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Whilst the current President of the United States may not be willing to do so, there has been a very strong 
sense that just about everyone other than he and his supporters want to put the US election behind us 
and move on. Let’s be clear though, the unedifying spectacle of not conceding and not ensuring an orderly 
transition only drags on because of the delusion of one man. A delusion that continues to be indulged by 
his party and significant elements within the media. The electoral college margin for President-elect Biden 
will be identical to that which President Trump secured in 2016. After that election the result was 
repeatedly described as an historic, landslide victory. Now though, there is the opposite interpretation, 
and this is of course just the most recent instance of staggering hypocrisy from this administration. 

President George W. Bush’s speechwriter recently described what is happening in unflinching terms. “What 
America is now experiencing is a massive failure of character — a nationwide blackout of integrity — 
among elected Republicans. From the president, a graceless and deceptive insistence on victory after a 
loss that was not even close. From congressional Republicans, a broad willingness to conspire in President 
Trump’s lies and to slander the electoral system without consideration of the public good.”1

The swamp has not been drained; it is thriving. Almost no new border wall has been built, and Mexico has 
not paid for any of it. The only senior political figures that have been locked up worked for President 
Trump’s campaign and / or administration. There has been no upgrade to America’s infrastructure, despite 
a program to do so being announced on multiple occasions. It was not “so easy” to replace Obamacare 
with better, cheaper healthcare for everyone. The trade deficit with China is about at the same level it 
was when this administration started. Nearly all of the tariffs raised have been passed on as handouts to 
the deeply impacted agriculture sector. The United States allies are jaded and skeptical, and its opponents 
emboldened. Vital global institutions and agreements have been attacked and defunded. In short, the 
standing and level of trust that the rest of the world has in US leadership and authority is greatly 
diminished2 and will require a long and arduous process of restoration. 

It is not the task of this commentary to consider just why 73 million Americans wanted four more years 
of the above, but we will repeat the obvious observation that America remains a deeply divided nation. It 
is also a country in which the destablising influence of President Trump is likely to continue in the years 
ahead, possibly including the imminent launch of the Trump 2024 campaign. America will be very difficult 
to govern effectively, especially if as seems likely Republicans retain control of the Senate. There is no 
great insight or speculation required to understand what lies ahead in such a scenario, because we have 
seen before exactly how this will play out. If he returns as Senate Majority Leader, we can be quite sure 
that Mitch McConnell will be at least as obstructionist as he was during the Obama administration. With 
the support of the barest majority, Republican colleagues will stand in the way of the policies that elected 
Joe Biden, and will return to pretending to be concerned about deficits and debt in order to stymie the 
much needed policy support for the American people, and their possibly stalling economic recovery.
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The continued lack of a coordinated national 
policy to deal with the coronavirus, and the 
vanishingly small likelihood of that changing 
before Inauguration Day, will inevitably lead to 
thousands more preventable fatalities and a 
considerable ongoing economic impact across the 
United States. America has just recorded more 
than 180,000 new cases3 (14-Nov), and is on a 
trajectory that will require new rounds of social 
distancing, business closures and at least partial 
lockdowns in their economy. 

Were that to eventuate, it may in fact lead to further dominance of the largest companies in the S&P500 
index, which are those that have fared particularly well during the enforced work from home period. 

This chart shows that the year to date performance 
of Facebook, Amazon, Netflix, Microsoft, Apple and 
Google (Alphabet) has been collectively a gain of 
47%. However, if we strip out that performance from 
the overall index, then the remaining companies are 
up just 3%. The US equity market remains very 
concentrated, and one in which the valuations for 
the six standout performers are demanding. 

Over recent months we have written and spoken 
regularly about two great uncertainties, the outcome 
of the US election and the path back to normal from 
the terrible impacts of the coronavirus. As the saying 
goes, markets typically don’t like such uncertainties, especially when the range of outcomes is as broad 
as was the case for these. Whilst acknowledging the earlier discussion, we do now know the answer to 
the first question, though it will be a volatile couple of months ahead. Similarly, the path forward on the 
recovery from coronavirus does appear to have recently become a good deal clearer.

The news from Pfizer on the much better than expected effectiveness of their vaccine was cheered by all, 
however the logistics of distributing it and the preparedness of people to take it remain challenges. Recent 
studies4 indicate that only about 7 out of 10 people are willing to do so, and debate continues about the 
proportion of the population required to achieve herd immunity. Importantly, the reaction of investors as 
seen in a broad range of financial markets gave us an important preview of the potentially profound 
rotation that may unfold as vaccines are released. When Pfizer and their competitors succeed in their 
vaccine development programs, and we make our way substantially back towards our old lives, then the 
winners and losers columns going forward will look starkly different than they have since February. 
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The Australian share market does not show the same degree of concentration as depicted above for the 
US S&P500 index, but there has certainly been a wide divergence between the performance of individual 
sectors over the course of 2020. 

The Technology sector has had 
a very strong year in returning 
47%. However the Listed 
Property sector understandably 
has had a much more difficult 
time.  What is most interesting 
though is the glimpse we saw 
of the potential for recovery in 
the unloved sectors. The sharp 
spike higher (bottom right) in 
Listed Property reflects the 
market saying it expects people 
to start to return to offices and 
shopping centres. 

The Financials sector, of which the four major banks account for two-thirds of the exposure, is the second 
to bottom line (light blue) in the chart above. It is clearly also one that suffered from the reduction or 
suspension of dividends, and the uncertainty around jobs, house prices and the potential for loan defaults 
as the coronavirus crisis shut our economy down. Pleasingly though, we continue to see evidence that the 
sector will fare much better than was expected in the depths of the crisis. The proportion of household 
borrowers that took the opportunity offered to defer their repayments has now fallen by ~65%, and for 
small and medium businesses that figure is even higher at ~80%. 

Analysts recently noted a “sharp improvement in credit quality is driving share prices” and that “there is 
very little credit deterioration across loan books – as a result of the extensive fiscal and monetary stimulus, 
customer credit rating downgrades have been significantly less than expected,” resulting in “the lowering 
of our COVID-related loan loss assumptions.” As you will see in the Asset Class Tipping Points table 
following, even with what we think of as relatively modest expectations about future growth and dividends, 
the Financials sector, and Australia more broadly, look well placed to provide good portfolio outcomes. 

As always, we try to keep these notes concise, and that means there are always topics that have to be 
held over for another day. We will have a relatively quick turnaround between this commentary and the 
next Quarterly Asset Allocation Update, and we will use that opportunity to cover important developments 
on global trade, our latest European views on the coronavirus impact and the coming Brexit, as well as 
recent important policy announcements from China and an encouraging outlook for Japan.

Kind regards,
Asset Allocation & Investment Committee
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Asset Class Tipping Points
We remain comfortable with the overweight stance to Australian Equities given the long-term forecasts 
shown below. We are also pleased to note the recent strong performance in Listed Property has brought 
this asset class back close to Fair Value.
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NOTE: It is important to note that each portfolio is managed to its own mandate, which can mean that activity mentioned above is not reflected 
in your own portfolio. This may be because it is more beneficial to your portfolios after tax performance to complete the trading at a different 
time, or may be due to individual customisation that you have requested. This flexibility is an integral part of the investment process. If you would 
like to discuss the tailoring of your portfolio, please contact your Adviser.

DISCLAIMER: The information in this commentary has not been verified by Implemented Portfolios but is believed to have come from reliable 
sources as noted in the acknowledgements. No Liability is accepted by Implemented Portfolios, its Directors, officers, employees or contractors 
for any inaccurate or incorrect information. The information is a broad commentary and there is no intention that a client should act on the 
information without seeking professional assistance from their own advisers (legal, tax, accounting, financial Planning) for suitability in respect of 
their unique circumstances.
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