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In our August meeting the committee spent a considerable portion of its discussion considering the 
intersection of two big uncertainties, and there is an extraordinarily wide range of potential outcomes with 
very important implications for the global economy, financial markets and your portfolio. As we have 
outlined previously, these are the progress in dealing with the coronavirus crisis and the upcoming US 
presidential election. In both cases we must admit that the expected outcomes are far from assured.

There is the possibility that the current efforts towards producing a vaccine are unsuccessful, or at the 
very least take longer than is currently anticipated. Similarly, while there has been some encouraging news 
on bringing down the time to return results after testing for the virus, the logistics of producing and 
distributing such tests presents a significant challenge. We have all lived the experience of what it means 
for the virus case count to be increasing rapidly in second or third waves. Government leaders would very 
likely quickly impose harsher social distancing restrictions, which curtails employment and business and 
the nascent economic recovery quickly starts to retreat, and the contraction is deeper and more prolonged 
with very real social and financial consequences. 

US Presidential Elections
There is a high likelihood that no clear winner will be declared on the night of the US election, and any 
uncertainty about the result will most certainly be hotly disputed and probably last several weeks, if not 
months. One of the hallmarks of democracies is the peaceful transition of power following an election, yet 
the United States has an incumbent who has said in effect that he will only accept the result if he wins. 
On this, and almost nothing else, we should take President Trump at his word. Given the unprecedented 
campaign from the White House and its associates to undermine the integrity of the election process and 
the legitimacy of any result other than one in their favour, we should assume that there is strong 
probability of chaos and probably violence. We then of course need to think about the impact of such 
disruptions on the stability of the financial markets. 

The above scenario is not what we consider to be the most likely combination of outcomes.
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Feel free to insert your own note of caution, scepticism or caveat here, however statistical analysis1 of the 
polls for the US election currently tells us that Joe Biden is likely to be the next President. 

It is important to remember that the above probability is an assessment at a point in time and does not 
mean the election is a foregone conclusion, as all of us who watched the 2016 presidential race and the 
Brexit vote can attest. Assuming the predictions above are right though, we then must think about the 
transition period from November 3 to January 20. Who among us can really comprehend what actions 
might be taken by an outgoing president, who more than any other has been undeterred by political 
convention or norms, and who has very real concerns about his own legal liability and that of his close 
family members. What will the be the reaction of highly priced US equity markets if the instability of the 
system of government is laid bare for all the world to see? 

Looking through that transition period, we hope to see some return to normality. That would include a 
United States government that respects international institutions and its allies. A US government that 
engages with China to manage their differences on trade in an assertive but constructive manner. A 
president who can think beyond simplistic transactional terms and grasp that global trade is not a zero-
sum game. An administration that respects the independence of the US Federal Reserve and understands 
the critical importance that it is not influenced by overt short-term political considerations as it manages 
monetary policy through the recovery and beyond. Getting to this point will be fraught and repairing 
relationships and institutions will take much genuine effort, but we think it is also the most likely outcome.

Coronavirus – Testing and Vaccines
We are heartened that the clinical trials have been resumed from the Oxford University team, in 
partnership with the pharmaceutical company AstraZeneca whose CEO has said that the vaccine could still 
be available by the end of the year. Of course, as we have shared previously, this team are one of many 
that are working towards production of vaccines against the virus. There was also a very promising release 
of a $5 portable rapid test that can provide results in 15 minutes. The US company Abbott Laboratories 
has said it will “ship tens of millions of tests in September, building up to 50 million tests a month starting 
in October.”2 For context, the US has currently conducted approximately 86 million tests in total since they 
began testing. In conjunction with the test, the company will offer a free, mobile phone app “which will 
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allow people who test negative from Covid-19 to display a temporary digital health pass which they can 
share to those who need the information.”2 

As we have come to terms with and better understood the crisis and the economic and portfolio impacts, 
the words of former US Treasury Secretary Larry Summers take on more significance. Back in early April 
he said this in an interview: “I have the optimistic guess—but it’s only an optimistic guess—that the 
recovery can be faster than many people expect because it has the character of the recovery from the 
total depression that hits a Cape Cod economy every winter or the recovery in American GDP that takes 
place every Monday morning. … And so, I think that if we’re able to get the public health under control 
that normality will return more quickly than it does after financial crises or normal recessions.”3 

He actually went on to finish that last sentence by saying, “but I’m not sure of that.” With the advances 
in testing and the likelihood of a vaccine in the next few months, we can be increasingly confident that 
Monday morning is indeed coming. 

Australia
In early September we had confirmation that our near 30-year run of economic growth without recession 
had come to an end. That was of course just the data catching up and confirming what we have all lived 
through in recent months. The past tense here is being used deliberately. Even with the extended 
lockdowns in Victoria and the shallower path to recovery, the consensus among economists is that as of 
now we are likely to have returned to positive economic growth. 

The charts4 below show firstly the strong progress in reducing the number of virus cases, the vast majority 
of which were recorded in Victoria. The evidence here strongly suggests that while unpopular, the 
restrictions that have been maintained have been effective in getting the virus under control. The resulting 
effect of that is shown on the right-hand side where the lull in June activity levels, again strongly influenced 
by Victorian data, are starting to recover again.
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At time of writing, we are starting to hear that the restrictions are starting to be eased, and so even 
Victorians can look ahead to the metaphorical Monday morning re-opening of their economy. 

Kind regards, 

Asset Allocation and Investment Committee
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TEN YEAR FORECAST RETURNS 

Australian 
Equities

Inter Eq -  

Dev Mkts
Inter Eq – 

Emerg Mkts
Listed 

Property
HY Income 
Securities

Income 
Securities

Current Yield 4.7% 2.0% 2.1% 4.8% 6.7% 2.8%

+ Currency Impact 0.6% -2.8%

+ EPS Growth (10 Yrs) 4.1% 4.9% 7.2% 2.5%*

+ Valuation Effect -1.4% -2.8% -1.3% 0.2% -4.0%

Index Return (Pre-Tax) 7.5% 4.7% 5.2% 7.5% 2.7% 2.8%

* Forecast Distribution Growth

Please note that the active asset allocation targets mentioned below apply to both the Exchange Traded Fund portfolios managed by Implemented 
Portfolios and the portfolios that own direct shares which are managed by Joseph Palmer & Sons. However, commentary below about individual 
investments is in relation to the ETF portfolios only. 

AUSTRALIAN EQUITIES

The strong bounce from the March lows has stalled, as it seems that like us many market participants are 
awaiting stronger confirmation that the economic recovery continues. Hopefully we have shared with you 
some of the reasons for our confidence that this is the case in the discussion above. We note that of the 
funds that make up this asset class in your portfolio that Financials remains a laggard, but we expect with 
upgrades to the outlook for house prices and continued low interest rates, that the medium to long-term 
prospects continue to support the overweight stance. More pleasingly, the resources sector continues to 
provide robust performance, only to be outshone by the technology exposure within the MidCap50 fund. 

INTERNATIONAL EQUITIES

Australian Equities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 10.0% 15.0% 20.0% 27.0% 40.0%

Target* 13.0% 19.5% 26.0% 35.1% 51.6%

International Equities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 5.0% 10.0% 15.0% 23.0% 35.0%

Target* 4.9% 9.8% 14.8% 22.7% 34.3%
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The neutral allocation to this asset class has been maintained, though we did agree a compositional 
adjustment to the underlying funds. With the relatively stronger performance of the Asia-Pacific (ex-Japan) 
fund, we have somewhat lower expectations about future returns from these higher prices. As outlined in 
the weekly commentary, we have agreed to reduce the exposure by approximately 1.6% for a No. 3 
Program portfolio. The proceeds will be mostly reinvested to the existing Japan funds, with a smaller 
portion to be moved to the current Developed Europe (ex-UK) investment. The first tranche of this trade 
representing about one third of the total move has now been completed, and we expect to complete this 
switch over the next couple of months. 

LISTED PROPERTY

As the Tipping Points table shows we have this asset class within our Cheap valuation band, though have 
for now opted to persist with holding a Neutral exposure. Ordinarily we would expect to have a modest 
overweight stance, though there is much uncertainty in this asset class as we negotiate the recovery and 
return to work in our economy. We have therefore agreed that it is appropriate for now to be somewhat 
conservative on our stance in Listed Property. Over the short to medium term the outlook for both the 
Office and Retail sectors faces significant uncertainty, and of course is susceptible to any setbacks on our 
recovery path. Long term we think there is reasonable value here, but our current assessment of the 
balance between risk and reward leads to us to maintain the neutral allocation. 

HIGH YIELD INCOME SECURITIES

We remain 100% underweight here as the forecast return is not sufficient to compensate for the risks.

Listed Property No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 5.0% 5.0% 10.0% 10.0% 10.0%

Target* 5.0% 5.0% 10.0% 10.1% 10.1%

HY Income Secs No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 10.0% 15.0% 15.0% 15.0% 10.0%

Target* 0.0% 0.0% 0.0% 0.0% 0.0%

http://www.implementedportfolios.com.au/


Page 8 of 9 www.implementedportfolios.com.au

INCOME SECURITIES & CASH

Income Securities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 40.0% 40.0% 30.0% 20.0% 0.0%

Target* 53.0% 51.5% 38.8% 26.4% 0.0%

Cash No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 30.0% 15.0% 10.0% 5.0% 5.0%

Target* 24.2% 14.2% 10.4% 5.7% 4.0%

The reality that is very important to grasp in the defensive part of the portfolio remains that truly safe 
investments are just not paying very much at the moment, and are unlikely to do so for some time to 
come. You will be aware that the Reserve Bank of Australia took the Cash Rate down to 0.25% as part of 
their policy response to the coronavirus and the subsequent recession, and interest rates have moved 
sharply lower both here and around the world. That ‘lower for longer’ rates regime also extends to term 
deposits, where even if you commit to a 5-year term you will need to shop around to get better than 1% 
per annum. That means, a $10,000 investment will return just $100 at the end of each year. Despite a 
brief period of dislocation and volatility, there has been a solid recovery in the funds in your portfolio and 
a return to stability from your defensive investments.

* The Target weights outlined above reflect both the active asset allocation stance as determined by the committee and also the impact of 
market price changes as portfolios use a floating weight regime for securities within an asset class, and asset classes within each of the 
respective Investment Programs.
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ASSET CLASS TIPPING POINTS

Equity markets have been quite flat for a few months now, and hence we haven’t seen much change in 
the relative valuations of the underlying exposures. The one exception being the stronger and earlier 
recovery in Asia-Pacific which has pushed that up from Cheap to Fair Value and led to our decision outlined 
above to reallocate some of this exposure to Japan and a little also to the Developed Europe (ex-UK) fund. 
With Listed Property comfortable in the Cheap band we would normally be Overweight rather than the 
current Neutral, though we think the uncertainty in this sector continues to warrant caution for now. 

Source:

1. The Economist, “Forecasting the US elections” – economist.com. 12-Sep-20.
2. MT Newswires, “Abbott Receives Emergency Use Authorisation for Rapid Test” – Bloomberg. 27-Aug-20.
3. W Cohan, “Grim As It Is Now, Larry Summers Guesses Recovery Could Be Faster Than Anticipated” – Vanity Fair. 2-Apr-20.
4. ANZ Research, “Alternative Data Snapshot: activity continuing to recover” – ANZ. 11-Sep-20.

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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