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After a year of unthinkable turbulence, global markets are still 
in disarray. To top it all off, a chaotic US election is imminent. 

But on a macro level, will the votes move markets? 
Annabelle Dickson writes.
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W
ith a US Presidential 
Election a mere three 
weeks away, investors 
are already specu-
lating the possible 
outcomes and their 
impending effects on 

markets and global trade.
But this year is different to previous elections 

amidst a global pandemic and the highest levels 
of fiscal deficits in history.

The US government spent over US$6 trillion 
in the financial year in an effort to support the 
impact of the pandemic, swelling its deficit to 
98% of its own gross domestic product.

Against this backdrop, investment managers 
looking to generate returns may be fearful of 
volatility. In turn, it is opportunistic for a class 
of investors specialising in a top down approach.

Global macro managers using macroeco-
nomic trends such as government and geopoliti-
cal policy are more relevant than ever generating 
risk-adjusted returns throughout challenging 
market conditions.

One of the most notable managers of the in-
vestment style is George Soros who has gone 
down in history as “the man who broke the Bank 
of England” after shorting the Pound Sterling 
and making $1 billion in profits in 1992.

But global macro strategy is more of a style 
than a prescriptive strategy that investors might 
see in equity strategies. 

Shrenick Shah01, head of the macro strategies 
team at J.P. Morgan Asset Management, runs 
the JPMorgan Global Macro Opportunities 
Fund and believes global macro can be a com-
plicated asset class.

To Shah, global macro is a ‘catch-all term’ 
and the funds that operate in the space have dif-
ferent investment processes.

For instance, Darling Macro principal and 
co-chief investment officer Mark Beardow02 
takes a systematic approach to the firm’s fund.  

The fund dynamically allocates long and 
short exposure across liquid markets within eq-
uities, bonds, commodities and currencies and 
shifts between asset classes depending on the 
relative performance. 

“We take the aggregate of all those investor 
forecasts and as they start to react to news ei-

ther buying or selling we make judgements on 
the relativity of their assets,” Beardow explains. 

“The way we see it is it extends a typical fund 
with a strategic asset allocation and their exist-
ing operation.

“Global macro funds will typically use lever-
aged shorting for portfolio efficiency, and then 
there'll be different styles within global macro."

These are typically systematic or discretion-
ary rather than quantitative, he says.  

However, Shah approaches the JPMorgan 
Global Macro Opportunities Fund differently.

“The fund not only takes into account the cy-
clical views that we have through our five themes 
but also the secular views versus the peer group 
which is pretty heterogeneous,” he says.

The fund is focusing on the secular themes 
of climate change, widespread technology adop-
tion, global policy evolution and emerging mar-
ket consumer demand.

“We tend to have more equity risk than our 
peers; we potentially have slightly more concen-
trated positions. We have a pretty free remit to 
seek to generate returns across asset classes and 
across different themes.”

The fund had high levels of risk exposure in 
January and February before Shah and his team 
quickly hedged parts of the portfolio, resulting 
in positive returns in March.

“We were getting increasingly concerned 
about the COVID-19 stories and the spread in 
Asia,” he says.

“And that was concerning so a pretty simple 
action that we took to equalise those two views 
was to add some hedging to protect to the port-
folio. 

“It was a result of the forward looking element 
of assessing the risks to the outlook that really 
helped us in this case.” 

He explains that a feature of the asset class is 
to be aware of the distribution of outcomes and 
have a cushion built into the investment process 
to alleviate market swings. 

Shah and his team are flexible in their alloca-
tion and shift investments to themes that have 
the strongest fundamental drivers and the big-
gest rate of change while considering valuation.

This has led the fund to have lower correla-
tion than its peers.

“It's our process that's inherently looking at 

things in a slightly different way, which yields 
different outcomes which is important because 
that means that this is persistent, inherent and 
innate to what we do,” Shah says.

But Koda Capital partner and adviser Simon 
Duckett03 describes the ‘black box’ nature of 
global macro strategies difficult to model in re-
lation to Modern Portfolio Theory and for in-
clusion in a diversified multi asset portfolio.

However, it is the performance profile that 
Duckett finds most difficult explaining to cli-
ents, saying: “They love it when the strategy 
works and then without warning, all of a sudden 
it doesn’t.”

“Clients are then questioning why you put 
them into a ‘black box’ strategy.” 

His focus, Duckett says, is the simplicity of 
genuine alternative assets where there is an al-
pha rich environment and consistent returns.

A deglobalised world
The emergence of deglobalisation as a macro 
theme has been intensified in recent months and 
has hampered the flexibility of the global econo-
my with likely limitations on global growth.

The pandemic has halted tourism, keeping en-
tire fleets of planes on the tarmac and impacting 
global logistics with imports and exports delayed. 

It calls into question whether global supply 
chains have been spread too thin as countries 
scrambled to access vital medical supplies.

UBS equity strategist Pieter Stoltz identifies 
deglobalisation as one of the megatrends that is 
being accelerated by COVID-19. 

“It started before coronavirus but we think 
there's going to be a continued move from globali-
sation towards status or protectionism,” he says.

“Domestic consumption is going to matter a 
lot and we've seen an increase possibly due to 
substitution effects where people can't travel so 
they tend to spend more domestically.”

Inevitably, moving manufacturing back to 
domestic shores will increase the cost of goods. 

Schroders head of fixed income and multi-
asset Simon Doyle04 agrees. 

The pandemic, he says, has been a severe 
stress test on supply chains as the shift in man-
ufacturing offshore has made us reliant on a 
few lost cost manufacturers.

“There was an assumption that direction 
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wouldn’t break and now we’ve seen a severe 
stress test and realise that supply chains need 
to be rethought somewhat to make them more 
durable and balanced,” Doyle says.

Sunsuper chief economist Brian Parker05 
also cautions against the world becoming too 
deglobalised.

“The pandemic has been the obvious exam-
ple with the imports of surgical masks and ven-
tilators. I think we will see some more towards 
encouraging domestic manufacturing capac-
ity,” he says.

But Aberdeen Standard Investments chief 
economist Jeremy Lawson warns this is just the 
beginning. 

“Our research suggests that the pace of glo-
balisation is likely to slow further during the 
post-COVID recovery, as policymakers and 
companies focus on shortening and simplifying 
supply chains, particularly in strategically im-
portant sectors,” he says.

US and global trade
Donald Trump’s ‘America First’ foreign policy 
and subsequent withdrawal from the Trans-
Pacific Partnership marked a thematic shift to-
wards protectionism and furthered the uncou-
pling of the US and China.

The outcomes of either a Republican or 
Democrat administration are likely to have 
unwavering impacts on global trade, throwing 
supply chains into further chaos. 

“The issues between the US and China are 
a broad structural geopolitical reconditioning,” 
Doyle says. 

Trump’s stance on foreign policy is to take 
aggressive action against China to protect 
American workers and reduce the imbalance in 
the trade of goods between the two countries.

Frontier Advisors principal consultant Philip 
Naylor06 says markets have been focused on the 
pandemic and have forgotten about the US and 
China tensions.

“It was just a year ago that markets were very 
much focused on US and China trade tensions. 
Looking forward, it's possible that that comes 
back into focus,” he says.

For instance, public opinion in the US to-
wards China has become increasingly unfa-
vourable across party lines.

“There really does seem to be a bit of a shift 
going on with an anti-China sentiment. That is 
likely to mean regardless of who wins the election 
that they will keep a fairly hardline approach on 
interactions with China,” Naylor says. 

Furthermore, Lawson notes that apart from 
the COVID-19 crisis, Trump’s presidency has 
been a significant headwind to global trade.

“Between the end of 2017, when Trump first 
began to ramp up the conflict with China, until 
the end of 2019, there was no growth in global 
trade volumes,” he says.

That’s because one of the main reasons for 
weakness in global trade is Trump’s protectionist 

policies in terms of higher tariff and non-tariff 
barriers to trade, along with China’s retaliation.

“The second is the chilling effect the conflict 
has had in confidence in the rules based interna-
tional trading system, and hence the willingness 
of firms to invest in global supply chains and 
other activities dependent on the maintenance 
of the liberal trading order,” Lawson says.

On the other hand, T.Rowe Price Washing-
ton analyst Katie Deal07 believes the weakness 
in global trade goes deeper and won’t simply 
end with a Joe Biden victory.

“Both political parties have embraced the 
message of “bringing back jobs”, particularly as 
income inequality has deepened social divisions 
and limited access to economic mobility — 
leading to bipartisan rhetoric supporting more 
insular supply chains,” she says. 

If Biden wins the election, he has pledged to 
spend $700 billion on American-made prod-
ucts and industrial research which will provide 
around five million jobs. 

Furthermore, the former vice president says 
he will work with the nation’s global allies to put 
pressure on China rather than adopt Trump’s 
stance. Parker believes this is the best approach. 

“I think Trump's major failing in foreign 
policy is that even a country as powerful as the 
US cannot go it alone, you're far more powerful 
when you work with allies,” he says.

But Natixis Investment Manager’s head 
of global thematics and macro research Esty 
Dwek08 notes that Chinese exports have contin-
ued to do well throughout the pandemic with the 
manufacturing of medical equipment and masks.

This, she says, will continue regardless of 
who the president is. 

“With Biden, there will likely be a move back 
to multilateralism and a challenge between 
west, Europe and China and how to navigate 
and control the rise of China and it might not be 
done,” Dwek says.

The election policy effect 
It is often contested whether or not a US elec-
tion has a direct impact on market movements 
[Figure 1].

In fact, research conducted by S&P shows 
the S&P 500 typically rose during US election 
years with the benchmark returning positively 
in 17 of the last 23 elections. 

S&P associate director, U.S. equity indices 
S&P Dow Jones Indices Hamish Preston says it 
is important to recognise the performance of the 
S&P 500 during election years has been similar 
to the performance during other years.

“Although it can be difficult to identify a clear 
impact of US Presidential elections at a market 
level, there appears to have been considerable 
impact at a sector level,” he says.

Preston noted the 2016 election revealed the 
best-performing sector was financials and the 
worst-performing sector was utilities with the 
difference between the two at 19.34%.

Furthermore, a poll carried out by deVere 
group shows global investors are panicking over 
a contested election. 

deVere Group chief executives and founder 
Nigel Green said the election volatility is set to 
be short lived.

“It is likely that any election-triggered volatil-
ity will be highly impactful for maybe only two 
or three weeks,” he said.

Frontier Advisors’ view is that Presidential 
elections should not be ignored as the policy 
differences are important in understanding an 
ever-shifting macroeconomic landscape.

“Elections are still worth paying attention to 
as they involve the different details about policy 
changes and the underlying political changes 
that may be occurring that do have big impacts 
on the investment landscape,” Naylor says.

Shah agrees and says US elections can po-
tentially throw up market moving outcomes 
and part of his job is to understand some of the 
outcomes.

“If they become more likely or if they are sig-
nificant to the portfolio sometimes we hedge out 
the risk of these but we have not made an assess-
ment on that yet. That could be something that 
we do in the coming weeks,” he says.

And as the two presidential candidates have 
opposing policies, there are implications for ei-
ther outcome.

Biden pledges to reverse some of Trump’s 2017 
tax cuts to fund programs by raising the marginal 
tax rate on the highest income earners back to 
39.6% from 37% and, most controversially, in-
creasing the corporate tax rate to 28% from 21%. 

Deal notes that the increase in corporate tax 
rates could have an adverse effect on markets.

“We estimate the rate increases would col-
lectively reduce S&P 500 company profits by 
9% to 11%. However, some industries could see 
fewer adverse effects, like utilities,” she says.

Part of Biden’s policy is to spend around 
US$2 trillion creating jobs, modernising infra-
structure and supporting the growth of green 
technologies. 

He noted in the first presidential debate that 
analysis from Wall Street firms shows his pro-
posals would create seven million new jobs and 
add US$1 trillion in economic growth.

Deal expects this investment and new regula-
tory regime to be negative for US oil and gas 
operators but positive for the electric vehicle 
industry.

And as markets have a forward looking bias, 
Biden’s clean energy proposal is already being 
priced in, Shah explains.

“Some of the clean energy stocks in US mar-
kets had a really good run over the last couple of 
months as the probability of Biden winning the 
election has increased,” he says.

This might be an opportunity for Shah who 
says that while the fund initiated the clean 
energy theme a while ago, when opportuni-
ties arise in the industry with capital shifting 
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to profitable projects, the team will invest.
But GSFM advisor Stephen Miller09 thinks 

equity markets will feel the brunt of a Biden 
administration. 

“The immediate reaction is likely to be 
constraining for equity performance and sup-
portive for government bonds although given 
how low yields are already, it is difficult to be 
confident of large capital gains on government 
bonds,” he says.

“Indeed, it is not difficult to see bonds per-
form indifferently if changes to the tax system 
are accompanied by large increases in govern-
ment expenditure.”

Stoltz disagrees and considers the increased 
fiscal stimulus to be beneficial for value stocks.

“If there is a Biden victory in a democratic 
sweep, it could be a catalyst for factor rota-
tion so we would be more optimistic on value 
stocks,” Stoltz says.

However, Naylor believes that given that the 
US economy is in a recession, it is not clear 
whether markets would necessarily see one 
outcome over the other as positive or negative.

“It is possible that markets could focus on 
Biden’s plan to increase spending more than 
his proposals on the tax side and it could be net 
positive for markets,” he says. 

Parker shares similar sentiments and says 
it's not altogether clear that a democrat would 
necessarily be bad for the stock market over 
the long term. 

“I think that's mostly a myth. I don't think 
that investors should automatically assume 
that a democrat administration is somehow 
bad in the stock markets,” he says.

In terms of a Trump victory, Miller says it 
would just be a continuation of a “chaotic and 
unpredictable approach to policy formation”.

However, Dwek isn’t convinced that a 
Trump administration would be such a terri-
ble outcome.

“Trump is better for business and equity 
markets and it might be a surprise but as we 

get closer, the polls will narrow a little further, 
so I wouldn’t underestimate Trump’s ability to 
get re-elected,” she says.

Miller notes that the overarching message 
to investors is to diversify and focus on assets 
that deliver returns uncorrelated with equity 
and bond beta.

“This is not to decry exposures to equity 
and bonds but to augment those exposures 
with asset returns uncorrelated with those as-
set betas,” he says.

These assets include gold, absolute return/un-
constrained bonds, active equity, including eq-
uity income, long/short equity and hedge funds.

“The assumed inverse correlation between 
bond and equity returns might well become 
‘obsolete wisdom’ in an environment of ex-
treme monetary accommodation, intractable 
fiscal deficits and deglobalisation and re-reg-
ulation as inflation once again takes route,” 
Miller says.

A blip in markets, Naylor says, isn’t on the 
radar for long-term institutional investors like 
superannuation funds.

“In this climate investors need to be look-
ing at the overall size and composition of their 
fixed income portfolio. This could include 
looking at the greater role of inflation-linked 
bonds,” he says.

Speculating the outcomes
The national polls for the presidential election 
have Biden in the lead but that doesn’t necessar-
ily secure his victory. 

Parker says the polls are some guide, but 
given the vagaries of the Electoral College, it 
is anyone’s game. 

“As we saw last time, you can win a majority 
of the popular vote and still crash and burn at 
the Electoral College,” Parker says.

Despite this, Shah says the race for the 
White House is pretty close but the bigger set 
of outcomes is who controls the three arms of 
government.

“I think it really matters for markets who 
is in charge of the White House but also 
who controls the two chambers of Congress. 
Those outcomes are also going to be quite im-
portant,” he says.

He explains the first of three likely scenar-
ios as a status quo outcome with Trump, the 
incumbent, holding the White House while 
Republicans keep the Senate and the Demo-
crats keep the house.

“The outcome that is gaining a bit more 
attention is a democratic sweep of both the 
White House and Congress. That outcome is 
likely to lead to the biggest change to the sta-
tus quo,” he says.

The third outcome is where Biden wins but 
the Republicans retain the Senate.

“Each one of those scenarios has different 
implications for the performance of equities, 
regulation and outlook,” Stoltz adds.

Adding to the complicated political envi-
ronment is the death of US Supreme Court 
Justice Ruth Bader Ginsburg which has 
opened a rare vacancy and called into ques-
tion whether Trump or the winner of the elec-
tion should fill her seat.

A contested outcome is set to be the most 
disruptive scenario for markets if Trump de-
cides to dispute the mail-in ballots. 

Dwek says: “The worst outcome is a con-
tested election that drags on and we don’t 
have a clear answer for days or weeks - that 
will upset markets quite a bit.”

Whatever the outcome is, market partici-
pants remain on edge, particularly in the US 
with Trump’s recent COVID-19 diagnosis 
and his refusal to sign into law a bill providing 
further stimulus until after the election.

However, as deglobalisation tightens its grip 
and businesses reassess supply chains and 
move onshore, the cost of goods will increase 
and the flow on effect could be significant.

Fund managers will continue to be tested as 
multiple factors coincide, creating greater un-
certainty and investor anxiety in a challeng-
ing environment.

A top down, global macro strategy may 
prove fruitful in an investment portfolio and 
can provide robustness and diversification 
through a multi-asset approach.

It is the awareness of outcomes, Shah says, 
that adds a further level of difference to the 
risk profiles and returns.

“By virtue of the different ways to look at 
markets and analyse these trends and the out-
comes, what’s created is sufficiently different 
when compared to a regular equity asset class 
or fixed income asset class,” he says.

But ultimately, no one has all the answers, 
nor a crystal ball. 

Investors and fund managers alike have no 
option but to wait and see which way the chips 
fall; all the while holding onto their hats and 
hoping for a smoother ride ahead. fs
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Figure 1: US Stock market returns since 1900
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