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WEEKLY - FEBRUARY 27, 2020 

The coronavirus epidemic has entered a new phase 

The decline in contamination is confirmed in China. The new daily cases have 

been declining steadily for a week and the mortality rate remains relatively 

stable. This improvement comes at the cost of drastic containment measures 

that will have a strong impact on the Chinese activity. 

Source: National Health Commission of China 
 

Global sources of contamination are beginning to appear (South Korea, Italy, 

etc.). This globalization of the epidemic will have a greater economic impact 

than expected and still difficult to define. In developed countries, consumer 

and business confidence indices are likely to deteriorate. Usually a catch-up is 

observed once the epidemic has been brought under control. This is likely to 

be the case this time too, especially as the main central banks will try to 

foster recovery through accommodative monetary policies. 

 

The prolongation of confinements in Chinese cities is delaying 

economic recovery 

Although no macroeconomic figures are expected before mid-March, the 

latest publications show a disruption in production and consumer demand. 

Stimulus packages, such as lowering the policy rate, have been announced to 

support the economy. 

 

The coronavirus is already having an impact on American eco-

nomic activity 

According to the latest ISM Manufacturing for February, which missed 

expectations, the recent fragile recovery seems threatened by the virus 

spreading beyond Chinese borders. In Germany, the ZEW indicator, 

measuring the sentiment of financial analysts, strongly disappointed in 

February, and especially its future component. The coronavirus epidemic and 

its potential negative impact on the economy weighs significantly on 

PERFORMANCES  2020 

EQUITIES  

MSCI World -4.2% 

S&P 500 -3.5% 

Stoxx 600 -5.5% 

Nikkeï -7.2% 

SPI -3.5% 

China -0.3% 

Emerging -6.4% 
 

 

BONDS  

CHF Corp +1.3% 

US Govt +4.0% 

US Corp +3.5% 

US HY +0.1% 

EUR Gvt +3.2% 

EUR Corp +1.6% 

EUR HY -0.3% 

  

CURRENCIES  

USD index +2.3% 

EURUSD -2.2% 

EURCHF -2.1% 

USDCHF +0.1% 

USDJPY +1.2% 

EM FX -4.6% 

  

COMMODITIES   

Gold +8.9% 

Silver +1.2% 

Brent -21.4% 

CRB index -11.8% 

New phase 
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sentiment. In this context, the economic recovery of the 

euro zone should be postponed. 

 

Investors anticipate a further rate cut by the Federal 

Reserve this year. The expected re-acceleration of global 

activity after two years of trade tensions could be 

postponed. 

 

The market has been looking for a catalyst for several 

weeks to catch its breath. The Coronavirus spreading 

outside the Chinese borders was this trigger. Given the 

low level of interest rates and the lack of alternatives, one 

should not completely shy away from equities. 

 

At the tactical level, we sold our 5% position on the 

Nasdaq in our tactical portfolio on Monday morning 

(100% equity benchmark) to reduce our tactical action 

exposure from 75% to 70%. Added to this are holdings 

of 7.5% gold, 5% Swiss real estate and 17.5% cash. 

 

In our balanced portfolios, we have a 42% equity 

exposure and 7.5% in gold. The S&P is just above its 200-

day moving average which will be a point of entry for us 

to add between 2.5% to 5% of equities into this balanced 

profile. 

 

Currencies. Overextended JPY fall 

The USD/JPY has just broken above the 112 level as 

recession fears rise. Concerns about the longer-term 

impact of Covid-19 on Japan and large outflows from the 

country have supported this move. But the JPY fall now 

looks stretched. Traditional correlations are no longer 

working. Usually, in risk-off periods the US 10-year yields 

and the JPY tended to be correlated. However, over the 

past couple of months things have changed. 

 

US 10-year yield vs. USD/JPY 

 

Source: Bloomberg  

The USD/JPY has just broken the 112 mark for the first time 

since December 2018. Along with the generalized strong 

USD environment, the JPY has been the target of selling 

pressures in the last few days. The first driver is the shift 

from a short-term to a longer-term coronavirus fear. The 

confirmed number of new cases and deaths has decreased 

or at least not accelerated further. However, market is 

pricing the impact of a Chinese economic slowdown on 

the most vulnerable trading partner i.e. Japan. 

 

The second driver is the quickly deteriorating Japanese 

economic outlook. Latest data showed a worse than 

expected GDP slump for Q4 2019. The covid-19 is likely to 

weigh heavily on Q1 2020 numbers, and at this point, a 

recession seems all but inevitable. Investors are speculat-

ing on the Bank of Japan monetary stimulus. This is 

contributing to an even less attractive rate environment 

for the JPY. We find it hard to foresee any policy response 

by the BoJ. But for now, the dovish sentiment is predomi-

nating. 

 

The last driver of the recent JPY weakness is related to the 

speculation around Japanese investment funds re-

allocating their positions towards foreign securities as we 

are approaching the end of the Japanese fiscal year. 

Weekly data on foreign bonds purchase by Japanese 

investors suggest the process has already started. With 

highly unattractive Japanese yields it would not be 

surprising to see Japanese turning to higher-yielding 

investments. Those funds should sell their JPY and buy 

foreign currencies. But the JPY fall looks stretched. The 

question that comes naturally is whether the USD/JPY 

move is sustainable. Valuation  models highlight  that the 

cross is in overvalued territory. This suggests the move 

may be somewhat overdone at this point and possibly 

makes a case for some stabilization. 

• The JPY is attractive in terms of valuation and as a 

global portfolio hedge 

 

Currencies. Commodity related currencies review 

In the current environment, the AUD ends the week with a 

1.70% loss vs USD. This was partly due to mixed labor data 

which sparked some speculation around more imminent 

RBA easing. However, more importantly, markets are 

starting to price in the impact of a slowdown in China and 

Australia's dependence on exports inevitably set AUD as a 

key underperformer. 

FEBRUARY 27, 2020 
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Commodity related currencies’ speculative positioning 

Source: Bloomberg  

 

After the JPY, the NZD has been the worst performer, 

and this is despite RBNZ Governor reiterating his 

relatively upbeat view on the impact of Covid-19 on the 

New Zealand economy. The NZD has suffered from an 

additional round of long squeezing which has exacerbat-

ed the downside pressure on the currency. The NZD net 

speculative positioning was still way less into short 

territory than the AUD one. This suggests that there was 

more room for increasing the NZD shorts than AUD 

shorts. 

 

The CAD shows some decent resilience to the choppy 

risk sentiment, compared to its peers. The good inflation 

data helped. Expecting a prolonged downtrend in USD/

CAD may still be early, particularly considering the still 

not constructive oil price outlook.  

 

Once risk sentiment stabilizes, CAD offers the best risk-

adjusted carry in G10. This ratio would remain intact even 

if the central bank cuts rates. 

• Continue to favor CAD vs. other commodity related 

currencies 

 

Equities. The coronavirus goes so fast 

The financial markets are not (yet) in panic mode with 

the dazzling spread of the coronavirus. But it is starting 

to weaken the global economy. After China, Italy has just 

quarantined several northern cities. Many companies 

announce a substantial impact on results in the 1st 

quarter. Global demand is slowing down and production 

lines are under strain.  

 

The IMF reports that if the disruption of supply chains 

ends quickly in China, the impact on GDP will be 

significant in the 1st quarter, but minor in the year 2020; 

but if the health crisis worsens, the IMF predicts a 

substantial impact on China and the global economy. For 

the IMF, the next 2 weeks will be crucial. 

 

Apple, among others, has issued a warning about its results 

for the current quarter. According to the China Passenger 

Car Association, car sales fell 92% in February and are 

expected to drop 10% in the first half of 2020 and 5% in 

2020, assuming the virus is contained before April. Adidas 

announced an 85% drop in sales in China in February. 

 

Since the start of the health crisis, global non-Chinese 

companies with significant exposure in China (MSCI World 

China Exposure) have underperformed MSCI World. The 

top 10 constituents of MSCI World China Exposure are 

Qualcomm, Broadcom, Texas Instruments, BHP, Micron, Rio 

Tinto, AMD, Murata and Hong Kong China Gas. 

 

MSCI World (black) and MSCI  

World Exhibition China (red) 

Source: Bloomberg 

 

The financial markets are more and more worried, 

especially the bond market with a US 10-year at 1.47%. But 

they are not in panic mode. The G20 met in Ryhad to find 

solutions to support the global economy. Central banks are 

ready to lower interest rates and inject cash. The Chinese 

government will step up measures to support its economy, 

particularly for sensitive sectors like the automotive 

industry. According to the PBoC, the Chinese economy is 

expected to rebound quickly as the Chinese authorities 

have sufficient means to support the economy. The global 

economy resists, but it won't last if the virus continues to 

spread. 

 

The technology sector, which is very sensitive to corona-

virus (due to important supply chain in China), has not 

been helped by Donald Trump. Seeing his failure to 

convince Europeans to abandon Huawei, Donald Trump 

put more pressure on Huawei and other Chinese tech and 

FEBRUARY 27, 2020 
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telecom companies by wanting to limit sales of U.S. 

technology to all Chinese companies. 

• We remain neutral on stocks, betting on the 

imminent end (in March) of the virus and on the 

extraordinary measures that will be deployed by 

governments and central banks 

• But the spread of the virus must stop quickly, or 

equity markets may  change their minds 

 

Gold takes advantage of the virus crisis 

The fundamentals are solid for gold (real interest rates, 

de-dollarization). We have had a favorable opinion on 

the yellow metal for several months. The health crisis has 

rekindled its interest. The health crisis has accelerated 

outside of China, in  South Korea, Japan, Italy, Iran, 

Singapore. Investors are rushing to safe-haven assets, 

fearing a derailment of global growth. Gold goes up 

against all currencies. 

 

Gold performance in 2020 

Gold ounce price 

 Source: Bloomberg 

 

• Next technical resistance on the gold ounce at $ 

1,800 

• Exceeding the $1’920 historic high is a plausible 

scenario 

 

UK equities 

Last week, the European Union failed to agree on the 

European budget for the next 7 years, but this week 

European governments will have to agree on their 

common position vis-à-vis negotiations which will begin 

with the United Kingdom. 

 

On March 11, Boris Johnson is expected to announce his 

2020 budget, a stimulus budget. The surprise resignation 

of the Chancellor of the Exchequer Sajid Javid, replaced by 

Rishi Sunak, shows the centralization of power over Boris 

Johnson and disagreements over the new budget.  

 

The conservative majority gave carte blanche to Boris 

Johnson and the Chancellor for sweeping reforms in 

taxation, pensions, health and public spending; reforms to 

boost economic growth. The government is currently 

evaluating a £ 110 billion rail reconstruction plan, High 

Speed 2 (HS2), a high speed train project. A Chinese 

company, CRCC, is among the selected companies and 

said it could complete the project in 5 years and at a lower 

cost. 

 

The HS2 rail project 

Source: Department for Transport 

 

The tumultuous process of leaving the United Kingdom 

from the European Union resulted in a marked underper-
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formance of British equities in 2019, the FTSE 100 

increasing by 11% compared to 27% for the S&P 500, 

24% for the MSCI World, 23% for Euro Stoxx and 20% for 

Nikkei. In 2020, the FTSE 100 fell 2.4%, while the other 

indices rose between 1% and 4%. 

 

This government wants to deliver a hard Brexit, end 

austerity, unite the nation, level up the less prosperous 

regions and create renewed economic dynamism. But 

the economic trend is bleak, the fiscal situation weak, 

entrenched regional divisions and damaging Brexit. For 

those who believe in a substantial economic recovery 

budget, they have to favor domestic UK stocks which will 

benefit the most and which have valuations lower than 

those of other stock markets in developed countries. 

• 10 domestic UK companies well positioned to take 

advantage of a stimulus budget: Lloyds, RBS, Land 

Securities, British Land, Bellway, Tesco, Next, Mark & 

Spencer, JD Sports Fashion, and Pennon 

 

 

 

FEBRUARY 27, 2020 



 ♦ 6 

Suite 301 ♦ Grand Baie Business Quarter (GBBQ) 
Chemin Vingt Pieds ♦ Grand Bay 30529 
Republic of Mauritius 
 
t + 230 263 46 46 ♦ f +230 263 47 47 
info@pleion.mu ♦ www.pleion.mu 

Rue François-Bonivard 12 ♦ 1201 Geneva 
t +41 22 906 81 81 ♦ f +41 22 906 81 82 
 
Rue Pré-Fleuri 5 ♦ 1950 Sion 
t +41 27 329 00 33 ♦ f +41 27 329 00 32 
info@pleion.ch 

Schauplatzgasse 9 ♦ 3011 Bern  
t +41 58 404 29 41 
 
Chemin du Midi 8 ♦ 1260 Nyon  
t +41 22 906 81 50 ♦ f +41 22 906 81 51 
www.pleion.ch 

11 avenue de la Costa ♦ 98000 Monaco 
t +377 92 00 25 00 
 
contact@pleion.mc 
www.pleion.mc 

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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