advantage over the average UK fixed 
income yield. The UK market capitalization composition is also very attractive, with almost 60% in cyclical value (sectors 



like financials, energy, materials, industrials). Average EPS growth is expected to rebound sharply by at least 25%, with 
upside potential if there is a trade deal. A deal could be a decisive positive catalyst for inflows, while a No Deal is largely 
already discounted in a cheap under-held market. Just as US elections showed, simple “closure” of a political uncertainty 
– for better or worse – often serves as a catalyst for markets.  If there is a trade deal, foreign exchange and equity 
markets will not wait around for investors to consider the implications.  They will reprice in a near-instant. 
 

The EU, Acting With Unusual Normality 
 
The ratification of a pan-EU Recovery Fund and budget has moved significantly closer with Hungary and Poland 
softening their opposition and agreeing to a compromise over “rule of law” provisions.  This allows the EU to launch a 
€750 billion Recovery Fund along with the €1.8 trillion 2021-2027 budget. This amounts to a major step-up in fiscal 
stimulus in the Eurozone in 2021 (an increase of about 5.5% of annualized GDP) after a less impressive year of action in 
2020.  The Recovery Fund has allocated €390 billion in grants to support the weaker periphery countries.  
 
The rule-of-law mechanism likely to be approved at this coming week’s EU summit will reduce the threshold for financial 
penalties over rule-of-law breaches among other steps. This should pave the path by year-end towards full EU 
parliamentary approval of the Recovery Fund as well as the 2021 budget – see figure 7.  

 
Figure 7:   Proposed EU-Transfer “Solidarity” Stimulus and other Steps 

 

Source: EU as of July 2020 

 
 
Meanwhile, the European Central Bank significantly expanded the scope of its credit easing steps this week. The ECB 
increased the size of its public and corporate sector bond purchases by €500 billion, taking the total size of the program 
to €1.85 trillion. The program’s duration was also further extended by nine months to at least March 2022, with maturing 
PEPP bonds reinvested until at least 2023. To support bank financing, Targeted Long Term Refinancing Operations 
(TLTRO’s) were also increased, with three additional loan programs and the window for the lowest rate extended to June 
2022.  

 
In our view, investors likely underestimate the economic and market value of a combination of increased EU government 
spending and monetary financing. 

 

Parting “Gifts” for China? 

The final days of the Trump administration offer some additional, unique risks for investors in Asian markets. These include 

the Nov 12 executive order (EO) to ban US persons from investing in companies related to the Chinese military. Separately, 

the US Congress passed the Holding Foreign Companies Accountable Act (HFCAA) that will require the delisting from US 

markets of foreign firms that don’t comply with US accounting standards before January 1, 2022. 

These developments have weighed on Chinese equities’ relative performance amid broadly bullish global markets (see 

figure 8 and Asia Strategy Bulletin | US actions against Chinese firms cause volatility, but likely have limited lasting impact). 

https://www.privatebank.citibank.com/ivc/docs/quadrant/AsiaStrategy_201212.pdf


For Chinese equities, we see continued near-term headline risk in the remaining days of the Trump presidency, but believe 

that the long-term impact on their shares will be limited. 

The investment ban represents a major bipartisan step in a long-term effort to counter China's so-called “civil-military 

fusion” strategy, in which some corporate actions support the Chinese military. These US and global countermeasures 

are likely to gather strength under a Biden administration and have several near-term signposts (see figure 9). However, 

the big question is what kind of companies would be included in the sanctioned list. So far, the list includes heavy 

industry, telecom, materials and energy sectors that have limited impact on most investor portfolios.  But a more onerous 

version would impact high growth sectors like tech.  

While there are obvious risks for investors, we believe the worst and most onerous outcomes are unlikely. Broadly 

sanctioning entire tech industries and financial institutions would represent a major EAST-WEST escalation and would 

present risks not just to China’s financial system, but to regional and global finance as Chinese institutions are globally 

interconnected (please see Q&A on Hong Kong, 22 July 2020).  

For the privately owned tech companies, it is much more difficult to “prove” military ties. Sanctioning these would likely 

bring legal challenges, as was the case for Tiktok.   A Washington DC court and a Trump appointed judge blocked his 

executive order (EO) as it was deemed “arbitrary and capricious.” Separately, a group of Tiktok users also sued to 

protect their Tiktok-based businesses in a federal court in Pennsylvania, where the judge blocked the EO for 

overstepping legal boundaries. For quality private firms with solid fundamentals the West may create opportunities for 

global investors to acquire stakes in companies who seek distance from the government, especially those with a longer 

horizon.     

Figure 8: China underperformed after the Nov 12 EO, 
while global equities continued to rally 

Figure 9: Potential near term catalysts surrounding 
investment ban EO 

 

Dec 11 Annual National Defense Authorization Act is 
due. If the investment ban is included in the Act, it 
may be more difficult for the Biden administration 
to unwind the measures. 

Dec 14 OFAC is expected to announce its sanction list, 
which may trigger further deletions from index 
operators. Also the date of Electoral College vote. 

Dec 18 8 stocks are deleted from FTSE indices and 
related ETFs, potential additions are possible 
before Dec 18 

Dec 30 MSCI may announce their decision prior to the 
end of Dec, when their next rebalancing takes 
place 

Jan 11 
2021 

The executive order takes effect, trading with US 
persons to halt except to divest 

Nov 11 
2021 

Deadline for existing investors to unwind 
positions where EO is applicable 

 

Source: Bloomberg, as of 10 December 2020 Source: Bloomberg, as of 10 Dec 2020 
Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only. Past performance is no guarantee of future 
returns. Real results may vary. All forecasts are expressions of opinion and are subject to change without notice and are not intended to be guarantees of future 
events. 

 

 
Ignore the Politics and Follow the Vaccine 

 

Waiting for the complete resolution of political outcomes subjects investors to market timing risks – a factor that often leads 

to deep underperformance (see figure 10).  Certainty is expensive, as prices move too quickly. 

We have already seen the impact of strong vaccine efficacy studies via a sharp rally in our basket of “COVID cyclical” 

equities.  From November 1 to December 11th, the S&P 500 is up 12% while COVID cyclicals outperformed the index by 

a further six percentage points. 

As we wrote last week, there is a large group of naysayers who believe the “market is too high” and/or that they have 

“missed it”.  We think large cap US equity returns will be mid-single-digits in the coming 12 months.  And we also believe 

that the economic recovery from the COVID shock will hardly be a further boost for technology shares that have benefited 
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from the sector’s immense usefulness in coping with the pandemic. This is why we are neutral large-cap US shares, but 

overweight the many regions and sectors that have yet to fully recover from the shock (see figures 11-12). 

 

Figure 10:   S&P 500 total return, return missing 20 best days per decade, 

return missing best 2 days this year 

 

Source: Bloomberg as of December 13th 2020. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative 

purposes only and do not represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which 

would lower performance. For illustrative purposes only. Past performance is no guarantee of future results. Real results may vary. All forecasts are 

expressions of opinion and are subject to change without notice and are not intended to be guarantees of future events. 

 

Figure 11: Performance divergence between stay at home 

and leave your home baskets 
Figure 12: Nasdaq 100/Russell 2000 

 

 

Source: Bloomberg as of December 4, 2020. Note: “Stay at Home” basket includes names identified to benefit from COVID-related disruptions and a shift to 

working from home. “Leave Your Home” basket includes Citi Research Buy and Neutral Rated US names in the following sub-industries: Banks, Industrial Conglomerate, 

Machinery, Oil Gas & Consumable Fuel, Textiles Apparel & Luxury Goods, Energy Equipment & Services, Hotels Restaurants & Leisure, Building Products, Retail REITs, 

Construction & Engineering, Leisure Products, Airlines, Multiline Retail.  

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific 

investment. Past performance is no guarantee of future results. Real results may vary. 

A Return to Normalcy, More Or Less  

Investors are beginning to get a clearer picture of what Washington D.C. will look like in 2021, as President-elect, Joe 
Biden, names his top choices for key positions. The selections below reveal what Biden believes to be the most urgent 
priorities of his incoming administration and the sort of people he will entrust with accomplishing those objectives.  
 

• Janet Yellen (Treasury Secretary) – The former Fed Chair (2014-2018) is a known quantity to Main Street and 

Wall Street, where she sought to achieve the central bank’s duel mandates of maximum employment and a low 

but positive 2 percent inflation rate.  We believe her experience at the Fed should come in handy at a time where 

fiscal and monetary policy needs to work together to support recurring economic growth aimed at reducing the 

unemployment rate from 6.7 percent towards its pre-pandemic levels.    
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• Antony Blinken (Secretary of State) – Biden chose to name his selection for the nation’s top diplomat as his first 

Cabinet announcement. The message, in our view, was intended to send a clear signal that he intends to revert 

back to a more traditional multi-lateral approach to foreign policy that is less combative with long-time allies and 

less accepting of long-time foes.  

• Ron Klain (Chief of Staff) served as chief of staff to two Vice Presidents: Al Gore (1995-1999) and Joe Biden 

(2009-2011). He also served as the White House Ebola Response Coordinator in 2014-2015, providing 

experience that could prove helpful as President-elect Biden seeks to build a team and lead the nation through 

the rest of the COVID pandemic, the inoculation of millions of people, and the resumption of a more normal way 

of life.  

• John Kerry (Special Presidential Envoy on Climate) – A former Secretary of State (2013-2017), Senator (1985-

2013) and 2004 Presidential candidate, Kerry signals a return to the Paris Agreement, which he played a role in 

creating, and a commitment to greenhouse gas reduction.   

• Lloyd Austin (Defense Secretary) – The retired four-star Army general is in a position to become the first Black 

defense secretary in U.S. history if confirmed. The former commander of U.S. Central Command – covering 

military activities in the Middle East – brings over 40 years of relevant experience, including a stint leading forces 

in Iraq and the campaign against the Islamic State. 

 

These choices, and others, suggest a return to rules-based governance and most clearly, a multi-lateral approach of 

international coalition building.  Gone will be an unpredictable reach for tariffs as an all-purpose negotiating tool. This 

more predictable path for international relations by the US is likely to gradually (and partially) reduce a risk premium to 

many international assets.   

Equities Will Gather Steam as Normal Becomes the Norm 

There are substantial near-term issues to occupy investor attention and keep the news media in a state of frenzy, but a 

return to normalcy in politics is on the horizon.  More importantly, within less than a year, COVID vaccines will return life to 

normal, while the world economy will experience a strong cyclical rebound. This is a powerful combination. 

Asset prices both rise and fall routinely over short periods.  But equity market returns over longer periods reflect both 

economic progress and current income payments through dividends (see figure 13).  As we said in Outlook 2021, we are 

not eliminating fixed income from portfolios. This is because bonds dampen volatility and have some standout opportunities 

in narrow segments. Yet, at current interest rates, only equities (public and private) offer the prospect of solid, positive 

inflation adjusted returns.   

Few would disagree that it would be investor malpractice to eliminate whole equity portfolios because of the chance for 

market-moving positive or negative short-term political developments. Yet the financial implications of new investment 

positions are no different. The fear of starting a portfolio position at the wrong price keeps investors chronically off their 

target investment allocations (Outlook 2021). Ignore politics and track the vaccine. This will optimize portfolios and 

outcomes. 

Figure 13: Global Equity Price Return and Return Including Reinvested 

Dividends 

 

Source: Bloomberg as of November 24th 2020. The chart shows the performance of the MSCI World Total Return Index, broken down into its price return 

and reinvested dividends components. Past performance is no guarantee of future returns. Indices are unmanaged. An investor cannot invest directly in 

an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment.   
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