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WEEKLY - APRIL 20, 2020 

Finally, it took a major - external - shock for the Fed to surrender. Covid-19 

sped up the ultimate dream of Trump. This pandemic is actually triggering 

the - inevitable? - merger of US monetary and fiscal policies. Let’s face it: a 

hyperactive re-liquefaction and nationalizations of broad segments of the 

capital market are legitimate, in order to avoid a major deflation crisis. Just 

like in 2008/9. But this is definitely not a durable / sustainable framework. 

Right, the ends justify the means 

But the Fed loss of independence is not trivial 

  

It’s no longer - just - size that matters... Style counts too 

At the peak of QE3 (end 2017/early 2018), the Fed balance sheet was worth 

$4,5tn. It declined marginally to under $3,8tn in 2019, during an aborted 

attempt to normalize monetary policy. Fed’s balance sheet could reach $9-

10tn by year-end. In short, J. Powell is shamelessly embarking in ¨unlimited¨ 

quanto-easing. 

  

It is just magic now; all barriers are falling. Nothing is inconceivable, when it 

comes to monetary policy. US central bank is literally obliged to scavenge, in 

order to bail-out the begging financial markets, on the verge of a major 

implosion. It passed a Rubicon, when buying private debt of sub-grade 

quality and leverage structured products (like CLOs). Fed is de-facto 

venturing into the fiscal area by funding the gigantic $2,2tn fiscal package 

and by deploying capital into the Treasury’s Stabilization Fund.  

PERFORMANCES  2020 

EQUITIES  

MSCI World -14.5% 

S&P 500 -11.0% 

Stoxx 600 -19.5% 

Nikkeï -16.9% 

SPI -7.1% 

China -5.9% 

Emerging -19.1% 
 

 

BONDS  

CHF Corp -3.2% 

US Govt +8.7% 

US Corp +1.2% 

US HY -7.6% 

EUR Gvt +0.8% 

EUR Corp -3.8% 

EUR HY -10.1% 

  

CURRENCIES  

USD index +3.6% 

EURUSD -3.1% 

EURCHF -3.1% 

USDCHF 0.0% 

USDJPY -0.8% 

EM FX -13.6% 

  

COMMODITIES   

Gold +10.5% 

Silver -15.1% 

Brent -58.7% 

CRB index -33.4% 

Fed’s magic toolbox 
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Powell is officiously also contemplating to move further, 

by buying equities (like BoJ and to a different extent 

SNB). So far, so... ¨good¨. 

 

Monetary science fiction meets reality 

 

Transferring debt from private to public balance sheets 

spells moral hazard 

This bail-out is just an extension of the (asset price 

reflation) policy in vogue since a decade 

 

Ultimate dislocations ahead? 

The Fed is ¨gaming¨ the system’s rules, just like the ECB 

did before. Indeed, Fed’s latest activities have been 

packaged and delegated (to third private parties) to by-

pass formal regulation. This engineering puts the US 

Congress before the fait accompli. The ultimate 

economic anathema, in terms of conventional econom-

ics, would be for the Fed to underwrite directly auctions 

of the Treasury. This would spell pure monetization of 

budget deficits. This is definitely not in the agenda today. 

But if the economy failed to rebound by year-end, who 

would dare to oppose… 

 

Where next? Global debt reached highs… before Covid crisis 

The brutality of the current crisis legitimated the submit of 

the Fed to US administration... 

... and a shift of US monetary policy’s cursor into borderline 

territory 

• The validity of Fed hyperactivity should not hide the 

collateral damages / issues 

• The relentless progression of global debt is worrisome 

and untenable long-term 

• Broad-base misallocation of capital and markets’ 

dislocation will continue 

• Fed monetization would endanger the world reserve 

status of the USD and destabilize US Treasury bond 

market 

• Gold remains a hedging asset of choice in this 

perspective 

 

Currencies. Investors retain a defensive stance 

For the currency market, the Covid-19 crisis has evolved in 

several phases: denial, repricing, capitulation, and 

stabilization. Investors firstly focused on the fall-out in 

China and trade consequences, which  fueled an EUR 

weakness (Jan/Feb). Secondly  the Fed repricing led to a 

USD sell-off (Feb/Mar).  Thirdly,  the risk capitulation led to 

a fly to quality and liquidity pushing up the USD (mid-Mar) 

and finally stabilization leading to the USD giving up some 

of its gains (Mar/Apr). Capital flows – notably portfolio 

rebalancing – and rising spreads (Libor, euro periphery, 

corporate) and a looming oil price war have dominated FX 

markets.  

 

In an uncertain context, valuations are not the main 

market driver, technical factors are much more important. 

 

Speculative positioning does not display clear evidences of 

a shift towards pro-cyclical currencies. Investors have 

increased bets on the defensive low yielders (JPY, CHF and 

EUR). They are still trimming their commodity related and 

EM currencies bets. The USD and GBP positioning remains 

neutral. 

 

Some market dislocations are appearing. While the net 

positioning in low-yielding currencies JPY, CHF, EUR rose 

APRIL 20, 2020 

Dislocations

Traditional Non-Conventional Borderline /

Unprecedented

Underwriting Treasury auctions ?

Buying equities ?

Buying CLOs

Buying ETF (HY)

Buying private debt (IG)

Financing "Stabilisation Fund"

Buying commercial paper

Buying Mortgages

Quantitative easing

Currency swaps

Macro-prudential

Forward guidance

Policy rates
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in the recent weeks, these 3 currencies have underper-

formed. This is even more surprising given that the risk 

appetite started to recover. Building net long positions in 

defensive currencies tends to indicate that speculative 

investors have not yet made the shift to a more risk-on 

approach. 

 

Developed markets speculative positioning 

Source: Bloomberg 

 

The EUR positioning is back to early 2018 highest level 

and shows no sign of rising concerns about possible 

turmoil in the European debt market, and even if EU 

governments failed to adopt a common response to 

Covid-19. The JPY and CHF remain the only 2 other 

developed currencies with a net long positioning. 

 

While the resilience of low-yielders positioning denotes a 

continued defensive approach, this is not moving in 

tandem with building a USD long stance, which has been 

the key safe-haven currency and asset over the past few 

weeks. The USD speculative exposure has not followed 

the large USD swings seen throughout the recent market 

turmoil. The USD positioning recently turned negative for 

the first time since mid-2018. The GBP is also back to a 

neutral stance after seeing most of its net long positions 

being curtailed as the pandemic started to hit the UK. 

 

In the rest of the developed world, the dollar-bloc 

continues to show some divergences. The AUD remains 

the biggest G10 short, as it has been for the past 2 years. 

Investors just adopted net short positioning on the NZD 

and CAD in recent weeks. 

Commodity related currencies speculative positioning 

Source: Bloomberg 

 

The EUR/USD seems locked in its recent range, but with a 

bias towards a small downside still as we doubt optimism 

will be able to form around EUR for now. While the cyclical 

currencies have taken back roughly half of the losses from 

the corona sell-off, a full recovery is not in store.  Com-

modity prices are set to linger at current levels for an 

extended period as we see rather limited upside in oil 

prices despite oil producers cutting back. 

• Unlike equities and some segments of credit,  currency 

positioning is still in risk-off mode 

• FX markets are in a state of consolidation, awaiting 

clarity regarding the economic and financial fall-out 

 

Equities. Profits sharply down in 2020 

The publication period for the first quarter of 2020 results 

started last week. We expected a decline of 15% for S&P 

500 companies, then -30% in the 2nd quarter and between 

-25% and -35% for the year 2020. The visibility is very low, 

since the evolution of profits will depend on the speed of 

national deconfinements, global deconfinement and the 

risk of a second pandemic wave. The decline in 1Q 2020 

profits will likely be higher than expected, as, like US banks 

and other cyclical companies like Schlumberger, there are 

very large provisions. Out of 9% of S&P 500 companies, 

the drop in profits is 30%. US banks posted 45% declines 

due to large provisions.  Despite this, Factset maintains a 

15% decrease in profits in the 1st quarter of 2020; the worst 

sectors will be energy with -75%, finance with -35%, 

consumer discretionary -35% and industry -30%, and the 

most resilient, communication services +8%, utilities +5%, 

APRIL 20, 2020 
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then real estate and healthcare. Lipper Alpha estimates a 

13% drop in US profits in 1Q20 and -27% in 2Q20, and 

for Europe, -22% in 1Q20 and -34% in 2Q20. Despite a 

tough year for profits, stock market indexes have risen 

since massive intervention by the Fed and the US 

government. There is clearly a Fed effect. Investors 

anticipate profit recovery in V. 

 

The peak of volatility / panic (red curve below) has 

decreased with coordinated and massive interventions by 

central banks. A week later, on March 23rd, the stock 

markets began to rise 

Source: Bloomberg 
  

  

In this rally, the cyclical / value sectors have outper-

formed the defensive / growth ones. Healthcare is the 

exception, pushed by pharmaceutical companies 

manufacturing drugs that can treat the disease, others 

working to find a vaccine and others developing tests. 

  

MSCI World. Sectoral performances  

from March 23rd to April 17th 

Source: Bloomberg  

 
  

• Fed, government support and deconfinements are 

positive factors for equities 

• Investors are only looking at the positive side (half-

full glass) 

• Cyclicals / value benefit. We nevertheless prefer to 

maintain a defensive / neutral sector allocation 

Oil. Despite a historic reduction in production, the 

supply-demand imbalance remains significant 

The reduction in OPEC production of 9.7 million barrels / 

day is historic and substantial, representing 10% of world 

production and 23% that of OPEC +; the agreement 

provides for a reduction of 10 mbd in May and June, then 

by 8 mbd until the end of the year, then by 6 mbd until 

April 2022. According to the International Energy Agency, 

global supply is expected to fall by 12 mbd in May, coming 

from the OPEC+ decision and closure of expensive 

production, in particular the American shale. 

  

Chinese demand for oil fell 27% in February, with China 

accounting for 13% of global demand. The International 

Energy Agency forecasts a 9.3 mbpd decline in 2020, more 

than 9% of the global demand, with a dramatic drop of 29 

mbd in April, or 30% of aggregate demand. In 2Q 2020, 

demand is expected to drop 23.1 mbd. A recovery is 

expected in the second half. 
  

Demand growth 

Obviously, pressure will remain on prices in April and May, 

especially as storage capacity peaks. The price of American 

oil, WTI, is even more under pressure due to the doubling 

of Saudi oil imports between February and March, a trend 

that accelerated in April: US refiners massively bought 

cheaper Saudi crude which is more suitable for their 

refineries (need heavy oil, unlike shale oil which is light). 

 

 The WTI hit $ 18 a barrel last Friday, the lowest level since 

2002. The situation of contango, even supercontango, has 

increased: the expiration of future contracts next week for 

APRIL 20, 2020 
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the May delivery quotes the WTI to $ 17.5 and that of June 

to $ 25.5. Traders continue to stock. There is also a large 

gap for Brent between the physical price and future 

contracts. 

 

Crude price 

Source: Bloomberg  

 

Oil companies have so far announced a reduction in 

infrastructure spending of $ 50 billion, down 25-30% (see 

GlobalData graph). The fall could be $ 100 billion in 2020, 

the lowest level of spending in 13 years; it could even 

reach $ 380 billion in the case of a Brent price of $ 25. In 

2019, exploration and production expenses amounted to 

$ 550 billion, after a historic peak at $ 880 billion in 2014, 

then a drop in 2015 and 2016. 

• Oil prices: a downside risk over a month, then 

stabilization and gradual recovery with deconfine-

ments 

• Oil majors can save their dividends by reducing capex 

and stopping share buyback programs 

• Avoid oil services companies, which just exit from 

tough 2015-2016 years, and will continue to suffer 

from the lack of investment in infrastructure 

 

Equities. Digital, internet, TV streaming, GAFA, 

the big winners of the pandemic 

With the pandemic, the entry into the world of digital, 

internet and telework definitely accelerated. Habits that 

will remain ingrained in the lives of citizens and business-

es. This will affect data centers, the cloud, corporate 

networks, algorithms and the development of 5G, which is 

essential for increasing the volume and speed of data 

transmission. Artificial Intelligence will surge with 

telemedicine, remote surgical operations and health 

monitoring applications. 

 

Hundreds of millions of people found themselves 

suddenly using massively internet (with telework), 

streaming TV, mobile games, videoconferencing, social 

networks, aperitifs through Zoom,… Disney+, Walt 

Disney's streaming TV, was launched at the best time, in 

the midst of a pandemic. Disney+ has 50 million subscrib-

ers today, far above the estimated 20 million for 2020. 

 

As a business, Facebook's leadership during the crisis was 

exemplary. The company has made $ 100 million available 

to help small businesses. The company gave its own 

employees bonuses of $ 1,000 and announced plans to 

hire an additional 10,000 people by the end of the year. 

Facebook's leadership was decisive and humane in the 

crisis, and it could overshadow longstanding concerns that 

it is a profiteer who monetizes  user data to make money 

and destroy competitors.  

 

In the short term, internet, social media and media 

companies will be affected by the pandemic with a 

substantial drop in advertising. But that shouldn't confuse 

investors who see these companies emerging stronger 

than they have ever been. 
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• Long-term winners: Google, Facebook, Amazon, 

Apple, Microsoft, Citrix, Cisco, Netflix, Walt Disney 

• In the short term, in this period of publication of the 

results, we favor Amazon and Netflix to the 

detriment of Facebook and Alphabet. A pure short-

term tactical choice 
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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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