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Global perspectives: Lockdown 2.0

Analyst
A second wave of lockdowns has arrivedin Europe. In response to rising Alastair George
COVID-19 infections, further lockdowns have been announced across France, +44 (0)20 3077 5700

Germany, ltaly and Spain in recentdays — and markets have responded
negatively. However, the measures are not as severe as earlierin the year even if
they will undoubtedly have a depressing effect on Q4 GDP.

‘Hands, face, space’has proved inadequate protection. The necessity of these
circuit-breakerlockdowns represents a meaningful bump in the road to recovery.
However, they are likely to have only a relatively modest impacton the outlook for
2021, provided an effective vaccine becomes available early nextyear.

The risks for markets in respect of the US presidential election appear to
centre on the possibility of a contested result, which we believe would be
poorly received by markets. Over the medium term, a Biden administration
would be likely to resultin a less confrontational approach to foreign policy but also
higher domestic US corporate taxes. This may facilitate a reversal in the very large
underperformance of European equities versus the US seenin recentyears.
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Lockdown 2.0 is here

In response to rising COVID-19 infections, social restrictions have now been reintroduced across
Europe. Markets have responded negatively as some of the more optimistic scenarios for a smooth
recovery out of the original period ofdisruption have been effectively ruled out. While the lockdown
measures are not in general as severe as earlierin the year, they willundoubtedly have a
depressing effect on Q4 GDP in Europe.

These new lockdown measure have tested investors’ resolve and drawn attention back to the very
short-term outlook. Equity markets have suffered meaningful volatility in response to these
lockdown announcements. New social restrictions certainly representa bump in the road relative to
our earlier views but were always a risk. With vaccines expected to start becoming available in only
a few months, and lockdowns targeting a relatively narrow section of the economy compared to
earlierin the year, we believe the overall economicimpactand market reaction will be measured.
National economies are also better adapted to the restrictions, with 29% of UK adults now working
from home.

France and Germany have implemented a one-month period of enhanced social restrictions during
which restaurants and bars must remain closed and personal travel is highly discouraged or
banned. Spain has announced a national curfew on restaurants and bars. Importantly, there has
been recognition ofthe need to keep the economy moving as much as possible and to this end
schools are expected to remain open. Outside the leisure, travel and hospitality sectors it remains
business as COVID-usual for now.

While the UK has not announced any national measures in recentdays, there are variety of similar
regional restrictions already in place. The effect of these measures, priorto any additional
governmentspending to offset the impact, is likely to be in the region of 1-2% of GDP given the
targeted nature of the measures on social sectors and the relatively short announced duration of
one month, at leastcompared to the lockdowns earlierin the year.

The question for investorsin recent days is whetherthe acceleration ofinfections represents a
structural turn for the worse in the pandemicor a bump in the road. We view it as an unwelcome,
but not entirely unanticipated, bump in the road. It is unwelcome because itdemonstrates that
‘hands, face, space’ combined with contact tracing has proven ineffective in keeping the effective
reproduction rate below or close to 1.0. There have been shortcomings with contact tracing
systems in the UK for example, but the commonality of a rising trajectory of infections across
Europe suggests that itis an approach which is struggling to deliveronits earlier promise.

Exhibit 1: Implied volatility has risen in recent weeks but remains a fraction of March levels
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Nevertheless, this reset to social distancing plus circuit-breaker lockdowns will have been atleast in
part anticipated by investors. This scenario has previously been modelled by epidemiologists to
spread the burden of infections through time to reduce pressure on intensive care facilities and to
manage through the period prior to the availability ofa vaccine. We note the growth rate of
infections and mortality both initially appearto be lowerthan in the first round of the pandemic,
although comparisons are difficultdue to the rapid expansion of testing.

Investors have already repositioned portfolios to account for COVID-19 risks and while implied
volatility has risen notably compared to the summer, Exhibit1, it remains some way below the peak
of early March. We would therefore be surprised to see another liquidity driven sell-off such as that
in evidence earlierin the year, especially as expectations for the introduction of the first vaccines
remain in place for Q121.

US election — Trump OK, Biden OK, but neither not OK

A very unusual US presidential election is currently underway. A significant proportion of voters will
not go to polls, butinstead due to coronavirus restrictions will send their ballots in by mail. Polls
currently indicate that Biden’s lead remains in place in the closing stages of the race and a Biden
victory is the most likely outcome, in our view. However, there is also a significantchance of a
contested election and weeks, if not months, of legal uncertainty. Time is running shortfor any
waning of Biden’slead into polling day and a clear Trump win at this pointappears the least likely
outcome.

Investors may be rightfully focused on other risks at present, with developed market GDP still so far
below potential due to the fight against COVID-19. The timing of a vaccine and the interplay of
monetary and fiscal support over the coming 12 months is still the dominantfactor for global
markets in ourview. Nevertheless, the outcome of the US election will set the tone for US economic
and foreign policy at a critical juncture, given the rising strategic challenge from China.

In the short term and in policy respects there is relatively little to choose between the candidates.
We believe markets would take a second term for Trump in their stride, having become habituated
to volatile and confrontational foreign policy, combined with a US business-friendly domestic
agenda.

Furthermore, both Biden and Trump will need to tackle the outstanding issue of a fiscal stimulus
package to address ongoing COVID-19 effects for 2021. Further out, should Biden become
presidentwe would expect modestly higher US corporate tax rates, which may weigh on sentiment
for US equities which to date have had an exceptionally good crisis. The strong performance of the
S&P 500 standsin contrast to the relatively weak performance of other developed and emerging
markets.

A Democratic president may also look favourably on reducing the alleged monopoly power ofthe
largestUS technology franchises. Given the large weighting ofthese stocks within US indices, this
would be a further negative for US markets. On the other hand, the green agenda would receive a
boost as Trump’s foot-dragging climate change policies would cease to be relevant.

Biden would also in ourview step back from the highly confrontational and unpredictable policies of
his predecessorin respectof foreign policy. Trump’s attempts to appeal to his domestic supporters
through the threat and use of trade tariffs on foreign goods — targeting not just China butalso allies
such as European nations and Canada —is likely to be seen as a policy failure in hindsight,
delivering neither economic benefitnor polling advantages.

For these reasons, a Biden administration may have relatively little initial impact at the global
market level. However, with a less business-friendly US administration investors may look towards
other less highly valued markets over the medium term. For example, we believe the long era of
Europe’s consistentequity underperformance ofthe US could finally come to a close.
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While Biden may choose to run a more conciliatory policy towards historic allies, the tensions
between the US and China are likely to remainin place. The strategic questionsin respect ofa
resurgentand clearly more assertive Chinese state span the US political divide. For example, we
do not think a Biden administration would stop the splintering of technology supply chains as firms
seek to diversify suppliers to include those outside China. A political test of the resolve of the new
administration from China would also be a possibility during 2021.

However, we believe a Biden administration would also aim for a lower profile package of China
policies. Amore carefully assessed long-term strategic objective of promoting an enduring era of
US influence, stability and power on the international stage may result. Investors should welcome
the absence of unnecessary uncertainty in this regard.

Unfortunately, the probability of a contested result cannotbe excluded given the multiplicity of ways
that a close resultcould be challengedin the US courts. There are for example procedural
challenges thatcan be launched in each US state, if it was believed thatdue process was not
followed during the election. The battle linesin respect of mailed-in votes, which will accountfor a
many times larger share of the total thanin previous years, have already been drawn by Trump’s
campaign with teams of lawyers standing by.

We believe Biden’s campaignis no less well legally armed, which means that a close contest will
inevitably be challenged by either side which could lead to months of delay and more importantly
the risk of policy paralysis at a critical time for the US economy. It is this resultwhich we believe
investors should be prepared for, even if they may be atypically indifferentto the success of either
of the candidates.

Conclusion

The introduction of new social restrictions in Europe has broughtinto sharp reliefthe conflict
between the short- and long-term outlook for global equity markets. The necessity of circuit-breaker
lockdowns s clearly a negative for the short-term outlook but in our view should not distract equity
investors from peering only alittle further into 2021 when the likely availability of vaccines may
change the calculusin terms of infection rates and the need for severe social restrictions.

Furthermore, following earlier disagreements governments in Europe have resolved thatfiscal
supportwill be forthcoming for economies, in addition to central banks’ monetary supportfor
markets. We therefore view the recent market volatility as a bump in the road, rather thana
precursorto a significantly deeper sell-off at this stage.

The risks for markets in respect of the US presidential election appear to centre on the possibility of
a contested result, which we believe would be poorly received by markets. Over the medium term,
a Biden administration would be likely to resultin a less confrontational approach to foreign policy
but also higher domestic US corporate taxes. This may facilitate a reversalin the very large
underperformance of European equities versus the US seenin recentyears.
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This report has been prepared and issued by Edison. Edison Investment Research standard fees are £49,500 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically
quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any
investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2020 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. Itis not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
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