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WEEKLY - FEBRUARY 20, 2020 

Boris' acceleration could make the UK skip  

Most recently, the optimism of the business community has rebounded to 

reach a six-month high and, in particular, mortgage applications rose in 

January. The British economy is also showing signs of recovery. As proof, the 

PMI composite index climbed to its highest level in 16 months at 52.4 in 

January (against 49.3 for November and December). Better, macroeconomic 

forecasting models would announce a return to growth - around + 0.2% in 

January. In this context, the Bank of England favored a wait-and-see policy, 

by not lowering its key interest rate. 

 

It took it well, given the latest events in the country (sometimes called the 

"Johnsonnian putsch"). Indeed, BoJo, who is surfing on his recent electoral 

successes, begins a serious Trumpian turn. He has just dismissed in a cavalier 

manner, among others, the Chancellor of the Exchequer Sajid Javid, yet very 

recently appointed. The message is clear: the management of economic 

policy will pass completely under the yoke of political power (and no longer 

zealous and competent technocrats). 

Like Trump, B. Johnson initiates a breakup 

The country's fiscal policy and external accounts will be shaken 

 

Can the UK afford a Trump-like stimulus? 

Nothing is less sure. The UK twin deficit has become structurally high (around 

6% of GDP in 2019). About 50% of the trade deficit comes with Europe. 

Surprisingly enough, the British Pound is not undervalued against the Euro 

according to effective exchange rates. 

 

UK current account deficit 

Source: ONS 

 

PERFORMANCES  2020 

EQUITIES  

MSCI World +3.1% 

S&P 500 +4.8% 

Stoxx 600 +3.9% 

Nikkeï -0.8% 

SPI +5.3% 

China +1.2% 

Emerging -1.0% 
 

 

BONDS  

CHF Corp +1.1% 

US Govt +2.3% 

US Corp +2.7% 

US HY +1.2% 

EUR Gvt +2.8% 

EUR Corp +1.8% 

EUR HY +0.8% 

  

CURRENCIES  

USD index +3.6% 

EURUSD -3.8% 

EURCHF -2.2% 

USDCHF +1.7% 

USDJPY +3.1% 

EM FX -3.6% 

  

COMMODITIES   

Gold +6.6% 

Silver +2.8% 

Brent -9.8% 

CRB index -5.6% 

Boris’ 2nd putsch 
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Major infrastructure and recovery projects in the 

country's underprivileged areas will require substantial 

funding efforts. The United Kingdom does not enjoy the 

same privilege as the United States, the British Pound is 

neither the global reserve, nor a safe haven currency.  

The rest of the world is not forced to do business, buy 

British currency or government bonds as is the case with 

the United States. Besides, a beginning of excitement 

filters through the currency market. The British Pound's 

trade weighted index, which had increased by almost 

12% at the end of 2019, has since declined by almost 2%. 

The scenario of weak medium-term growth prospects, 

linked to the imminent and difficult trade negotiations 

with the European Union, is becoming more and more 

likely. The UK’s insistence on a December 31st, 2020 

deadline has created a new malaise with the Old 

Continent. Assuming that Johnson is not bluffing and 

looking for the same type of business relationship as that 

of Canada and Europe, this would exclude the most 

competitive sectors of Britain. Finance, pharmaceuticals, 

data processing, business services and even aeronautic 

would then face new obstacles in their connections with 

Europe from 2021, which would increase as EU rules 

change for the benefit of domestic producers. 

Ultra-accommodative fiscal policy would wipe out external 

accounts 

And could cause another currency collapse 

 

The BoE will, like the Fed, be under increasing 

pressure 

Its charismatic President Mr. Carney leaves virgin and 

complex terrain to his successor at a delicate moment. 

The BoE remains focused on downside risks to the UK 

economy for the time being rather than illusory inflation 

concerns. Since 2008, it had managed to avoid negative 

key rates, since they are still at +0.75%. But it also misses 

ammunition. Pressure from the Johnson administration 

will increase. 

The BoE will have work to ensure its independence 

It will be difficult for BoE to avoid the ZIRP / NIRP in the 

event of a future British recession 

 

British assets did not really participate in the fireworks of 

other financial markets in the past year. They obviously 

suffered a discount - in terms of valuation - linked to the 

Brexit mess. This gives them relative attractiveness. As is 

their fairly weak correlation with other financial centers. 

However, there is no rush to buy them. In the coming 

weeks, we can expect a renewed vigor of the "Johnsonian" 

rhetoric on the imminent battles to be fought with Europe 

over trade, fishing, immigration, regulations, etc. The 

belligerence of the chief Brexiter is likely to rekindle 

investor fears. This may well have negative effects on 

Britain in the short term. 

• Confidence in UK currency and politics may fall in 

coming months 

• This would offer new (historical) purchasing opportuni-

ties on 

 

Currencies. Neither risk-on nor risk-off support 

the EUR 

The 2020 EUR slump gains momentum. The common 

currency fell to its weakest since 2017 versus the USD and 

to levels last seen in 2016 against the CHF. The EUR has 

dropped more than 3% to near $1.0850. However, even 

when the risk sentiment improved, the EUR suffers, that is 

a sign that the currency may stay under pressure 

regardless of developments on the coronavirus outbreak. 

 

Eurozone industry ended the year on a miserable note as 

production fell by 2.1% in December. The contraction in 

production, for its second full year, has left production 

6.9% lower than it was at its December 2017 peak. 

November production had shown a slight uptick, but 

December indicates that it is too soon to call the  end to 

the eurozone industrial recession.  

 

Furthermore, the European Commission's gloomy outlook 

for the European economy certainly did nothing to help 

lift the euro sentiment. Although the EC still sees a 

moderate growth with the GDP expanding by 1.2% in 

2020, the report stressed that risks to the growth outlook 

remain tilted to the downside. We share the EC's concerns 

when it comes to the near-term hit to Europe's manufac-

turing sector from the virus impact. So, disappointing 

economic data is part of the answer for a weak Euro, but 

not only. 

 

Concern about German Chancellor Angela Merkel’s 

succession plans have weighed on the EUR too. More 

surprisingly, money markets are only pricing in around 

6bps of cut by the ECB by year-end. This is logical for us, 

Lagarde has clearly mentioned that she does not wish to 

cut anymore rates. 

 

FEBRUARY 20, 2020 
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While some developments could help explain this drop, 

like the weakness of the German economy and continu-

ous flow into US assets, the EUR recent slide remains 

somewhat extreme. 

 

The classical EUR drivers are no longer working. The 

short-term and long-end interest rate spreads between 

the US and Germany have narrowed significantly. Credit 

spreads across the Euro Area have strongly tightened 

thanks to the ECB QE. The European government bonds 

rally reached another landmark as the Greek 10-year 

yield breached below 1% for the first time. More 

surprisingly, it is trading below the 10-year Italian yield, 

highlighting a positive investment landscape. The 

valuation of the EUR remains attractive on a PPP basis 

and the improvement in global growth that started 

before the coronavirus outbreak should have benefited 

the single currency. So, the recent decline in the euro 

feels a bit like a conundrum, as the above elements 

should in theory support the EUR. 

Source: Bloomberg 

 

Technically, a breach of the 1.0730-1.0820 area – last time 

visited after the France presidential elections in 2017 - 

could create fresh selling momentum. Any recovery 

above the 50-day moving average, at $1.1020, could 

instead be the first sign that the euro has marked a short

-term bottom. 

Source: Bloomberg 

 

The ECB is nowhere near hiking interest rates, euro-area 

data fails to spur positive momentum, fiscal stimulus are not 

expected any time soon and political trouble is surfacing in 

Germany 

• There are few factors to support the euro  

 

Currencies. Limited impact expected from the 

pension form reform 

Japanese Minister of Finance’s latest monthly data  showed 

that trust accounts made more than ¥2trn ($18bn) in net 

purchase of foreign bonds. Public pensions may have 

started to rebalance their portfolios ahead of the imminent 

policy asset mix review. The full details of the Japanese 

Government Pension Investment Fund - the largest pool of 

retirement savings in the world - policy asset mix for the 

next 5 years should be announced by March-end, following 

the requisite approval from the Minister of Health, Labor 

and Welfare. Its target "Real Investment Return" (nominal 

investment return less nominal wage increase) will stay 

unchanged at 1.7%. This suggests that the GPIF will need to 

target a nominal return of 4.0%. 

 

The main point will be the lower weight for domestic 

bonds. It will be reduced by 5pp and mainly concern short- 

to medium-term negative yielding bonds at the benefit of 

foreign bonds by roughly the same proposition. 

 

Under the new guidelines, the GPIF should prioritize long-

term income (carry) without worrying much about 

temporary mark-to-market losses. We believe that any 

further rebalancing out of domestic bonds into foreign 

bonds is unlikely to drive the JPY significantly lower. 

Although it may well serve to prevent it from strengthening 

too sharply. Given that they basically allocate their assets 

based on market capitalization, US Treasuries will likely be 

most favored followed by European government bonds. 

Portfolio rebalancing flows will likely favor these two bond 

markets. 

• JPY is already discounting a lot of bad news 

 

Equities. The coronavirus 

2020 should be the year of profit recovery, while 2019 was 

the year of multiple expansion. For the moment, despite 

the coronavirus, stock markets behave well, very well: the 

S&P 500 is on historic highs, the Euro Stoxx is at the 

highest since early 2015 and the Nikkei at the highest since 

FEBRUARY 20, 2020 
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1991. The Euro Stoxx and the Nikkei are on important 

resistances; a breakout would signal the continuation of 

the rally. 

 

The coronavirus is worrying for the global economy: 

China accounts for 18% of world GDP, the Chinese for 

30% of world tourism retail sales and the production 

chains have been slowed down or stopped for almost a 

month in regions where there are important industrial 

companies. But, investors remain focused (until when?) 

on the excellent results of 4Q19, giving a good momen-

tum for the 2020 results, expected at +8-9%. Above all, 

they remain very confident in central banks, ready to 

intervene with their liquidity to support the economy, 

and believe in a V-shaped economic recovery. 

 

In 4Q19, 74% of S&P 500 companies published their 

results: + 3.6% for revenues and + 1.3% for profits. For 

the 500 companies, Factset estimates an increase of 0.7% 

in profits (we were at -2.5% at the start of the publication 

period) and Alpha Lipper + 2.6% (+ 5.5% excluding 

Energy). For the year 2019, US profits will increase by 

1.5%. 

 

But the coronavirus arrived in mid-January 2020. The 

sectors most worried about its negative impact are 

industry, technology, pharma and consumer discretion-

ary, with a probable material impact on the 1Q20 results, 

and the segments that will suffer more, should be 

automobile, luxury, air transport, container transport, 

tour operators. With the drop in the price of oil, the 

upturn in the oil sector (base effect) will not be as strong 

as expected in 1Q20. In terms of bottom-up, Tapestry, 

Estee Lauder, Starbucks, Nike, Disney, Wynn Resorts have 

announced a significant impact of the coronavirus. Both 

Factset and Alpha Lipper downgraded their estimates of 

US profit growth for 1Q20 from 4.7% to 2.5% and 6.3% 

to 3.8%, respectively. In 2020, they revised down from 

10% to 8%. 

• Coronavirus begins to weigh on 1Q20 earnings 

estimates 

• For the moment, investors believe in a short-term 

crisis and an economic recovery in V 

• Stock markets are holding up well thanks to central 

banks (liquidity) and future fiscal / budgetary stimuli 

(US, UK, China) 

 

FEBRUARY 20, 2020 
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Disclaimer  

This document is solely for your information and under no circumstances is it to be used or considered as an 
offer, or a solicitation of an offer, to buy or sell any investment or other specific product. All information and 
opinions contained herein has been compiled from sources believed to be reliable and in good faith, but no 
representation or warranty, express or implied, is made as to their accuracy or completeness. The analysis 
contained herein is based on numerous assumptions and different assumptions could result in materially 
different results. Past performance of an investment is no guarantee for its future performance. This document is 
provided solely for the information of professional investors who are expected to make their own investment 
decisions without undue reliance on its contents. This document may not be reproduced, distributed or 
published without prior authority of Pleion SA. 

www.pleion.ch 
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