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Moderator:  Richard Edgar, Head of Editorial, 
Fidelity International

Can you provide a trading update?

Victoria Kelly, Head of Trading
From a performance perspective the recovery has been robust 
(S&P up 10%, NASDAQ up 33%, China up 21% in USD, UK down 20% 
in GBP, Europe down 12% in EUR). US HY 50bpd off 2014 tights, 
at 5% yield, down from a 21% yearly peak, LT average of 5.5%. US 
investment grade 135bps vs wide of 6% and long-term average of 
1.5%. Capital raising at historical highs, within both debt and equity 
markets, as companies seek to strengthen their balance sheets, 
but also as businesses take advantage of favourable issuance 
conditions (in some sectors). The US IPO calendar has reached 
its busiest since Dotcom era in Q320. Volatility is still 50% higher 
than the start of 2020, but it has declined significantly since March 
(VIX 25 vs high of 81). Consensus expects markets to remain shaky 
ahead of the election. Other key market drivers likely to include 
stimulus announcements, China’s economy, Brexit, coronavirus and 
vaccine.

Price spreads are indicating that trading conditions remain more 
difficult than in 2017/18, albeit there has been a significant 
improvement since the pandemic peak in April. Despite this, we 
have been able to bring trading costs back to pre-crisis levels by 
capturing more of the spread. Credit bid/ offer spreads retraced 
from a peak of 117bps to 75bpd (50bps pre-COVID), while credit 
trading costs have recovered from a peak of 143bps to 15.7 (in line 
with pre COVID 14.7bps). this has been accomplished by executing 
closer to mid prices, saving more during selling rather than buying; 
this is due to composition of market participants, i.e. central bank 
buying. Equity spreads remain a bit higher still, likely due to lower 
central bank participation in these markets. Equity market volatility 
reduced, but the time to transact has risen, partly due to trading 
strategy choices, partly due to there being larger orders, and partly 
due to lower volume during the summer months. Equity trading costs 
continue to decline from the COVID peak.

Market participation has shifted through the crisis. Fund flows have 
been one of the dominant drivers of markets since COVID. Money 
markets assets have increased 16% YTD (rose by a peak of $2tn at 
one point, but now back just below $1tn ahead). There have been 
large flows ($270bn) into fixed income, largely IG + HY. 
Money has flowed out of equities in net terms, with the biggest 
outflows from US and EU funds, but inflows to Japan and 
international funds (tech proxies). Flows have helped support the 
deluge of issuance from corporates.

Retail participation as risen significantly, almost doubling from 
$45bn to $80 from the largest US brokers (not including Robin 
Hood). There has been an increase of 7m retail accounts (to 44 
million). 20-25% of market is being driven by retail, a huge increase 
over previous years. However, retail investors only own 34% of the 
US equity market, compared to over 40% in tech bubble; there 
will need to be another $3tn more purchases to reach 40%. Retail 
activity is likely to decline in the short term due to increased margin 
requirements ahead of the election, as well as negative press 
around brokers such as Robin Hood around investor protection.

Incremental buyer can only come from systematic hedge funds.  
The assets of such investors are significantly down relative to history. 
Short-term estimates are inflows into these in the coming months 
- this could increase if we move into a ‘big-up’ scenario, as recent 
market moves have suggested is likely. 

 
 

Would you describe markets as being 
back to normal? 

Andrew McCaffery, Global CIO 
Markets recovered from abnormal environment in March-April. 
Not yet back to the extreme calmness of prior years (low vol, low 
dealing costs) - perhaps this was unsustainable. Today, trading 
costs reflect a more realistic level of the costs of doing business.
US equity market participants have shifted away from buybacks, 
with issuance picking up. Pick-up has been from both retail and non-
US institutional buyers, systematic hedge funds. Is the new normal 
a continuation of these trends or is this unsustainable? This will 
depend on the pathway for COVID / monetary and fiscal stimulus.

What other risks are on the horizon?

Andrew McCaffery, Global CIO
The result of the Presidential election is the key risk. Market pricing 
suggesting the chance of a blue wave has increased, which 
means that stimulus will be forthcoming. Market is looking to a 
positive outcome irrespective of the result, albeit there is some risk 
of political gridlock; historically gridlock has been looked upon 
favourably, but now it is not as it might prevent the implementation 
of further stimulus. Reflation is the positive story for 2021.

Victoria Kelly, Head of Trading
The expectation is that there will be more stimulus, but how bug 
will this be? Range is between $1.5tn-$3.5tn. A big question is who 
the next treasury secretary will be - given the implications for fiscal 
stimulus. This will probably not be known until January.

What are the Implications for  
bond supply?

Steve Ellis, CIO Fixed Income
Uncertainty remains about clarity of election outcome. 25% 
probability of no result until at least a week after / 14% that the 
result isn’t known until December. The range of fiscal outcomes 
is quite large. Stimulus can come in at $1.5-$2.2tn, probably with 
an announcement in early 2021. A Democrat clean sweep could 
increase this to $3.5-$4tn. The worst outcome would be a Biden win, 
but a Republican senate, which could mean fiscal caution. Only a 
Democratic sweep would put pressure on supply (on the belly of 
curve); this is because the Treasury still holding 1.7tn of reserves at 
Fed (normally this would be $300bn) and this can eb drawn down 
post-election - this would essentially be like more QE. Yields are 
also very low, which makes coupon resets favourable. 10-year yields 
are 75bps; a $3 trillion stimulus programme would probably only 
result in a muted increase of 15-25bps on yields. The curve is also 
steep already so curve steepeners unlikely to benefit much from 
an issuance narrative. A much bigger could come from real yield 
increases, rising breakevens due to reflation.
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Describe the characteristics of the 
new market environment

Romain Boscher, CIO Equities
Long-term investors (pension funds) are now putting money to work, 
replacing the gap from share buybacks. Corporate buybacks were 
$700-$900bn a year prior to COVID, but this is now down to 200bn. 
Day traders have become net buyers, perhaps because this is a 
catchy activity during WFH. Central banks have also become new 
buyers; these have historically bought safe assets, but are now 
diversifying into ‘riskier’ assets (including the BOJ (ETFs), SNB, ECB, 
Fed). Central bank buyers have usually been lenders of last resort 
and their becoming de facto buyers of risk assets is not normal, 
but positive for markets. The Fed Put was just a concept of implicit 
support previously, but now has become explicit.

Victoria Kelly, Head of Trading
Trying to figure out what is happening in real time is difficult -  
i.e. Softbank’s options buying driving the market higher in recent 
months. It is important to have conviction in your price levels  
and active investors need patient and nimble.

Andrew McCaffery, Global CIO 
Some parts of economies only keeping going because of constant 
stimulus. It is important to look into areas that are growing, i.e. 
green investment, innovation. Benchmark status is increasing around 
china, with the RMB rallying in recent weeks. Capital is flowing into 
the country, the bond market becoming more interesting and liquid. 
Earnings in some areas will be higher in Asia than other parts of 
the world - should not allow short-term noise to distract from this.

Steve Ellis, CIO Fixed Income
Less optimistic on China, in terms of capital flows. The Chinese debt 
market is the third largest globally, at $14tn (US $44tn). Including 
equities as well, the Chinese market is $23tn ($74tn in US). Non-
resident holdings are only 2-3% of RMB assets, which could be 
considered an opportunity, but in reality, the capital account t is 
closed. They can’t open the capital account too aggressively, as 
the broad liquidity that has accrued in recent decades from their 
shadow banking would flow out of the country sharply. Inflows 
might be $2-3tn ($200-300bn a year), but if they opened capital 
account RMB would drop due to massive capital outflows that 
would result from a looser capital account. Even the government’s 
foreign exchange reserves would not be sufficient to manage this.

Given the search for yield, what are 
the additional costs that investors 
need to be aware of?

Victoria Kelly, Head of Trading
Spreads are elevated in EM. There is more of a herd mentality, 
making liquidity hard to find. New issuance is a key driver of 
liquidity, but selling / raising cash can be difficult. Determining who 
the participants are in the EM is less clear - can you trust EM central 
banks like you can trust the Fed (‘don’t fight the Fed’…). Flows into 
EM will be big in coming years, but flows out might be much bigger 
if the doors open up.

Is market leadership going  
to change? 

Romain Boscher, CIO Equities
There have been three tiers of market performance since COVID. 
The best performing tier is growth names and COVID winners for 
whom COVID was a non-event (these have accelerated); the second 
is cyclicals in anticipation of a recover, including industrials, semis, 
autos; the third is companies that are likely to suffer an L-shaped 
recovery, including financials, banks due to 0% interest rate policies, 
energy due to large renewable investment.

From a fixed income point of view?

Steve Ellis, CIO Fixed Income
There has been a big recovery in credit markets, but also huge 
dispersion between sectors / ratings. Spreads have recovered 
almost to pre-COVID tights in EUR and USD; USD IG spreads moved 
from 100bps to 400bps during the pandemic, but are now backed 
to 135bps. Safe sectors have been COVID winners, telecoms, 
healthcare and spreads are tighter in places.

What I your view on inflation?

Steve Ellis, CIO Fixed Income
Money supply growth is unprecedented. This is a game changer 
and inflation protection will be needed.

Romain Boscher, CIO Equities
Agree. Monetary stimulus is not enough alone, but fiscal stimulus 
may drive inflation higher.

Andrew McCaffery, Global CIO 
Likewise, fiscal stimulus is needed to be sustained and prolonged 
for inflation, not stopped when inflation rises.
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