
 ♦ 1 

 

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 

Seidengasse  13 ♦ 8001 Zurich 
t +41 43 322 15 80 
 
11 avenue de la Costa ♦ 98000 Monaco 
t +377 92 00 25 00 
contact@pleion.mc 
www.pleion.mc 

WEEKLY - MAY 4, 2020 

Oil extreme volatility and negative pricing belong to the most sensational / 

unprecedented consequences of the pandemic. The technicality of the 

futures' market, of storage capacities - in a broader context of last decades’ 

financialization of commodities - amplified the imbalance between supply 

and demand. This very abnormal situation will eventually unwind, thanks to 

new regulation and economic recovery.  

Still, the very sharp fall in oil prices will have broad-base and long-lasting 

consequences 

 

The broad impacts of the Oil crash 

> US politics. "Oil States", like namely Texas, are Republicans. They voted for 

Trump in the last elections. They will face dire economic conditions over next 

months, just like the "Farmers' States" in the Midwest, actually another 

"bastion" of Trump. These key Republican States are at growing risks of 

shifting over Presidential elections next November. In a desperate move, 

Mnuchin has lately contemplated emergency lending for the oil industry. It 

seems practically unlikely that such a “bailout”, comparable to 2008/9 for car 

manufacturers, could emerge. The very fragmented structure of the - shale - 

industry is, among others, a major obstacle to it. 

Oil collapse could reduce the odds of Trump re-election 

 

> USD “offshore liquidity”. The revenues of Middle East countries are 

collapsing. Strains are risky for Saudi Arabia, where a very delicate political 

and economic transition is underway (2030 plan for a transition towards a 

new economy). The country’s forex reserves are depleting at a rapid pace. 

And the budget deficit is skyrocketing. Its USD pegged currency is under 

significant pressure. In 2014: Saudi FX reserves totaled USD 750bn. In Q1 

2020, they barely exceeded 500bn.  

 

Norway was also obliged to tap its sovereign Wealth Fund. Mexico recession 

is particularly severe. Many oil producing countries have issued significant 

debt in USD. They are now facing a severe mismatch between their revenues 

and commitments. 

USD foreign liquidity will continue to be scarce 

The Fed heavy printing and swaps do not suffice to compensate for rising USD 

demand 

> Geo-politics / Petrodollars. China has become the world prominent oil 

buyer. Beijing is attempting to quote and pay for it in Yuan, be it to Saudi 

Arabia or to Russia. Incidentally, Russia has become a large debtor to China 

in the context of the Silk Road. The flows of petrodollars to be recycled in 

USD and in Treasuries will structurally diminish. 

PERFORMANCES  2020 

EQUITIES  

MSCI World -15.0% 

S&P 500 -12.4% 

Stoxx 600 -18.9% 

Nikkeï -17.1% 

SPI -7.3% 

China -4.5% 

Emerging -17.8% 
 

 

BONDS  

CHF Corp -2.4% 

US Govt +8.8% 

US Corp +1.1% 

US HY -8.9% 

EUR Gvt +1.5% 

EUR Corp -2.7% 

EUR HY -9.8% 

  

CURRENCIES  

USD index +3.0% 

EURUSD -2.4% 

EURCHF -2.9% 

USDCHF -0.4% 

USDJPY -1.7% 

EM FX -14.0% 

  

COMMODITIES   

Gold +12.3% 

Silver -15.9% 

Brent -60.2% 

CRB index -36.7% 

Oil resonance 
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The oil price war is shaking the petrodollars’ Accord signed 

in 1945 by US and Saudis 

Growing divergences between WTI (US) and Brent 

(international) prices are likely  

 

Foreign central banks are repatriating USD liquidity 

 

• Oil collapse is influencing global politics 

• Short-term, speculative attacks against the Saudi 

Riyal, like in 2015-2016, are possible 

• Medium-term, the 75 year-long petrodollars’ Accord 

may be at stake 

 

Fixed income. Fed is ready to do more, if needed 

The FOMC held its first formal meeting in 3 months. The 

meeting originally scheduled on March 18th was 

cancelled due to several policy steps taken by the Fed on 

March 15th. 

 

As widely expected, the Fed did not make any policy 

changes. It repeated its promise to use its full range of 

tools and left rates unchanged until the economy is on 

track to achieve its dual mandate. The committee left 

little doubt that it will do whatever is needed to help the 

economy. Powell was firm and quite aggressive in his 

message to act as necessary and stressed that there are 

no limits to the extent of policy accommodation the Fed 

can provide. Powell highlighted that the Fed will not run 

out of money. It can change conditions and sizes as 

needed, like when it announced an expansion of the 

scope and duration of the Municipal Liquidity Facility. 

 

The FOMC has already slashed its Fed Funds to 0.00% and 

is expected to maintain them there until it is confident that 

the economy has weathered recent events and is on track 

to achieve its maximum employment and price stability 

goals. So, it will keep the Fed Funds rate pressed to 0.00% 

through at least for several quarters.  

 

Although the Fed has recently slowed its pace of QE 

purchases, the committee pledged to maintain purchases 

in the amounts needed to support smooth market 

functioning. Although tensions in financial markets have 

subsided somewhat in recent weeks, the committee stated 

that it will closely monitor market conditions and is 

prepared to adjust its plans as appropriate. The broader 

financial conditions are not back to normal levels yet. 

Source : Bloomberg 

 

• Given that the Fed is not looking to extend duration of 

its Treasury purchases, the risk/reward to be long US 

long-end bonds has diminished 

• However, US Treasury yields are unlikely to lift 

meaningfully higher in the near term, the Fed has 

placed a glass ceiling on the level of yields by 

suggesting it remains ready to act on their QE 

program if needed 

 

Currencies. ECB preannounced more and cheaper 

once more  

The ECB is prepared to increase the size of the Pandemic 

Emergency Purchase Program and adjust its composition 

by as much as necessary and for as long as needed. The 

new PELTROs and the easing of conditions for the TLTROs 

will lower financing costs for banks and will also put 

downward pressure on Euribor interest rates. 

 

Gloomy GDP figures (-3,8 %) in the Euro area along with 

very low inflation readings did not make it easy for the 

MAY 4, 2020 
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ECB. It has not chosen to wait and see but acted and 

presented more stimulating measures. The main 

message was that the ECB remains flexible and ready 

and will do what is needed when it is needed. The largest 

promise was that the central bank committed to 

increasing and adjusting its purchasing programs as 

much as necessary and for as long as needed. In 

principle, it made the ECB purchases open-ended and 

unlimited. ECB did not increase its purchase but did what 

is important: it communicated that purchases will be 

increased and prolonged if needed. Lagarde also made 

clear that  purchases can be adjusted, if needed, for 

example to  sub-investment grade rated bonds, if such a 

situation surfaces, but nothing explicit was said on the 

topic. 

 

On top of this the ECB made decisions to improve 

liquidity conditions and the functioning of the money 

market,  by reducing the interest rate on TLTRO III 

operations from June 2020 to June 2021 and by 

introducing new non-targeted pandemic emergency 

longer-term refinancing operations, PELTROs. The key 

here is that the PELTROs are not targeted. So, banks can 

use the money for mortgage lending. This package 

effectively lowers financing costs for banks and will 

create downward pressure also on Euribor rates, that 

have been stressed lately. This is close to a rate cut since 

it will provide banks with cheaper financing  than the 

current key central bank interest rates. 

• The USD is the least attractive G10 currency to 

position for the post Covid-19 recovery  

• Coupled with the lost interest rate advantage and 

the large Fed's balance sheet, the USD decline should 

facilitate a higher EUR/USD 

 

Some impressive graphs 

Source: Bloomberg 

Car sales in the European Union 

China February 2020: -86% 

Source: Bloomberg 

 

Airlines companies. Seat capacity supply. Plain blue line: 

scenario with V-shape. Plain red curve: scenario with U-

shape. 

When will it resume? Example with the Chinese case. 

 

China. Easing of confinement in March and sharp 

recovery in car sales, after an 85% drop in February. See 

graph below. Purchases of passenger cars due to an 

increased need for individual mobility to avoid public 

transport. Chinese authorities have also given generous 

purchase subsidies or tax exemptions. 

 

Source: Bloomberg 
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In 2003, with SARS, air traffic in Asia-Pacific normalized 4 

months after the trough. Chinese domestic air traffic 

plunged 85%.  The situation with COVID-19 is different, 

since it is a pandemic with staggered and heterogeneous 

deconfinements. 

Equities. COVID-19 created a ¨digital bomb¨. 

Accomplishment of the digital revolution? 

Massive use of Internet, work-from-home and streaming 

TV. Accelerating virtual life: the frictions of the real world 

are disappearing. Habits will change, consumers and 

businesses will favor the virtual, digital and numerical 

world, which allow very rapid access to services and 

needs. It will be difficult to return to more complex 

practices. Companies have really discovered remote 

working, its organization and its positive aspects, such as 

the reduction of certain costs such as rent and electricity. 

 

It was feared that the massive and immediate influx to 

internet and mobile connections would cause technical 

disruption. Everything held up very well. 

 

An ETF on the economics of distance work will soon be 

launched. Its code will be WFH for Work-from-home. 

Others will follow, that will push up the prices of the 

shares concerned. Sectors are all the technologies and 

services needed for virtual work, such as videoconferenc-

ing, internet security, cloud, communications, document 

management or distance education. Large companies 

will be integrated such as Amazon (cloud), Microsoft 

(cloud and Teams/Skype), Facebook (Messenger Rooms, 

Whatsapp and Instagram), Alphabet (Google, Google 

Meet and internet services), Apple (cloud), and other 

"smaller" like Citrix (collaboration, virtualization, 

networking products to facilitate mobile work and 

adoption of cloud services), Zoom (videoconferencing), 

Fortinet (internet security), Okta (identification solutions), 

Box (cloud platform for managing a virtualized company), 

Akamai (cloud and security services) or Cloudflare (web 

infrastructure). 

• Overweight Technology and Communication Services 

• US companies are the winners 

• An ETF covering the whole theme of distance work will 

be launched 

• The entire US stock market will benefit because 

Microsoft, Apple, Amazon, Alphabet and Facebook 

account for 20% of the S&P 500 

• 5G is part of this process: it accelerates the use of the 

cloud 

 

Equities. Royal Dutch Shell shows a new path 

As expected, the big oil companies presented results in 

sharp decline. Exxon Mobil has published its first loss in 

decades. Chevron, Royal Dutch Shell and BP have also 

announced strongly depreciated results, and will remain 

depressed as long as oil prices are low. Exxon Mobil and 

Chevron will reduce their production by 400,000 b/d each. 

Exxon Mobil, BP and Royal Dutch Shell have however 

reported that demand is rebounding in China. 

 

Except Royal Dutch Shell, oil majors reiterated that 

maintaining the dividend was a priority. The 5 big five 

private companies, with Total, have all the capacities to 

preserve their dividends thanks to the reduction of the 

expenses of investment and the operational costs, as well 

as the abandonment of the programs of shares buyback. 

Chevron will cut its capex by $14 billion in 2020 and Exxon 

Mobil by $10 billion. 

 

Royal Dutch Shell's decision to cut its dividend, the first 

time since the Second World War, is part of a long-term 

strategy, which also concerns the whole sector: 

1. Long-term growth of oil and gas is no longer 

guaranteed. 

2. The exploration and production activity is less and 

less profitable. 

3. The world is in a transition phase towards green 

energies. 
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4. The investments of the oil majors will be directed 

towards green energies. Royal Dutch Shell, BP and 

Total significantly increase their investments in 

solar, wind and electric charging stations 

5. By reducing its dividend, Royal Dutch Shell wants 

to mark its commitment to reducing greenhouse 

gas emissions. 

6. Decisions to move towards a greener environment 

can improve the ESG ratings of oil companies. 

7. Royal Dutch Shell shows to other oil majors that it 

is necessary to stop going into debt during 

difficult times to maintain dividends. Oil majors 

have to become (ESG) responsible and keep a 

healthy balance sheet to invest in renewable 

energies. 

8. Royal Dutch Shell believes that the pandemic is 

going to be a catalyst for another way of thinking; 

a view shared by BP. 

 

• Oil majors can maintain their dividends 

• Oil demand will gradually recover in June and supply 

will decrease significantly 

• But, by cutting its dividend, Royal Dutch Shell has 

probably shown a new way to follow for the other oil 

majors… 

• … towards the reduction of greenhouse gas 

emissions and ESG, Environment Social Governance 

• The Energy sector is Neutral in our sectoral 

allocation 
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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. 
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