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WEEKLY - MAY 11, 2020 

Further Disinflation - if not Deflation - looks inevitable 

Fortunately, G10 policy makers have probably injected enough stimulus and 

money to compensate for a few quarters of economic shutdown. But a 

longer lasting pandemic would generate a tidal wave of defaults, bankrupt-

cies, layoffs and social unrest. This would feature ultimate risks of deflation.   

 

US labor market will experience a structural shift because of Covid-19. Indeed, 

physical interaction has been rendered more complicate. Labor-light business 

are likely to outperform. Food delivery services, streaming platforms and e-

commerce will do better than restaurants, cinemas, and traditional retailers. 

Labor market recovery will be slower than economic and wage growth. 

Economists’ consensus is that global demand will not resume, markedly, before 

2021 

Wage-push inflation may take much longer to resurrect  

 

Next decade inflation, as implied by US bond markets 

Source: Fed of St Louis 

 

But a rosier scenario would dramatically restore cyclical inflation 

The banking system is not, this time, at the epicenter of the current recession. 

If anything, banks are more victims of the brutal collapse of global activity. 

Ultimately, lots of defaults will occur, which will deteriorate banks’ balance 

sheets. But G7 States have pledged their balance sheets to absorb some of 

this burden. And central banks have circumvented traditional circuits to 

directly inject liquidity into private companies. US is not ahead of a ¨2008/9-

like¨ liquidity trap. Indeed, US broad monetary aggregates are spiking up. 

The transmission circuits are cleared: monetary orgy has started. Coupled 

with huge fiscal stimuli, this would prove excessive if pandemic subsides 

rapidly.  

PERFORMANCES  2020 

EQUITIES  

MSCI World -12.6% 

S&P 500 -9.3% 

Stoxx 600 -17.6% 

Nikkeï -13.8% 

SPI -6.0% 

China -3.3% 

Emerging -18.2% 
 

 

BONDS  

CHF Corp -2.3% 

US Govt +8.5% 

US Corp 0.0% 

US HY -8.2% 

EUR Gvt +1.0% 

EUR Corp -3.0% 

EUR HY -10.3% 

  

CURRENCIES  

USD index +3.7% 

EURUSD -3.4% 

EURCHF -3.0% 

USDCHF +04% 

USDJPY -1.3% 

EM FX -13.7% 

  

COMMODITIES   

Gold +12.6% 

Silver -13.0% 

Brent -53.7% 

CRB index -32.9% 

Monetary Orgy 
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US narrow and broad money supply growth. 

Note: M3 proxy = M2 + institutional money funds + commercial 

banks large time deposits 

Source: Federal Reserve 

 

Let us imagine that a vaccine or a treatment are found 

over next months. Pent-up demand would rage. 

Politicians would support / incentivize the re-onshoring 

of strategic production, as a “response” to a 

“damageable” over-reliance / dependence on China. In 

short, de-globalization would accelerate. This is, basically, 

inflationary. 

The odds of greater future inflation volatility are significant 

• Markets, mesmerized by the pandemic, are one-

sidedly pricing disinflation / deflation 

• Unbelievably cheap inflation prone assets, like for 

instance industrial metals / TIPS, would spike if a rosy 

scenario ultimately develops in 2020 

• Prefer “antifragile” assets like gold or CHF over US 

Treasury Long duration bonds 

 

Fixed income. Has Europe  the tools to secure its 

strategy? 

The German Constitutional Court took a skeptical stance 

towards the ECB QE. It did not reject its bond purchasing 

program directly. It gave the ECB 3 months to demon-

strate the proportionality of its actions. Otherwise, the 

Bundesbank will no longer participate in the QE. The 

German court wishes to get some clarifications on the 

limited volume purchased, the purchase limit of 33% per 

ISIN number, according to the ECB’s capital key ratios. 

And explanations on whether  the purchases must be 

restricted or discontinued if continuing the intervention on 

the markets is no longer necessary to achieve the inflation 

target. The most likely outcome remains that the ECB will 

provide an assessment that will allow the purchases to 

continue.  

 

In theory, the ECB could probably continue its bond 

purchases even without the Bundesbank. In practice, it 

might be quite difficult for Germany to remain in the UE if 

its constitutional court finds the QE illegal. The Pandemic 

Purchasing Program is now the most important ECB tool 

in fighting the crisis and ruling against  it should increase 

uncertainty regarding the future. The European Court of 

Justice may never comment on a national court judgment, 

it has come out of its reserve. It considers that it is the sole 

jurisdiction to find that an act of a European institution is 

contrary to a European law. 

 

The German decision also further illustrates the limits of 

the ECB’s interventions, and adds pressure on the Euro-

area governments to implement further measures on the 

fiscal side to tackle the corona crisis. However, many kinds 

of Eurobonds i.e. debt instrument issued with a joint and 

several guarantees by the Euro-area member countries to 

finance either the entire Euro area or individual member 

states already exist. They could be further used. It will be 

politically easier to utilize existing mechanisms. 

 

The 4 main instruments are: 

1. European Investment Bank (EIB) which mainly helps 

companies in need 

2. European Union which helps countries in financial 

and economic difficulties, including the use of the 

so-called Recovery Fund 

3. European Stability Mechanism (ESM) which 

supports governments in need 

4. European Financial Stability Facility (EFSF) remains 

an active issuer 

 

At least all the bonds issued by these mechanisms are in 

many ways quite close to the idea of Eurobonds. The EFSF 

and the ESM were created during the Euro-area debt 

crisis. So new structures can be also created. But the 

existing structures will probably be used first. So, a lot of 

issues could be addressed these structures. 

MAY 11, 2020 
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More measures will be needed to secure an effective exit 

from the crisis. The political willingness for increased risk 

sharing looks low, at least in certain countries, but more 

risk sharing looks unavoidable. That is why many the Euro

-area governments are trying to find solutions using 

existing tools, which is politically easier. Accordingly, to 

the maximum lending capacities of the EIB, ESM and 

EFSF, their cumulative debt amount can total c. EUR 

1.6trn. At the end of April 2020, they have already issued 

more than 760bn. Their remaining funding capacity set at 

around 840bn. 

• German court decision means more near-term 

pressure for Italian bonds 

• Many kinds of Eurobonds already exist 

• The EU still has room of maneuver 

 

Currencies. More QE in the UK is coming 

The Bank of England maintained Bank Rate at 0.10% and 

its  QE purchase at GBP200bn and the total stock to 

GBP645bn. Two MPC members voted for an asset 

purchase program by another GBP100bn. Governor Bailey 

sent strong signals that the MPC is willing and able to 

increase asset purchases if necessary. The new BoE 

growth forecasts make new  expansion of its QE 

inevitable. The BoE is expecting a 14% GDP contraction in 

2020, followed by a sharp rebound in 2021. This will leave 

the level of GDP below its 2017 levels. According to 

Bailey, this forecast is optimistic. 

 

We expect a GBP100bn increase in the asset purchases 

target at the June MPC meeting, with a risk that it follows 

the Fed in adopting unlimited asset purchases, which 

potentially implies future caps on government bond 

yields (curve control)  to anchor markets. 

 

GBP/USD 

Source: Bloomberg 

• Monitor closely the 1.2350 support, downside risks 

remain 

 

Currencies. The BoJ is lagging 

The Fed has been much more aggressive in its response to 

the crisis than the ECB and the BoJ. The Fed balance sheet 

is expected to expand in this cycle by more than the QE 1, 

2 and 3 combined. The US central bank's balance sheet is 

expected to reach $12 trillion by the end of next year. Its 

US Treasury bond purchase has already reached more 

than 4% of the GDP, while the ECB has just exceeded the 

1% and the Bank of Japan has only bought at 0.5% of the 

GDP. So, it is substantially lagging the Fed when looking at 

the YoY% change in balance sheet expansion. Given that 

before the start of the Covid-19 crisis the BoJ balance 

sheet size was already stratospheric at 104% of the GDP 

against only less than 20% for the Fed, the relative BoJ 

room of maneuver is inexistent. 

 

USD / JPY and central bank balance sheets 

 

 

Equities. A classic recovery in V-shape 

We are in a classic process of rebounding for stock 

markets. 

 31% rebound after a 35% correction. 

 If history is any guide, a bear market drops by 34%. 

 The indices go up on average 2 to 3 quarters before 

a recovery in profits. Profits are expected to recover 

in the 4th quarter of 2020 or in the 1st quarter of 

2021. 

 A notable difference, however: the violence of the 

pandemic resulted in a correction of 34% over 1 

MAY 11, 2020 
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month, while the average duration of a bear 

market is 14 months. 

 The valuation levels are comparable to those of 

the bear market exits in 2003 and 2009. 

 

MSCI World 

Source: Bloomberg 

 

Thanks to massive support from central banks and 

governments, this classic rebound should hold, but on 

condition that the national deconfinements until August, 

then more global in September, succeed and are not 

stopped by a more deadly second wave. 

 

Investors seem to be integrating the strong drop in 

profits in the 2nd quarter, but there is the risk of negative 

themes such as inflation, protectionism, the restart of the 

technological and commercial wars between the United 

States and China, or a slippage in the US presidential 

campaign between Donald Trump and Joe Biden. 

 

Evolution of US and European profits 

 

Source : Factset Insight, Lipper Alpha 

• A classic technical rebound for equities 

• The deconfinements must pass the summer success-

fully. A deadly 2nd wave, feared by WHO, would result 

in a technical configuration of the indices in W 

 

Equities. The race for vaccination against Covid-19 

intensifies 

An unprecedented process to find a COVID-19 vaccine: 

huge sums, partnerships and accelerated acceptance 

process. All the major pharmaceutical and biotechnology 

companies are on the floor. National drug agencies have 

dramatically shortened the acceptance process for COVID-

19 drugs and vaccines, at the risk of perhaps moving too 

quickly. 

 

Some researchers say a vaccine could be ready for 

emergency use by the end of the year. The Trump 

administration has announced Operation Warp Speed: 

identifying 14 vaccines, setting up production and 

organizing distribution; the goal is to find a vaccine by 

January 2021. A dozen vaccines have reached the crucial 

final stage of human testing. 

 

Once the vaccine is found, it will have to be produced in 

billions of doses, which will take months. To free up 

productive forces, Pfizer teamed up with Lonza to 

outsource the production of other drugs. 

 

After becoming the world's factory and then a technologi-

cal power, China is using all means to emerge as a 

biotechnology nation thanks to COVID-19. The Chinese 

company Sinovac Biotech is in talks to launch a clinical 

phase III (comparative trials on thousands of patients) with 

several countries and the WHO to carry out large trials. 

Two other Chinese companies are active, CanSino 

Biologics and China National Biotec. 

 

Other companies active on the vaccine are Johnson & 

Johnson, Sanofi, Glaxosmithkline, Moderna, Inovio and 

BioNTech. Johnson & Johnson will begin patient trials in 

September. Moderna expects its clinical results in June. 

The German BioNTech teamed up with Pfizer and 

Moderna with the Swiss Lonza. 

 

MAY 11, 2020 
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Source: World Health Organization, Bloomberg 

 

• We are overweight in the Health sector despite its 

recent underperformance vis-à-vis the Value / 

cyclical segment 

• The companies concerned are BioNTech, Moderna, 

Sanofi, Glaxosmithkline, Johnson & Johnson and 

Pfizer with its partnership with BioNTech 

• We are buyers on the Swiss Lonza who joined forces 

with Moderna and Pfizer 

• A static structured product would make sense 

including the companies named above and 

manufacturers of post-COVID-19 medical devices 

 

Equities. Tesla and the pack behind 

Disruptors have shaken entire industries, Amazon in 

retail, Ryanair and Easyjet in airline, and Tesla in 

automotive. 

 

After a long lateral period with a lot of volatility, the Tesla 

share price rose sharply, going from $ 180 to $ 920 from 

mid-2019 to February 19, 2020. During the pandemic 

correction until March 20, 2020, the share has lost 60% to 

$ 360, to go up today to $ 820, or + 130%. Always a lot of 

volatility for a company that questions. 

 

Tesla share price 

Source: Bloomberg 

Tesla has an advantage with a business model adapted to 

the technological transition and strong positions in 

batteries, connectivity and the autonomous car. But the 

number of models is increasing among the competition 

with falling prices. 

 

In recent years, the global automotive market has 

stagnated around 78 million units sold, but the electric car 

segment has grown despite weighing only 3%.  

 

There are 4 categories of passenger cars in the electric 

sector: HEV (Hybrid Electric Vehicle), PHEV (Plug-In Hybrid 

Electric Vehicle), BEV (Battery Electric Vehicle) and FCEV 

(Fuel Cell Electric Vehicle for hydrogen). Northern 

European countries have the highest proportion of electric 

cars in relation to the total market. China, the largest 

automobile market in the world, is one of the most 

dynamic for electric cars. 

The share of electric cars will increase 

 from 3% in 2019 to 23% in 2030 

MAY 11, 2020 
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In 2019, the number of electric cars on the world market 

stood at 2.2 million units. Tesla sold 367,656 cars. 

 

In 2025, the total number is estimated at 12 million and 21 

million in 2030. Tesla plans to sell more than 4 million 

cars in 2025 and more than 20 million in 2030; these 

figures seem very exaggerated to us. Given the evolution 

of the market and the widening of the range of electric 

cars among the competition, we estimate unit sales at 

Tesla of 1.8 million in 2025 and 3.15 million in 2030. 

Tesla’s market share was at 17% in 2019 and we believe 

that this share will stabilize around 15% over the next 10 

years. We think Tesla will be like Apple: a stable market 

share with high-end prices and a proprietary technologi-

cal environment, alongside competitors compatible with 

each other, like OS vs Android. 

 

Tesla has 2 factories, one in California and another in 

Shanghai. The Chinese market is very important, since it is 

the 1st world market with a significant growth potential: 

the United States has 830 cars per 1,000 inhabitants, 

Europe 500 and China 180. The expansion of the electric 

car is a priority in China and Tesla by investing in a factory 

in Shanghai is making a big bet in the Chinese economy 

and Chinese consumers' appetite for electric cars. 

 

With its subsidiary SolarCity, Tesla is also expanding in 

solar energy (solar tiles and solar panels) and energy 

storage with its Powerwall for the residential and its 

Powerpack for the commercial and the producers of 

electricity. Tesla also wants to become a producer of 

renewable electricity: it has applied for a license to be a 

supplier in the United Kingdom. 

 

Tesla is a growth and technological company, therefore 

difficult to compare with the historic car manufacturers to 

calculate a valuation. Taking into account high sales 

growth, a situation that has become profitable, a 

generation of positive free cash flow and a sound balance 

sheet ($ 8 billion in cash, net cash situation and an equity/

balance sheet ratio at 30%), we value the Tesla share at $ 

1,300 within 12 months. 

• With the pandemic, 2020 will be a difficult year for the 

automotive sector 

• Like in China (see March data), there will be a rebound 

in global car sales after the peak of the pandemic 

• Like in China, governments will revive the automotive 

sector (a major provider of jobs) with tax incentives 

and subsidies 

• We value Tesla at $ 1,300 per share within 12 months 

• For prudent investors, Tesla is a volatile vehicle and is 

sometimes shaken by Elon Musk personality 
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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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