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Highlights

• We stick to our U-shaped economic recovery scenario: growth will pick up in the second 
half of 2020 and gain momentum in 2021. 

• There are several risks (China/US tensions, US elections, Brexit), but they are well known 
and already priced into the financial markets.

• Interest rates are low, negative in real terms, and will remain so for a long time.

• We maintain our buy on dips recommendation for equity markets. The ongoing 
consolidation is a good thing, and provides an opportunity to reinforce positions (ideally on 
the 200-day moving average). 

• We are only making sector changes this month: we turn positive on industrial stocks and 
pharmaceuticals (instead of neutral). We downgrade our opinion on energy to neutral 
because the challenging environment persists.
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Same economic scenario: a U-shaped recovery

We have the same scenario of a U-shaped global economic recovery starting in the second half of 2020
and amplifying in 2021. It is based on leading indicators (e.g. the PMIs in Europe and Asia, and the ISMs
in the United States) and high frequency data (such as pollution, traffic jams in cities, electricity
consumption, etc.). Household consumption is still dwindling, which explains the rise in precautionary
savings; confidence is being eroded by growing uncertainty, unemployment and, of course, the pandemic.
Some services sectors are severely impacted by the stoppage of tourism, as well as telecommuting and
restriction measures related to Covid-19. The economy is running at only 95% of its potential.

We believe, however, that the measures taken by health authorities will limit the negative impact of the
Coronavirus, and that thanks to the very active reflation policies (both monetary and fiscal), the
economic recovery will be confirmed and will gain momentum next year. Bear in mind that fiscal policies
to boost investments take time to bear fruit, particularly in the industrial sector.

Inflation will remain low in the industrialised world, below 2% in the United States, close to 0 in the
eurozone, where the risk of deflation is still present, and is putting definite pressure on the ECB. The risk
of an acceleration in inflation is very remote (3 to 5 years?), even with the ongoing economic policies.

The main risks

The financial markets have had to grapple with the same risks for several months/quarters, the nature
of these risks has not changed radically even though newsflow is somewhat changing their assessment
in the short term.

Trade tensions between China and the United States are not in the spotlight at the moment, but they
are here to stay. Both countries are competing strategically for long-term prospects.

The American elections will take place in a month's time. The outcome remains uncertain, even though
Mr Biden has a clear lead in the polls, including in the ‘swing states,’ which are traditionally undecided
states. The markets will accept a clear victory for either candidate, with or without a majority of the
same camp in the Senate. But there is a serious risk that they will not like a dispute in the courts in the
event of close results in some key states. Civil unrest/disorder could then break out in that case.

With regards to the Covid-19 pandemic, our baseline scenario is moderate: the virus will not disappear,
so we will have to live with it for several more quarters. But we now know more about this virus and
health authorities are implementing local measures that will be effective in curbing the pandemic.
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Our key assumption is the following: what worked in Asia will be replicated elsewhere. A tougher 
scenario is possible, with a second wave leading to more general lockdowns, but the authorities will do 
their utmost to avoid this.  On the other hand, a more optimistic scenario is also possible if a vaccine or 
drug becomes rapidly available.
Another risk is Brexit, but the ongoing negotiations between the United Kingdom and the European 
Union should be finalised soon.  For parliaments to ratify the agreement before year-end, it must be 
signed by the end of October. But the risk of discord is high.

In an environment in which interest rates are low and will remain so for a long time (below inflation in
mature economies), the attraction of risky investments, i.e. essentially equities, remains intact. We are
still convinced that every stock market downturn is an opportunity to reinforce positions because long-
term economic growth will pick up and company profits will increase. The pandemic-related recession
is temporary, and we have no doubt about the effectiveness of stimulus policies. Remember the
American proverb, ‘Don't Fight the Fed,’ which can be applied to all central banks.

We maintain our directional trading view on stock markets and our opinions on the different regions: we
are positive on the United States, the eurozone and the emerging markets (in particular Asia: China,
Taiwan, South Korea, Singapore, India and Indonesia), so there are no changes this month
.
In the short term, a return of the global indices towards their 200-day moving average would provide
an attractive entry level. The consolidation underway since September is a good thing as the markets
were overbought. There are countless concerns, but they are largely priced in by the markets, in our
view.

Equity markets: buy on dips
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Highlights Changes this monthEditorial Summary of our main recommendations

Changes this month:

We have made three sector changes this month. 

1) We turn positive on industrials to play the rebound in business investment that is particularly 
weak during the recession phase of economies.  In addition, government investment in 
infrastructure (telecoms, energy, transport) will be on a large-scale in the coming years thanks to 
reflation policies. This improved momentum makes up for the fact that this sector is not cheap 
today.

2) We downgrade our recommendation on the energy sector to neutral. Indeed, weak demand 
persists, and although oil supply is well managed by the enlarged OPEC+ group of oil exporters, 
the sector is facing a very challenging environment, which persists. 

3) In the health care sector, we adopt a positive opinion (once again) on pharmaceuticals, which 
have consolidated well, and we take some profits on Med-Tech/innovators in health care, which 
have performed very nicely. The health sector as a whole will continue to attract capital as 
investment in research will increase structurally. 
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GLOBAL +

• Buy the dips! A slowdown in the economic rebound, political uncertainties and fears about a second 
wave of contagion are likely to weigh further on equities in the short term. The 200-day moving 
average area would be an ideal entry point.

• The primary trend is up. With sales continuing to grow, earnings will narrow their gap versus their 
2019 peak and be the main catalyst for higher equity prices over the medium term.

MARKETS +

• Still positive on US stocks. They remain solidly installed in their outperformance path.
• Attracted to Euro Area stocks: recovery winners.
• Favourable outlook for Emerging Markets. A superior earnings growth profile and a shift in 

benchmarks towards higher value-added stocks should lead to a further narrowing of the discount 
versus mature markets. Preference for Asian markets (China, Taiwan, South Korea, India, Singapore 
and Indonesia).

SECTORS +
• Upgrading Industrials to positive. Staying positive on Materials and Insurance.
• Downgrading Energy to neutral but staying positive on EU oil majors for the long term.
• Positive on Healthcare: upgrading Pharma to positive; downgrading med tech and e-health.
• In Europe: positive on Technology.
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•   We are negative on German govies, whatever the maturity, and on long-term US govies.
• We are positive on the front-end of the US yield curve for USD-based investors as short-term yields

have limited upside.
• We are positive on periphery debt (Portugal, Italy, Spain, Greece) on a buy on weakness strategy.

INVEST. GRADE +
• We prefer corporate bonds over government bonds.
• We like EUR and US IG bonds with a duration at benchmark (5 and 8 years, respectively).
• We are positive on eurozone convertible bonds.

HIGH YIELD = • We are neutral on both US and eurozone HY.

EMERGING +/= • We are positive on EM local currency bonds, for both USD and EUR based investors, and neutral on
EM hard currency bonds (sovereigns and corporates).

FO
RE
X /

EURCHF = We revised our targets in line with our bearish view on the CHF near-term.

USDCNY = We adjusted our targets following the CNY appreciation, and continue to see a stronger CNY near-term.
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OIL
+

• Fears about the global demand in the wake of the covid-19 resurgence seems exaggerated. US and 
OPEC+ production has decreased significantly. US stockpiles are declining. We expect Brent prices to 
trade in the range $45-55/b in Q4 and above in 2021 

GOLD +
• The ongoing correction offer nice entry points to benefit from further upside. Gold fundamentals 

remain bullish: negative real rates for longer, inflation fears linked to money printing and to a 
weakening USD.  12m expected trading range:  $1900/2100/oz .

BASE METALS + • Prices are underpinned by the economic rebound underway in China, the leading buyer. Copper and 
Nickel are the more promising metals.
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/
REAL ESTATE = • Positive for a ‘value-added’ commercial investment strategy, executed by first-class asset managers. 

Neutral on REITs with ‘long-only’ strategies, irrespective of geography.

Alt. UCITS / • Positive on Relative Value, Macro and Long-Short equity. Neutral on Event-Driven.
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This marketing document is communicated by the Wealth Management Métier of BNP

Paribas, a French Société Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,

France, registered under number 662 042 449 RCS Paris, registered in France as a bank

with the French Autorité de Contrôle Prudentiel et de résolution (ACPR) and regulated by

the French Autorité des Marchés Financiers (AMF). As marketing material, it has not been

prepared in accordance with legal and regulatory requirements aimed at ensuring the

independence of investment research and is not subject to any prohibition on dealing

ahead of its dissemination. It has not been submitted to the AMF or any other market

authority.

This document is confidential and intended solely for the use of BNP Paribas SA, BNP

Paribas Wealth Management SA or their affiliates (“BNP Paribas”) and the persons to

whom this document has been delivered. It may not be distributed, published, reproduced

or disclosed by any recipient to any other person, nor may it be quoted or referred to in any

document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not constitute an offer or

solicitation in any state or jurisdiction in which such an offer or solicitation is not

authorized, or to any person to whom it is unlawful to make such offer, solicitation or sale.

It is not, and under no circumstances is it to be construed as, a prospectus.

Although the information provided herein may have been obtained from published or

unpublished sources considered to be reliable and while all reasonable care has been taken

in the preparation of this document, BNP Paribas does not make any representation or

warranty, express or implied, as to its accuracy or completeness and does not accept

responsibility for any inaccuracy, error or omission. BNP Paribas gives no warranty,

guarantee or representation as to the expected or projected success, profitability, return,

performance, result, effect, consequence or benefit (either legal, regulatory, tax, financial,

accounting or otherwise) of any product or transaction. Investors should not place undue

reliance on any theoretical historical information regarding such theoretical historical

performance. This document may contain or refer to past performance; past performance is

no guarantee for future performance.

The information contained in this document has been drafted without prior knowledge of

your personal circumstances, including your financial position, risk profile and investment

objectives.Prior to entering into a transaction each investor should fully understand the

financial risks, including any market risk associated with the issuer, the merits and the

suitability of investing in any product and consult with his or her own legal, tax, financial and

accounting advisors before making his or her investment. Investors should be in a position to

fully understand the features of the transaction and, in the absence of any provision to the

contrary, be financially able to bear a loss of their investment and willing to accept such risk.

Investors should always keep in mind that the value of investments and any income from

them may go down as well as up and that past performance should not be seen as an

indication of future performance. Any investment in a product described herein is subject to

the prior reading and understanding of the legal documentation concerning the product, and

in particular the one which describes in details the rights and obligations of investors as well

as the risks inherent to an investment in the product. Save as otherwise expressly agreed in

writing, BNP Paribas is not acting as financial adviser or fiduciary of the investor in any

transaction. The information, opinions and projections expressed herein reflect the opinion of

their author at the time of writing; they are not to be relied upon as authoritative or taken in

substitution for the exercise of judgment by anyone, and are subject to change without notice.

Neither BNP Paribas nor any BNP Paribas Group entity accepts any liability whatsoever for

any consequences that may arise from the use of information, opinions or projections

contained herein.

As distributor of the products described herein, BNP Paribas may receive distribution fees on

which you can obtain more information upon specific request. BNP Paribas, their employees

or administrators may hold positions in these products or have dealings with their issuers.

By accepting this document, you agree to be bound by the foregoing limitations.

© BNP Paribas (2018). Tous droits réservés.
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