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WEEKLY - MARCH 30, 2020 

Conservatism - the Swiss way 

The political landscape of the Swiss Confederation is deeply rooted on 

consensus. Its structure and functioning are fundamentally conservative. The 

composition of its government - the Federal Council - is guided by a quasi-

irremovable ¨Magic Formula¨. Developments in Swiss politics are evolution-

ary, and decision-making is slow. The Neutrality of the country is a corollary 

feature of all of this. On the international stage, it provides Switzerland with a 

unique - enviable - position, and a much higher standing than its size / 

economic weight would deserve. 

 

The financial sphere of Switzerland is highly oversized. This namely results 

from the above-mentioned features of its political landscape, from historic 

fiscal attractiveness and from the very mature stage of its economy. But it has 

also to do with part of the DNA of its population: reliability, punctuality, 

secrecy, respect of individual privacy. 

 

Swiss banks (and insurers) belong to the World Top League. Swiss authorities 

famously saved UBS on two occasions, when it brushed with death (subprime 

and Birkenfeld fiscal crisis). The Swiss central bank has also proved to be 

second to none, when it comes to use its balance sheet as a weapon of CHF 

management / protection. 

Everything that has to do with ¨Capital / Money¨ is key to Switzerland  

When it comes to finance, Switzerland is pragmatic and proactive 

Swiss authorities handle with dexterity high-level / innovative financial 

engineering  

 

SNB balance sheet. A double edge sword  

 

BS / GDP ratio 

Source : Bloomberg 

PERFORMANCES  2020 

EQUITIES  

MSCI World -22.5% 

S&P 500 -21.3% 

Stoxx 600 -26.4% 

Nikkeï -19.3% 

SPI -15.2% 

China -10.3% 

Emerging -24.4% 
 

 

BONDS  

CHF Corp -5.6% 

US Govt +8.1% 

US Corp -5.1% 

US HY -14.0% 

EUR Gvt +0.8% 

EUR Corp -7.0% 

EUR HY -15.5% 

  

CURRENCIES  

USD index +2.6% 

EURUSD -1.2% 

EURCHF -2.4% 

USDCHF -1.2% 

USDJPY -0.5% 

EM FX -12.6% 

  

COMMODITIES   

Gold +6.8% 

Silver -21.9% 

Brent -65.1% 

CRB index -33.3% 

SNB to the Rescue 
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As long as the SNB strategy - of growing its balance 

sheet - delivered revenues (to the cantons) and results 

(taming CHF appreciation), few people cared. But let’s 

face it, this is a highly risky strategy. First, it may 

potentially qualify Switzerland as a currency manipulator 

according to the highly volatile criteria of the US 

administration. And second, it may prove tricky to 

manage in times of financial markets’ crisis, like the one 

we have entered now...  

After years of success and tentative complacency... 

... time has - finally - come for SNB to perform a benefit / 

risk analysis of its balance sheet strategy 

 

Swiss-Finish QE: a nice Easter gift to needy Swiss 

citizens 

Let’s figure out two original exit strategies from the top: 

 

Option 1, rebalancing the portfolio. As we already alluded 

to in former publications, there is a clear mismatch 

between the portfolio structure and its ¨economic / 

currency¨ objective. In short, the very high proportion of 

USD and equity assets could be downsized at the benefit 

of Euro assets. Selling USD and buying Euros would 

respectively calm Trump and please Swiss exporters. 

 

Option 2, downsizing its portfolio and launching ¨a Swiss 

QE for the people¨. It could for example finance swiss 

people health insurance in the heat of the sanitary crisis. 

Or subsidize a broadening / deepening of unemploy-

ment security. Both would be appropriate ¨social¨ 

measures, targeting primarily needy households.  

• The upcoming publication of SNB Q1 financial results 

may be a tricky / tipping point 

• SNB Board should consider re-orientating its global 

strategy on this occasion 

• A dose of (Swiss-like) helicopter money could 

(politically) help adopt such a U-Turn 

 

Fixed income. A risk on subordinated bank debts 

On Friday March 27
th

, the ECB adopted a recommenda-

tion on dividend distributions during the COVID-19 

pandemic. The ECB considers it essential that banks 

conserve capital to retain their capacity to support the 

economy in these uncertain times. The ECB therefore 

expects banks to refrain from dividend distributions for 

the financial years 2019 and 2020 until at least October 1
st
, 

2020 to ensure that banks retain their capacity to be able 

to support households, small businesses and corporates.  

 

The European banks federation is backing the suspension 

of dividends and share buybacks decision. Following the 

ECB announcement, Rabobank has decided to use its 

discretion not to pay any distributions on its CET1 

instruments on the upcoming scheduled payment dates of 

March 29th, June 29th and September 29th. 

 

UniCredit on Sunday was the first Italian bank to comply 

with regulatory calls to preserve capital to support the 

economy against the coronavirus. It has decided to put on 

hold plans to pay dividends on 2019 results and to buy 

back shares. 

 

European banks average CET1 ratio of 14%, with an 

average buffer of 380bps, suggests that there is little 

solvency risk in the sector. Dividends are under threat to 

preserve capital solvency and social perception. 

• Even if European banks CET1 ratios are solid, bank 

subordinated debts will stay under pressure 

 

Gold. Finding gold at the right place at the right 

time has become a problem 

The risks on commodities are significant, as the supply of 

some (semi)precious / industrial metals is concentrated in 

a few countries such as platinum (70% South Africa, 12% 

Russia and 8% Zimbabwe), palladium (40% Russia, 38% 

South Africa) and copper (30% Chile, 12% Peru). Gold 

production is more fragmented with 13% in China, 10% in 

Australia, 9% in Russia, 6% in the US, 6% in Canada, 5% in 

Indonesia, 4% in Ghana, 4% in Peru, 3% in Mexico and 3% 

in South Africa.  

 

Producers and processors/refineries stop their activities 

because of production constraints due to the coronavirus, 

but also logistical problems. For industrial and semi-

precious metals, the problem is less serious, for the 

moment, because the industrial production chains are 

slowing down or stopping. However, the financial safe-

haven asset, gold, is highly sought after in the current 

period. The disruptions in production, refining, of which 

the 3 largest in the world are in Switzerland, in Ticino. 

MARCH 30, 2020 
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When it comes to logistics - European refiners can no 

longer ship their gold to the United States (travel 

restrictions).  

 

This translates into a fierce hunt for physical gold, 

creating significant distortions between the spot price 

and the future price, ie between the paper market 

(futures) and the physical market. This may explain the 

erratic movements in the price of gold in recent weeks. 

There is a risk for Bullion banks, future markets and short

-sellers; short positions will have to deliver physical gold 

to buyers, which they do not have (lack of physical gold 

to honor the conversion of certain future contracts). If 

there is a problem in the gold paper markets, the price of 

physical gold will go up a lot. 

 

Gold ounce price  

Source: Bloomberg 

 

Gold Price, Newmont and Barrick Gold 

Source: Bloomberg 
 

• Positive on gold: 

1. In the short term, problems between the 

future and physical markets, 

2. In the medium term, ultra-

accommodating monetary, fiscal and 

budgetary policies. 

• We prefer physical gold, but gold miners tend to 

follow the price of the yellow metal 

 

A little history. The Spanish flu of 1918-1919 

Following questions from our partners, here is a summary 

of the latest pandemic. 

Name. Spanish flu, because Spain was not involved in the 

1st World War and was the only country to freely publish 

information related to this epidemic. 

Origin. Probably in the United States (Kansas). 

Avian (H1N1) type. 

 

Number of deaths: 50-100 million (2.5 to 5% of the world 

population). 

The most affected countries: India (18.5 million dead, 6% of 

the population), China (4 to 9.5 million dead), Europe (2.3 

million), US (700K). 

Morbidity (proportion of influenza cases in a population) 

was extreme, almost 30% of the population was reached 

after 15 days. 

Main symptom causing death: pneumonia. 

The most affected population. From 20 to 40 years, with an 

abnormal peak around 30 years. The elderly appeared to 

be immune, probably from immunization during the 

pneumonia flu of 1885-1889. 30% of the world's population 

has been infected (1.8 billion people in 1918). 

The Spanish flu hit more heavily the countries which did 

not or hardly participated in the 1st World War. 

MARCH 30, 2020 
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1st wave. Relatively little fatal. In March 1918, 1st case in 

Kansas in a military camp, then spreads to Europe. In 

July, the epidemic appears to have ended in Europe, but 

spreads to Asia-Pacific and Africa, but in a limited and 

mild manner. 

 

2nd wave. In September 1918, the first fatal cases 

appeared in Boston, then North America was over-

whelmed by this viral wave with a mortality rate 10 to 30 

times higher than a seasonal flu. Then, the flu hit Europe, 

Africa, Latin America hard, then the European colonies in 

Asia. The peak of the pandemic was between October 

and November 1918. The vast majority of deaths 

occurred over 3 months. 

 

3rd wave. After 2 months of calm between December 

1918 and January 1919, there was an upsurge, but less 

serious, since most of the individuals became immune. 

The pandemic ended in early summer 1919. The last case 

was reported in July 1921 in New Caledonia. 
 

• The current pandemic affects a different age 

category than that of the Spanish flu 

• Its initial wave is particularly deadly 

• According to scientists, this virus is exceptionally 

transmissible and there will be a very high percent-

age of immune people after this wave 

MARCH 30, 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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