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Key highlights
· The global recovery should continue its course but revert to a more normal 

pace. Risks nonetheless remain considerable and include the withdrawal of 
fiscal support in the US, adverse political developments and a turn for the worse 
on the pandemic front.

· While there are several key differences in their domestic agendas, the 
immediate economic policy focus for both US presidential candidates will be to 
support the recovery. 

· European growth looks set to slow, with Covid-19 cases on the rise again and 
the colder months lying ahead – the implications being particularly difficult for 
high-contact services sectors.

· Comforted by the strong control of the pandemic and V-shaped economic 
rebound, Chinese policymakers are beginning to focus on their long-term 
strategy.

· Abe Shinzo’s resignation from Japan’s Premiership will not fundamentally alter 
the policy outlook for the country. 

· Medium-term, we maintain our preference for carry strategies and growth/
quality stock markets. That said, following the massive compression in spreads 
during recent months, carry strategies’ expected returns are declining – making 
equity investments tactically more compelling. 

· The greenback’s September bounce is only temporary – attributable to 
technical factors and a risk-off reaction amid rising new Covid-19 cases in 
Europe.p.03

Asset allocation
Entering a more volatile phase

p.11
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A more normal pace of recovery

Overall, then, what further economic 
upside can be expected? Judging by the 
still low – but inching up – level of 
consumer confidence (see chart 4, 
page 05), and the mirror image in the 
personal savings rate (see chart 5, 
page 05), we would argue that the 
recovery still has a considerable way  
to go. But, with uncertainty still very 
much part of the picture, garnering this 
upside potential will clearly require 
continued policy support. Not 
necessarily additional measures, but  
at the minimum the extension of the 
current schemes.

On the central bank front, the latest 
Federal Reserve (Fed) takeaways are 
two-fold: an extension of forward 
guidance, with rates to remain at the 
lower bound through 2023 (which is 
supportive); and expectations of a full 
and relatively rapid recovery 
(unemployment to fall back below 4%  
by 2023 and core PCE inflation to revert 
back to 2% by 2023), implying that no 
addition to the asset purchase 
programme should be needed. In short, 
the Fed, and other central banks, are 
determined to drive inflation back up to 
the target and to enable full employment 
by keeping their dovish stance for as 
long as necessary – but not doing more. 
It follows that, while the rate of change 
in monetary policy will slow, it is not 
about to turn negative. 

In fact, we would argue that the Fed is 
somewhat optimistic and might actually 
find itself forced to step up asset 

In attempting to describe the ongoing 
recovery, we need first to stress its 
disparate nature. Employment, for 
instance, is behaving much better than 
feared, especially in the US. Conversely, 
all businesses and economies that are 
tourism-dependent remain in a deep 
slump, with little hope of any impending 
revival (see chart 1, page 04). As for 
housing, it is firing on all cylinders, 
supported by all-time low mortgage 
rates (see chart 2, page 04). This means 
that further construction activity can be 
expected and, once these homes have 
been built, spending on household 
durables stands to increase. 

On the pandemic front, which is so 
hurting the hotel, restaurant and travel 
industries, predictions are very difficult 
to make. The daily count of new 
infections is clearly on the rise again in 
Europe (see chart 3, page 04), with 
countries such as Spain and France 
particularly impacted, but this has at 
least partly to do with much expanded 
testing. Reassuringly, the number of 
patients requiring admission to hospital 
and the death rate remain contained. 
Test-and-trace capabilities, as well as 
medical treatments, have also improved 
since the first wave of Covid-19 broke 
out. And, of course, there is the prospect 
of a vaccine, perhaps within just a few 
months. The risk that broad lockdowns 
be imposed again thus seems limited. 
Rather we would expect targeted and 
local measures which, as the US summer 
experience highlights, do not preclude 
GDP (gross domestic product) growth. 

Note: Unless otherwise stated, all data mentioned in this publication is based on the following 
sources: Datastream, Bloomberg, Lombard Odier calculations.

The phase of rapid economic 
rebound and much stronger  

than expected activity indicators 
across all major economies is 

now over. This is not to say that 
there is no further cyclical upside 
– just that the pace of growth will 
become more normal. Provided, 

of course, that existing state 
support schemes are extended, 

and central banks remain dovish.
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1. Tourism is an important driver of growth and employment
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2. The US housing sector is supported by all-time low mortgage rates
 New home sales (level) vs. 30-year mortgage rate (%)

* left hand scale, ** right hand scale
Sources: Bloomberg, Datastream, Lombard Odier
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US new home sales (l.h.s.*)

More construction activity is to be expected and, once 
these homes are built, spending on household durables 
will increase
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5. US personal savings rate
 As a % of disposable income

Sources: Bloomberg, Lombard Odier

4. US consumer confidence index
 Level

Sources: Bloomberg, Lombard Odier
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purchases if yields start to rise. As for the European Central 
Bank (ECB) and Bank of England (BOE), they are likely to 
take further action, be it additional quantitative easing, more 
relaxed targeted refinancing longer-term operations 
(TLTROs) or even, in the case of the UK, a move to negative 
interest rates.

What about the other leg of macroeconomic stimulus, fiscal 
support? We attribute the still subdued US consumer 
confidence in part to the expiry of the USD 600 weekly 
pandemic supplementary unemployment benefit and the 
inability of Republicans and Democrats to reach a bipartisan 
compromise on its extension – or indeed any new relief 
measures. Although President Trump’s executive orders to 
distribute a USD 400 per week benefit did provide transitory 
support, funds are running out and millions of affected 
households find themselves unsure of their financial 
situation. Which threatens the outlook for consumer 
spending and, indeed, the broader economic expansion. 

The UK also faced a “cliff edge” this coming October, when 
its current furlough scheme is set to expire, but a new – 
admittedly much less generous – scheme has just been 
announced, covering the November-March period. France 
and Germany have also extended their job support, covering 
up to 87% of wages. We have, in the past, been critical of 
German fiscal policy that, by focussing relentlessly on 
austerity and excess savings, structurally held back European 
growth. This year, credit should be given to Germany for 
using its accumulated fiscal space wisely and finally 
promoting pro-growth policies. 

Overall, thus, we expect the global recovery to continue its 
course, but revert to a more normal pace. Risks to this 
outlook are nonetheless considerable and include, beyond 
the already mentioned fiscal cliff in the US, adverse political 
developments (read: US elections and Brexit) and a turn for 

the worse on the pandemic front. As regards the US elections, 
both for the White House and Congress, the stakes are 
especially high for international trade – in particular for the 
US-China relationship (more on this subject in the US 
section). With respect to the Covid-19 pandemic, it will be a 
tug-of-war between the evolution of the daily infection count 
and fatality rate, and positive news in the global race to a 
vaccine.  

From an investment portfolio perspective, a slowing pace of 
economic improvement suggests diminishing expected 
returns. The massive compression in spreads during recent 
months, in particular, has made equity investments look 
more compelling today vs. carry strategies on a relative-value 
basis. Still, an overall cautious stance, aligning portfolio 
expected shortfall with the benchmark risk, is warranted. 
Gradual action, too, given that the news flow of the next 
weeks heralds potentially volatile financial markets.

Samy Chaar, Chief Economist



6. Macroeconomic implications of four possible US election scenarios
 

Note: * Likelihood based on current polling data – subject to polling error and change up to election day
Sources: Fivethirtyheight.com, The Economist, Cook Political Report, Lombard Odier

Likely *

Business Conditions Fiscal Measures Fed Recovery

Domestic 
(Regulation)

International 
(Trade/

Geopolitics)
Tax New Spending Domestic Trade Revival

More
 Democrat sweep – + Hikes ++ No  

change + +
Democrat President
 Republican Senate = + No  

change – No  
change – +

Republican President
Democrat House = – No  

change + No  
change = –

Less
Republican sweep + – Cuts = New Fed Chair 

in 2022? + –
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In the US, all eyes are obviously on the early November 
elections. At this point, Joe Biden has a steady lead in the 
polls, suggesting that he should win enough Electoral College 
votes to take on the presidency. Admittedly, polls did a bad 
job of predicting the outcome of the 2016 US presidential 
race – or indeed of the Brexit vote earlier that same year. But 
we note that they were then spot on for voting across Europe 
in 2017 and for the US midterm elections of 2018.

Importantly, also, despite the presidential candidates’ 
radically different ambitions for their country’s global role, 
domestic macroeconomic prospects should actually not 
differ that much whoever wins the White House. That is 
because, faced with the deepest recession in modern history, 
record unemployment and fiscal spending to counter the 
health pandemic, the key issues for the US economy are all 
about recovery. 

United States
Race for the White House: less of a shock than in 2016

In a nutshell
· Judging by the current polls, Joe Biden stands a good 

chance of becoming the next US president.
· While there are several key differences in their 

domestic agendas, the immediate economic policy 
focus for both candidates will be to support the 
recovery.  

· The real risk of surprise in this election is institutional: 
a legally contested result would fuel weeks of 
uncertainty.

In terms of the possible overall elections results – which 
might be finalised only after a lengthy period of dispute, with 
6 January 2021 being the ultimate deadline – we envisage 
four scenarios, ranging from a Republican sweep (least likely) 
to a Democrat sweep (most likely). By sweep, we mean a win 
of the White House and of both Congress chambers. In 
table 6, we depict the macroeconomic implications of each 
scenario, be they on business conditions, fiscal policy, Fed 
leadership and the pace of recovery. 

Fulfilling campaign pledges ultimately hinges on the 
outcome in the Senate. In the case of a Democrat or 
Republican sweep, prospects for growth would be improved 
by, respectively, greater infrastructure spending or further 
tax cuts – not to mention that a swift passage of a new 
substantial fiscal stimulus bill will become likely. Little 
change is to be expected on the monetary policy front, at 
least until the end of Fed Chairman Powell’s mandate in 
2022 (given President Trump’s regular criticisms of Fed 
action he may, if re-elected, try to replace him by someone 
less “conventional”). In terms of overall business conditions, 
domestically-focused firms would probably prefer a Trump 
presidency – less prone to regulation – but those operating 
internationally stand to benefit from the more multilateral 
stance that Joe Biden is likely to promote in foreign policy, 
perhaps even removing some tariffs, which would allow for a 
welcome revival in global trade.

Samy Chaar, Chief Economist
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8. Survey data staged a sharp recovery after the re-opening, but 
now show signs of stalling

 Eurozone PMI surveys

Sources: IHS Markit, Bloomberg, Lombard Odier

7. After significant loosening between May-July, Covid-related 
restrictions across Europe have been mostly stable

 Stringency indicators for the four largest Eurozone countries

Sources: Blavatnik School of Government, Lombard Odier
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Shorter than feared lockdowns, and a policy response that 
improved over time, have led some forecasters – including  
the ECB – to revise up their growth projections. Still, the 
outlook remains challenging. Since August, Europe has 
experienced a resurgence of the virus (partly attributable to 
expanded testing), and the situation could worsen during the 
fall and winter seasons. So far, governments have primarily 
resorted to targeted and localised measures, rather than 
reimplementing broad-based lockdowns – a crucial element 
from an economic standpoint.

But with easing of virus-induced restrictions unlikely to 
resume in the near term (see chart 7) and the early, “catch-
up” phase now behind, the pace of GDP growth is set to slow. 
Recent macro data support this view: PMI surveys, which 
were V-shaped from April to July, flattened in August, and 

Europe
Towards further ECB support

In a nutshell
· European growth looks set to slow, with Covid-19 

cases on the rise again and the colder months lying 
ahead – the implications being particularly difficult for 
high-contact services sectors.

· The agreement on a common Eurozone Recovery 
Fund was a very welcome development, but the 
challenge now lies in deploying it rapidly and 
efficiently.

· Meanwhile, the ECB will likely need to expand its 
support – in scale and duration.

then dropped somewhat in September (see chart 8). Notably, 
the divergence between manufacturing – which continued to 
expand in August and September – and services – which lost 
ground – suggest that high-contact services sectors that are 
most vulnerable to a Covid-19 resurgence are seeing some 
negative effects already. 

Policy response has been crucial so far, and this will remain 
the case. Labour markets were shielded from a large rise in 
unemployment thanks to generous short-term work 
programs. But as we move on to the next stage, with some 
inevitable change in business models, a critical test will be the 
ability of European labour markets to deal with the necessary 
reallocation of resources. Meanwhile, the agreement on the 
Eurozone Recovery Fund was a very encouraging sign of 
common fiscal response – but it remains to be seen how 
quickly and efficiently it can be implemented. 

Finally, while the ECB’s new asset purchase facility helped 
stabilise financial markets, restore confidence, and 
significantly reduce the cost of fiscal support, more will likely 
be needed soon. Both the size of the facility (EUR 750 bn) 
and its duration (until the end of 2020) may well prove 
insufficient. Indeed, although the ECB recently marked up its 
growth and employment expectations, it made little change 
to its inflation forecast. As this lies at the core of its mandate, 
we find it hard to see the ECB taking no further action. 

Bill Papadakis, Macro Strategist
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10. … but government support is becoming less generous towards 
the millions still away from work

 Number of people temporarily away from paid work

Sources: ONS, Lombard Odier

9. The furlough scheme prevented a sharp rise in UK 
unemployment…

 UK unemployment rate (in %)

Sources: ONS, Bloomberg, Lombard Odier
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Numerous challenges await the UK economy in the last 
quarter of 2020. New measures against Covid-19, a less 
generous employment support scheme, and deadlocked 
Brexit negotiations make for a potentially potent mix.

The newly announced measures to contain the resurgence of 
the virus should not be an economic game changer. The 
government’s focus this time is on measures such as mask-
wearing, work from home, and an earlier close of pubs and 
restaurants, rather than “hard” restrictions like those 
imposed in the spring. As such, we would expect their actual 
economic impact to be much more limited. Still, they present 
a new headwind to the recovery, while the shift from lifting 
restrictions to re-imposing them could negatively affect 
sentiment.

Chancellor Sunak announced a new package of fiscal 
measures to cushion the blow. But the Jobs Support Scheme, 
its most critical component, is substantially less generous 
than the current furlough scheme. It will cover a smaller set 
of workers (those working at least one-third of their normal 

United Kingdom
A testing period

In a nutshell
· Covid-19 restrictions are being imposed again in the 

UK, hindering near-term growth prospects.
· The new Jobs Support Scheme, while welcome, is 

substantially less generous than the previous furlough 
scheme, heralding a rise in unemployment.

· Against the backdrop of a challenged economy and a 
potentially volatile Brexit, the BOE is likely to offer 
more monetary policy support in the months to come.

hours), while also reducing the government contribution (to a 
maximum of 22% vs. 60% previously) – thereby shifting the 
burden to employers. A rise in unemployment is likely.

In the meantime, UK-EU trade talks are proceeding with no 
breakthrough in sight. We continue to believe that a “skinny” 
Brexit deal is more likely than not. This is what incentives on 
both sides suggest, and it would not be the first time that 
economic logic prevails over an apparent political deadlock. 
But the current impasse will be an additional volatility factor 
in the near term – even if economic logic does prevail and a 
deal materialises before 31 December, which is by no means 
a given. 

Bill Papadakis, Macro Strategist
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12. Benchmark rates are unlikely to be cut further
 Key onshore money market rates, %

Sources: Bloomberg, Lombard Odier

11. Chinese industry has reversed much of the Covid-19 shock
 Industrial output level, seasonally adjusted (January 2019 = 100)

Sources: CEIC, Lombard Odier
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Chinese growth will be positive in 2020, quite an 
achievement relative to most developed and emerging 
economies. Effective containment of the Covid-19 outbreak 
and aggressive policy support (see chart 11) enabled China to 
stage a V-shaped recovery. We expect this solid performance 
to continue, sustained by the country’s reliable testing and 
tracing regime – and eventually a vaccine.

Encouraged by these positive developments, Chinese 
policymakers are turning their attention back to long-term 
strategy. The upcoming Fifth Plenum of the Central 
Committee of the Chinese Communist Party offers just the 
right occasion, being tasked with the formulation of a new 
five-year economic plan (2021-2025). The plenum will likely 
echo the National People’s Congress’ decision in March to 
lower or even eschew explicit growth targets and focus 
instead on sustained recovery from Covid-19 shocks, quality 
of growth, and technological independence. Stability will no 

China
Preparing for the long haul

In a nutshell
· Comforted by the strong control of the pandemic and 

V-shaped economic rebound, Chinese policymakers 
are beginning to focus on their long-term strategy.

· The new five-year plan to be released will revolve 
around growth quality and technological 
independence.

· Beijing’s policy stance has turned neutral since the 
summer: we now expect only modest calibrations in 
monetary policy during next 12 months, while fiscal 
policy will be supportive through mid-2021. 

longer be defined simply by GDP growth, but in terms of 
overall resilience. In some ways, this is a predictable bias for 
a country that finds itself in a fierce strategic competition 
with the US.

This shift in mindset is also apparent in recent policy 
decisions. The People’s Bank of China has refrained from 
additional rate cuts and liquidity injections, while 
macroprudential regulators have announced “three red 
lines” for property developers to control their debt levels. We 
see this not as an overall hawkish turn, rather just a more 
cautious “wait-and-see” approach. We thus expect no further 
rate cuts until mid-2021 (see chart 12). New liquidity 
injections cannot be ruled out, but will likely be implemented 
with lower profile tools.

On the fiscal front, Beijing will continue to rely on special 
bond issuance for infrastructure projects and targeted 
support measures at the national level. The strong recent 
pick-up in construction sector employment suggests that 
these measures have been highly effective. Looking ahead, 
what is already in the pipeline is probably sufficient to lift 
GDP growth to a mid-8% level in 2021, absent any new 
shocks. As such, it is not surprising that China is guiding 
down expectations of additional stimulus.

Homin Lee, Macro Strategist – Asia
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14. Prices will remain low for quite some time in Japan
 CPI levels, seasonally adjusted (January 2019 = 100)

Sources: CEIC, Lombard Odier

13. Suga could be more aggressive on minimum wage hikes
 Minimum wage as a % of full time workers’ wages

Sources: OECD, Lombard Odier

Average for 29 OECD countries
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Abe’s sudden resignation was major news, but the impact on 
national strategy will actually be rather limited. Indeed, his 
vision for Japan is now the dominant consensus within his 
Liberal Democratic Party, that not only holds sizeable 
majorities in both chambers of the National Diet but also 
enjoys significant structural advantages in many national 
elections to come. Abe’s sole Chief Cabinet Secretary and 
successor Suga Yoshihide has already vowed to “inherit and 
move forward” his policies. 

As such, Suga will continue to appoint doves to the board of 
the Bank of Japan (BOJ) and combine conservative medium-
term fiscal targets with flexible short-term spending 
decisions. Unlike Abe, however, he will not be dealing with 
novel initiatives. Both the BOJ and the cabinet should refrain 
from major new interventions, beyond short-term Covid-19 
relief measures. A game changer would be a BOJ cut in 
interest rates (to deeper negative levels) or explicit control of 

Japan
Abenomics, now with Suga

In a nutshell
· Abe Shinzo’s resignation as Prime Minister will not 

fundamentally alter the policy outlook for Japan. 
· Whether or not Suga can carry out meaningful reforms 

in bureaucracy, immigration laws and the labour 
market remains uncertain, but a snap election victory 
could provide some tailwinds for him initially.

· While the Japanese economy is set to experience a 
solid rebound over incoming quarters, it is unlikely to 
generate an inflation rate close to the BOJ’s target.

foreign exchange rates, but both are highly unlikely due to 
political sensitivities. 

There are still areas where Suga could differ from his 
predecessor. He is reported to be more aggressive than Abe 
in his advocacy for minimum wage hikes, banking sector 
consolidation, de-regulation, and a liberal immigration 
regime. A minimum wage hike in particular could be his 
marquee initiative given Japan’s relative gap vs. the OECD 
average (see chart 13). The consolidation of loss-making 
regional banks should also get a helpful push. Whether Suga 
has the political capital to pursue market friendly reforms in 
employment protection, government bureaucracy and 
immigration policy is less clear – particularly given the 
near-term public health constraints and still fragile economic 
situation.

Since the lifting of Covid-19 special measures in late May, 
activity in Japan has rebounded steadily. Strong individual 
discipline on mask-wearing and social-distancing again 
helped Japan tame a large summer wave of infections, and 
the country’s positioning on the vaccine supply front is 
relatively strong. Still, inflation is unlikely to get anywhere 
close to the BOJ’s 2% target, with recent yen strength adding 
to downward pressures (see chart 14). Ultimately, persistent 
low inflation could be the essential status quo for Suga’s 
premiership.

Homin Lee, Macro Strategist – Asia
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After the initial burst of growth that followed the lifting of 
nationwide lockdowns, recoveries in the developed world are 
shifting into a lower gear. Still, the economic environment 
has remained broadly supportive for risky assets, that 
continue to recover from their March losses – albeit at a 
slower pace compared to last quarter (see chart 15). This 
decelerating trend was to be expected. Indeed, we alluded to 
it in last quarter’s publication. More surprising, however, has 
been the collapse in US real rates over the past couple of 
months and the (positive) impact on long-duration equities 
such as the information technology (IT) sector (see chart 16, 
page 12) or gold (see chart 17, page 12).

Asset Allocation
Entering a more volatile phase

In a nutshell
· The best of the recovery is behind: expect declining 

returns and greater volatility going forward.
· Medium-term, we maintain our preference for carry 

strategies and growth/quality stock markets given the 
low-yield, low-growth environment. That said, 
following the massive compression in spreads during 
recent months, carry strategies’ expected returns are 
declining – making equity investments tactically more 
compelling. 

· Upcoming news flow (vaccine approvals, US elections) 
should support cyclical non-US assets: we upgrade 
Eurozone equities to neutral but maintain an overall 
portfolio risk level close to our benchmark, given the 
lingering uncertainties.

Even if this 60 basis points decline can be explained by the 
normalisation of inflation expectations in a context of 
nominal yields that are capped by the Fed, we continue to 
expect real rates to move moderately higher in the quarters to 
come. A bond market sell-off should be avoided, given the 
Fed’s strong forward guidance and the unprecedented asset 
purchase programmes that are being implemented by most 
central banks. But reflationary policies do suggest that real 
rates should normalise from their current depressed levels, at 
least on longer maturities, hence our partial profit taking on 
gold in late July and our underweight of government bonds. 

Medium-term, our preference continues to go to carry 
strategies and growth/quality stock markets given the 
low-yield, low-growth environment. That said, following the 
massive compression in spreads during recent months, carry 
strategies’ expected returns are declining – making equity 
investments look tactically more compelling in relative value 
terms. 

In fixed income, we thus remain overweight investment-
grade credit and high-yield bonds. Both asset classes benefit 
from central banks’ purchases and measures taken to limit 
corporate defaults, although returns can be expected to 
decline towards bond yield levels, with most of the spread 
compression now behind. We keep a cautious stance (neutral 
in hard currencies, underweight in local currencies) on 
emerging market debt given the low oil price. We did, 
however, introduce Chinese debt to portfolios in July because 
of the attractive carry versus global rates, the low volatility 
that characterises the CNY, as well as possible hedging 
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16. The IT sector outperformed during the third quarter…
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17. … with gold also benefitting from the collapse in US real rates
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virtues – as was the case during the 1st quarter of this year 
(see chart 18, page 13). With this asset class about to be 
gradually introduced into global bond benchmarks, greater 
foreign investor inflows and a shift in passive funds could put 
some downward pressure on yields. Note that, in anticipation 
of this move, Chinese debt now features as a stand-alone 
investment in our Strategic Asset Allocation (see box, 
page 13).

Turning to equities, some US technical indicators finally 
entered overbought territory in early September, prompting a 
valuation-driven correction in IT names. The powerful 
re-rating dynamic had made us turn relatively cautious 
earlier in the summer, and we certainly welcome this 
“healthy correction”. 

As we transition to the second phase of the economic 
recovery, it may well be that upward earnings revisions are 
required to sustain the stock market rally. Also, when rates 
bottom out, laggards generally tend to catch up – amid 
greater volatility. The rising probability of a Covid-19 vaccine 
being approved in the short term should also contribute to a 
change in market leadership. This improves the prospects for 
Eurozone equities, which we upgrade to neutral. Not all 
conditions are yet met for a complete market rotation 
though, as pure value sectors still face strong structural 
headwinds. We do nonetheless see more elements indicating 
a selective cyclical catch-up, and turn overweight on 
Industrials as the sector is dominated by the diverse capital 
goods industry, which is benefiting not only from recovering 
economic growth, but also from increased infrastructure 
spending.

With November approaching, investor attention is definitely 
turning to the US elections. They are likely to generate 
short-lived market volatility, especially in the event of 
contested results. Polls currently point to a Democrat sweep, 
which would change fiscal and foreign policy, supporting 

risky assets. On the flipside, the prospect of higher taxes and 
greater regulation may weigh on the appetite for US equities 
and lead investors to consider opportunities in other regions, 
at least temporarily. Which also buttresses our upgraded 
stance on the Eurozone. 

Overall, in this still highly uncertain period, we maintain a 
portfolio risk level close to the benchmark (e.g. 16% 
expected shortfall for EUR-based balanced portfolios) and 
act gradually. Crucially, our central scenario rests on the 
assumption that the major economies continue to manage 
the coronavirus pandemic without slamming the brakes on 
activity again. As such, we expect monetary and fiscal 
support to remain alive and well for the foreseeable future – 
albeit will be closely monitoring the current talks around 
extending unemployment benefits in the US. A premature 
end to this policy would clearly hurt household confidence 
and consumption.

Sophie Chardon, Cross-Asset Strategist 
Mathieu Bellamy, Equity Strategist
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Adapting portfolios to a post-pandemic 
future
The Covid-19 pandemic has accelerated structural 
trends and triggered a fiscal and monetary response of 
an unprecedented scale. As a result, the low-rate, 
low-growth and low-inflation environment is set to 
persist. Investors need to access opportunities that will 
generate more attractive returns, without compromising 
the risk that they are willing – and able – to take.

The ongoing crisis has profound implications for 
portfolio returns. 10-year government bond yields in 
developed markets are, for instance, now trading at 
historically low levels (see chart 19). A series of changes 
to the strategic asset allocation (SAA) approach that we 
use to structure our clients’ portfolios is warranted, so as 
to take account of central banks’ interest rate 
commitments and asset purchase programmes, as well 
as government fiscal stimulus measures to support their 
economies and infrastructure projects.

Our SAA, regularly reviewed, aims to enhance portfolios’ 
performance by improving the quality of our estimates 
and the robustness of our construction and asset 
allocation tools. This approach is fundamental to 
successfully investing a multi-asset portfolio over a full 
business cycle.

Specifically, we see three major asset allocation themes 
driving investment decisions going forward: treating 
China as a stand-alone investment, thematic 
investments that target specific trends, and private 
markets to capture otherwise hard-to-access value. Each 
has a role to play in building resilient and reactive 
portfolios.



-20%

0%

20%

40%

60%

80%

100%

12.2004 12.2006 12.2008 12.2010 12.2012 12.2014 12.2016 12.2018
750

850

950

1,050

1,150

1,250

1,350

20. USD still materially overvalued
 

Sources: Bloomberg, Lombard Odier

Misalignment (r.h.s.)

Actual BBDXY (TW USD) index (r.h.s.)

Implied BBDXY index, based on  
TW 2-year real yield differential (l.h.s.)

Page 14/20
Please read the important information at the end of the document.
Lombard Odier · Investment Strategy – Private Clients · 4th Quarter 2020

Investment Strategy

The dollar downward move has not yet run its course. We 
view the September rally (+2%) as mostly reflecting (i) a 
technical bounce from oversold levels, following the build-up 
of sizeable short positions, and (ii) the risk-off reaction due to 
the increase in Covid-19 infections in Europe.

The technical move will come to an end as speculative shorts 
are covered. At the same time, we consider fears of renewed 
“blanket lockdowns” to be exaggerated, with fatality rates 
falling and the rise in the new infections count mainly 
reflecting expanded testing capacity. In short, we think that 
following this “healthy corrective phase”, the USD decline 
will resume. This is predicated on the Fed’s shift to average 
inflation targeting, negative US real yields, and a still-
material greenback overvaluation (see chart 20). Still, we 
expect the pace of depreciation to slow and the currency 
market to experience a more “two-way” price action.

Forex
The dollar correction has not yet run its course

In a nutshell
· The greenback’s September bounce is only temporary 

– attributable to technical factors and a risk-off 
reaction amid rising new Covid-19 cases in Europe.

· Medium-term, the EUR should continue to benefit 
from negative US real yields and the JPY also continue 
to gravitate higher. The GBP should follow suit, but 
only once a basic agreement with the EU is close at 
hand.

· In the emerging market space, we continue to prefer 
currencies with low debt and high exposure to Chinese 
infrastructure spending (KRW and CLP), to EURUSD 
upside (PLN and CZK), or to the IT sector (TWD).

We maintain our target of 1.21 for the euro/US dollar 
(EURUSD) by year-end, and see some further modest gains 
in 2021. The euro should continue to benefit from negative 
US real yields, although any potential ECB verbal 
intervention (to stem off appreciating pressures) may act as a 
speed limit. At the same time, we expect the EURCHF to 
gravitate higher and close some of its “unusual” gap relative 
to the EURUSD (see chart 21, page 15). That said, upside is 
likely to be limited due to the lack of catalysts for Swiss 
outflows. 

Sterling seems to have finally started catching up with the 
“no-deal” Brexit risk. In the near term, we anticipate 
continued downward pressure, owing to Brexit uncertainty 
and the economic impact of the newly announced Covid-19 
restrictions. Only once a basic deal with the EU looks firmly 
in the offing will the GBP manage to resume its appreciation. 
As for the JPY, we view the recent stickiness around the 106 
level as the outcome of two opposing forces: lower US yields 
vs. rising risk asset prices. However, we still expect a gradual 
appreciation of the Japanese currency, consistent with 
previous cycles of dollar depreciation.

In the Nordics, we maintain our preference for the NOK over 
the SEK, while in the core commodity FX bloc we now expect 
CAD outperformance. That said, the pace of appreciation of 
all cyclically sensitive G10 currencies vs. the USD is set to 
slow.

The US dollar-Chinese yuan cross (USDCNY) has now 
breached our 6.90-7.15 range. This mostly reflects a weaker 
USD and fast improving Chinese balance-of-payments 
dynamics (see chart 22, page 15) but, very recently, markets 
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have also begun pricing in a Biden victory and lower tariffs. 
We have revised down our USDCNY forecast to 6.75 and 
6.68 on a 3- and 12-month view, respectively. A reduction in 
tariffs under a Biden presidency would be CNY-bullish, and 
should see the CNH recover lost ground against other 
currencies, including the EUR.

In emerging markets (EM), we remain structurally neutral on 
the overall GBIEMFX index, but our forecasts now show a 
modest spot return of 0.40% on a 12-month view, with the 
bulk of the gains coming in the next six months (a successful 
coronavirus vaccine would help accelerate this process). 
Country selection remains crucial, and we continue to prefer 
currencies with low debt and high exposure to Chinese 
infrastructure spending (KRW and CLP), to EURUSD upside 
(PLN and CZK), or to the IT sector (TWD). In Asian FX, we 
have upgraded the INR to “modestly bullish”, which is also 
our current stance on the CNY (a stance that, as mentioned 
above, could be upgraded to bullish upon evidence of a Biden 
Presidency bringing about a reduction in tariffs). Elsewhere, 
we have upgraded the BRL to “modestly bearish” and 
downgraded the MXN to “modestly bearish”. In the 
CEEMEA (Central & Eastern Europe, Middle East and 
Africa) region, we have downgraded the RUB to bearish and 
the HUF to “modestly bullish”.

The main risks to our view pertain, first, to a second strong 
Covid-19 wave that again disrupts economic activity and 
increases demand for dollars. Second, EUR appreciation may 
have become an unwelcome development for the ECB. 
Although the room for policy action is far more limited than 
in the past, any verbal intervention is likely to weigh 
somewhat on the common currency and support the dollar. 
Finally, a re-escalation of China-US trade frictions could halt 
the recovery in global trade and would underpin the 
greenback. 

Vasileios Gkionakis, Global Head of FX Strategy 
Kiran Kowshik, Global EMFX Strategist
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