
Page 1 of 5 www.implementedportfolios.com.au

Monthly Economic & Investment
Market Commentary

July 2020

It will come as no surprise that the top two issues that US voters ranked as very important to them when 
they consider their vote in the upcoming presidential election were the economy and healthcare.1 
However, any realistic assessment should acknowledge that at this time these two issues cannot and 
should not be separated. That is to say, there will be no sustainable economic recovery without a 
successful response to the coronavirus. This applies of course not just in the United States but in every 
country around the world. On that score, we affirm our view that there are quite significant disparities 
between different countries’ management of the virus, and therefore we expect to see divergent economic 
outcomes. Positive developments in containing the coronavirus can lead to quite sharp rebounds in both 
business and household sentiment, and with such confidence we would expect to see financial markets 
buoyed. However, whilst such a scenario is feasible, it is by no means assured. 

United States
There are now almost 5.5m cases of coronavirus in America and 170,000 people have lost their lives. The 
US government continues to be unable to reach agreement on extending the policy support programs that 
people still need. The economic risks of this inaction are very significant and the probability of them 
occurring is increasing rapidly. This stalemate is occurring despite strong agreement in the economics 
profession that the depth of contraction, the scale of job losses and the longer-term impact of the virus 
and the shutdown would all have been much worse without the unprecedented policy response. It is also 
a political curiosity that the party with incumbency in the Senate and the White House are standing in the 
way of a US$3 trillion package passed in the House of Representatives nearly three months ago. 

We share here an extended quote from Admiral William McRaven (ret.), who formerly led US Special 
Operations Command including the operation that captured Osama Bin Laden. It is one of the most concise 
encapsulations of the deep-set divide that has taken hold in the United States in the current moment. 

“Today, as we struggle with social upheaval, soaring debt, record unemployment, a runaway pandemic, 
and rising threats from China and Russia, President Trump is actively working to undermine every major 
institution in this country. He has planted the seeds of doubt in the minds of many Americans that our 
institutions aren’t functioning properly. And, if the president doesn’t trust the intelligence community, law 
enforcement, the press, the military, the Supreme Court, the medical professionals, election officials and 
the postal workers, then why should we? And if Americans stop believing in the system of institutions, 
then what is left but chaos and who can bring order out of chaos: only Trump. It is the theme of every 
autocrat who ever seized power or tried to hold onto it.”2
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Just as the world contemplates two potential courses for the trajectory of the coronavirus, a successful 
vaccine or a second wave, so too do we contemplate two paths that the global economy may take after 
the US election. It is likely impossible to contemplate the full gamut of what a 2nd Trump term may bring, 
led by a president who has already shown how willing he is to ignore political norms, and one who would 
presumably not need to return to the ballot box. Does the US revert to supporting the global institutions 
that underpinned a period of relative stability and economic growth in the last half of the 20th Century, or 
does the world move further down the path of de-globalisation, disrupted global supply chains, lower 
world economic growth and much greater potential for real conflict between the world’s two super powers? 

As one historian recently noted, the stakes couldn’t be much higher. “In the U.S., I think what we’re seeing 
is that everything is at stake in the coming election, the aftermath of the election, and, more broadly, in 
whether progressive forces can assemble the coalition necessary for turning the United States into a 
cooperative actor in managing the risks of the [current age]. Which it currently is not.”3

From a financial markets point of view, the S&P500 is essentially back to the all-time high that was set in 
February this year, whilst the more technology focused Nasdaq 100 index has powered past it’s equivalent 
peak to be now 16% higher than that level, and more than 30% up on a calendar year to date basis. This 
performance though has been very concentrated, as the following chart3 shows.
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There is a huge amount of information contained in this one image, so let’s consider the important 
elements. Firstly, it shows the 500 companies that make up the S&P500 index, ordered on the horizontal 
axis by their year to date performance. In the bottom left-hand corner, the worst performers in this group 
are down about 70% since January, which contrasts with the best performers in the top right-hand corner 
that have added almost 100% so far in 2020. The size of each circle reflects the size of the company, and 
the legend shows the colours that correspond to the different sectors of the market. The largest red circles 
are for Apple and Microsoft, and the orange Consumer Cyclical circle represents Amazon. 

It is also very important to observe where 0% sits on the vertical axis and to note how many companies 
have provided negative returns, and just how concentrated the performance of the US equity market has 
been. Recently we have observed an increase in market commentary and discussion of the US being in a 
bubble, a term that describes a highly overvalued market which seemingly does not reflect underlying 
fundamental value. It is an especially stark contrast Wall Street and Main Street at the moment. 

Only time will tell whether the US market or the high-flying individual companies are in a bubble. An 
alternative is that the US and global economic recovery will arrive relatively quickly and be of sufficient 
scale to support earnings growth, which will in turn support these current prices and valuations. It has 
been observed that market bubbles force you to look silly, you just get to choose whether this occurs 
before or after they eventually pop. 

Vaccine Update
To finish a brighter note, there continues to be encouraging progress in the race to find a vaccine 
against the Covid-19 coronavirus. Notwithstanding the recent announcement from Russia of their 
provocatively named Sputnik-V vaccine, the partnership between Oxford University and pharmaceutical 
company AstraZeneca seems to be most advanced, though they are only one among many potential 
options. “For 2021, the global COVID-19 vaccine supply targets of the companies total around 10.1-10.7 
billion doses.”
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Though it would be prudent to temper our enthusiasm: “Formation of herd immunity within an economy 
would take additional time, as the majority of people would have to be inoculated. Moreover, significant 
uncertainties remain regarding clinical evaluations, the regulators’ approval and the manufacturing process 
of vaccine candidates even before reaching the distribution stage. Thus, the latest COVID-19 vaccine 
developments still suggest several risk factors in a long road back to economic normalcy.”

Kind regards,
Asset Allocation & Investment Committee 
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Asset Class Tipping Points
As the competing outcomes are contemplated by investors collectively, local markets have tended to 
largely trade sideways over the last couple of months. As mentioned above, better performance has been 
seen in the United States, though China’s market has also rebounded strongly, reflecting the first-in, first-
out character of the virus and economic response. 
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