
 ♦ 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 18, 2020 

A German version of Pandora box 

On May 9th, 1950 R. Schuman proposed a Plan for the creation of a single 

authority to control the production of steel and coal in France and Germany. 

This is considered as the founding act of a democratic Europe based on 

solidarity. In May 2020, the postwar European integration is at a standstill, if 

not worse. This is indeed the week the German Federal Constitutional Court 

(GFCC) chose to confront ECB. Karlsruhe technocrats have a taste for the 

spectacular... If Bundesbank accepts the GFCC ruling, it will waive its 

independence, hence favor the judicialization of monetary policy. If, on the 

contrary, it disregards the GCC’s demand, it would incite a constitutional 

crisis.  

 

In practice, the GFCC maneuver limits the ECB’s room for maneuver in flexibly 

implementing its current pandemic emergency program. By decreeing that, 

ECB can ignore an earlier ruling of the European Court of Justice - in favor of 

the ECB - GFCC no less than commits a tentative act of judicial secession... 

The 70th anniversary of Schuman declaration has turned into a nightmare  

In the current context, it would be inconceivable to elaborate / adopt a new EU 

Treaty  

 

Little financial spillover for now 

As we discussed in former publications, ECB has set an effective safety net 

over last years. More financial engineering is contemplated because of the 

recession induced by Covid-19. That is the point of contention for GFCC.  

 

Looking at the weakest European link, i.e. Italy, the actual structure of its debt 

holding will provide shelter. Indeed, about 40% of Italian debt is in strong 

institutional hands. Only 1/3 is held by foreigners. If a status quo were 

imposed to the ECB, it would most probably not create a systemic crisis / 

panic. More, the odds are still for technical resolutions like the ECB adequate-

ly replying, or procrastinating, if not continuing its plans without Germany. 

 

PERFORMANCES  2020 

EQUITIES  

MSCI World -14.8% 

S&P 500 -11.4% 

Stoxx 600 -21.1% 

Nikkeï -14.9% 

SPI -7.7% 

China -4.3% 

Emerging -19.2% 
 

 

BONDS  

CHF Corp -2.1% 

US Govt +8.9% 

US Corp +0.7% 

US HY -8.8% 

EUR Gvt +0.7% 

EUR Corp -3.9% 

EUR HY -10.8% 

  

CURRENCIES  

USD index +4.1% 

EURUSD -3.5% 

EURCHF -3.1% 

USDCHF +0.4% 

USDJPY -1.3% 

EM FX -14.0% 

  

COMMODITIES   

Gold +16.1% 

Silver -3.2% 

Brent -48.8% 

CRB index -32.9% 

A nasty German worm 
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Holding (in %) of Italian sovereign debt 

Source : Bruegel database of sovereign bond holdings 

 

Financial / contagion risks are contained, short-term  

But the GFCC created a possibly insoluble crisis 

 

Poland: stop blaming its plumbers, rather praise 

its postmen 

In an obvious denial of democracy, V. Orban - the 

Hungarian President - recently awarded himself the full 

powers to rule indefinitely. Fortunately, another delicate 

political situation in the Northern East front of Europe did 

not confirm this bleak political development.  But it was 

close. Indeed, the planned Polish presidential election of 

last week did not happen. The far-right Law and Justice 

Political party was reluctantly obliged to postpone the 

voting, as the campaign just did not properly take place. 

Fortunately for democracy, the postal civil servants 

fiercely opposed such a unique postal ballot vote. A. 

Duda ultimately renounced to go in force! 

 

Still, Hungary and Poland may be tempted to follow 

Germany by rejecting EU jurisdiction. It would of course 

concern their lack of democracy / illiberalism. Such 

fundamental showdowns would raise the odds of a 

disintegration of EU.  

 

In any case, the GCCJ decision shifts more of the burden 

to EU fiscal policymakers. Ultimately, the seemingly 

strong member states will hurt themselves massively if 

they prove incapable of coordinated and cooperative 

action. 

Sanitary risks dangerously create conditions for incumbents 

to confiscate power  

The inevitable existential crisis of Europe has begun 

• Euro currency and equities will remain plagued by 

Europe politics 

• CHF will further endure strengthening pressure. 

Deflation is looming in Switzerland 

• Keep away from European financial sector 

 

Fixed income. Heterogenous central banks 

The RBA already steps back. The Australian consumer 

sentiment rebounded by 16.4% to 88.1 in May from the 

extremely weak 75.6 read in April. The survey spanned the 

period from May 4
th

 to 8th. This represents an impressive 

recovery in confidence. Consumers are clearly heartened 

by nation success in containing the Coronavirus. The May 

turnaround marks the biggest monthly gain in over 50 

years. Consumer sentiment remains the second lowest 

read since the Global Financial Crisis and firmly in 

pessimistic territory.  

 

Simultaneously, the RBA has continued to reduce the pace 

of its purchases, refraining from buying bonds on Monday 

and Wednesday last week. The RBA now owns 7% of the 

overall Australian government bond market. It has 

purchased A$51.3bn in government bonds since March 

20th, when it started buying bonds.  

 

This comment came just before the Department of 

Treasury set a record with the size of the syndication of 

the December 2030 line. It has issued AUD19bn with a 

book size of around AUD53.5bn and pricing at a yield of 

1.025%. This record size successful syndication sent a 

strong signal that demand for government bonds is 

strong.  

 

This strength is not a one-off, with robust demand 

through 2020 for Australian government bonds. Their 

relatively steep yield curve is a key reason for the strong 

demand. This is a consequence of the RBA’s policy setting 

and will therefore continue. Not least because there is still 

an enormous amount of issuance to come at a time when 

the RBA has pulled back its bond purchases. 

 

MAY 18, 2020 
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Global yield curve slopes (bps) 

Source: Bloomberg 

 

In an interesting contrast, the New-Zealand central bank 

announced that it is effectively doubling its purchasing 

program from 33bn to 60bn over the coming year. The 

scope of the program has been expanded to include 

inflation linked bonds alongside the already-included 

government and local government debt. The RBNZ also 

mentioned that if more stimulus is required in the future, 

purchasing foreign bonds is a possibility. This would 

mainly work by lowering the currency. It was mentioned 

in its central bank playbook as an alternative monetary 

policy tool. The most interesting aspect was that the 

RBNZ highlights the possibility of adopting negative 

official cash rate. The rate will be reduced into negative 

territory later in the year. 

 

Fed Chairman Powell dismissed the possibility of negative 

rates in the US saying it is not something the Fed is 

looking at. The market is still pricing for the Fed Funds 

rate to dip into negative territory next year. His com-

ments could stop the market from pricing an even lower 

Fed Funds rate. Powell also urged fiscal and monetary 

policymakers to rise to the challenge, hinting that further 

policy support might be needed. 

• Government debt supply is not an issue for markets 

at this stage 

• 10-year Australian bonds could further underperform 

10y US Treasury 

 

Currencies. EM currencies’ weakness turns 

secondary 

The current crisis has led most central banks in LATAM to 

surprise with dovish surprises in recent weeks. Front-

loaded easing cycles in Chile and Peru already brought the 

overnight rate near zero. Brazil also recently surprised with 

a bigger-than-expected rate cut and signaled rate may be 

brought to 2.25% shortly. In Colombia, the 3.25% 

reference rate should also move close to Brazilian rate in 

the coming months. This leaves Mexico as a persistent 

outlier, the central bank cut its policy rate by 50bps to 

5.50%, in a unanimous decision, for the 4
th

 time in 2020 

for a cumulative 175bps and the 8
th

 over the last 12 

months. For the central bank, easing monetary policy is a 

long-distance well planned and executed race, rather than 

a sprint. But despite the conservative and prudent nature 

of the board, the direction is still towards lower rates. The 

central bank stated that monetary policy and the economy 

are facing major challenges due to the Covid-19 pandemic 

risks for inflation, economic activity, and financial markets. 

 

Year-to-date LATAM currencies underperformance vs. USD 

Source: Bloomberg 

 

In the past, regional currencies weakness could, arguably, 

be a persuasive argument for central bankers to proceed 

cautiously in their rate-cutting cycle. But that argument 

appears to be losing weight given the severity of the 

recession and the sharp disinflation local economies are 

already experiencing. For central banks, concerns over FX 

stability appear to have become secondary. 

 

Even though we remain far from constructive about the 

Mexican economy’s macro outlook, local assets may 

continue to appeal to a broad range of investors. After its 

collapse, the oil price stabilization is a positive factor for 

Mexico. In the nearer term, the Mexican yield advantage 

may continue to benefit the currency in relation to its 

LATAM peers. Moreover, even though Mexico has suffered 

credit-rating downgrades by all major rating agencies 

MAY 18, 2020 
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recently, Mexico still retains a credit-rating advantage 

relative to regional peers like Brazil and Colombia. 

• Too early to reload EM currency risks 

• Mexico remains the most attractive in the LATAM 

area 

 

Equities. More confusion than convictions 

Regarding several indicators, investors are neither bull 

nor bear, but confused. Who can blame them? An 

unprecedented downturn in the economy, unprecedent-

ed monetary and budgetary support, the fastest 

correction-rally in the stock markets in 80 years, 50% of 

US blue chips are 30% from their historic highs and a 12 

month-forward PE ratio of the S&P 500 at its highest 

since 2002. But the 12 month-forward PE ratio is not the 

most determining factor: the increase in the PE is due to 

the fall in profits; if there is a V-shape recovery in profits 

in 2021, PE will drop just as quickly. 

 

The AAII survey of individual investors shows that bears 

are above 50%, twice as many as those who say they are 

bulls. The 50% figure is quite unusual, considering that 

the S&P 500 is far away from its low. 

 

Sentiment of individual investors 

Source: Bloomberg 

 

Last week, according to EPFR, investors continued to exit 

equity funds, - $ 6 billion, bringing net outflows at $ 40 

billion since the beginning of the year, demonstrating the 

defensive stance of investors. 

 

The Fear & Greed (CNNMoney) investor sentiment 

indicator is in the neutral zone. 

 

What about professionals? A message indicating a 

declining demand for protection. 

 

Put / Call ratio 

Source: Bloomberg 

 

In May, discretionary fund managers reduced their equity 

exposure to 57%, a neutral position. 

Source: NAAMI 

 

No euphoria and contradictory indicators. The indicator 

from a Citigroup strategist signals a high probability of a 

decline in the S&P 500 (over the next 12 months!) And 

another from Bank of America at an extremely bearish 

level, which is generally a signal of a rebound. 

 

MAY 18, 2020 



 ♦ 5 

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 

The MSCI World index keeps a positive trend, but on a 

support to watch. The S&P 500 is on a more lateral trend, 

with strong sectoral rotations. 

 

MSCI World 

 Source: Bloomberg 

 

• Investor sentiment is neutral to cautious. No euphoria 

despite the rally of indices 

• For the moment, there is no reason to fear a return to 

the March lows. The indices hold on the supports. We 

focus on deconfinements and the opening of borders 

 

Technology / Communication. Dangerous treads 

of the Trump administration 

Holding China responsible for the pandemic and in the 

midst of the presidential campaign, Donald Trump seeks 

to catch up with Joe Biden in the polls. He calls into 

question the trade agreement signed between the United 

States and China and increases the pressure on Huawei, 

the world leader in telecommunications infrastructures, in 

particular in 5G. Secretary of State Mike Pompeo accuses 

China of cyberattacks on the search for the COVID-19 

vaccine. The Trump administration has banned the 

government pension fund from buying Chinese stocks 

and has even suggested that the United States could cut 

all ties to China, such as removing Chinese companies 

from all American production chains. US auditors may be 

banned from auditing the accounts of Chinese compa-

nies listed on the US stock exchanges. It is starting to look 

like dangerous slippages, as the United States posts the 

sad record of 32 million unemployed. 

 

The US Administration accuses Huawei, and its subsidiary 

HiSilicon, of continuing to use American technology to 

spy on the United States. The initial retaliatory measures 

were to give a license for the US technology companies to 

be able to deliver to Huawei, but difficult to control if US 

companies produced abroad. Huawei's latest P40 

smartphone incorporates technology from Qualcomm, 

Skyworks and Qorvo, three US companies, active in 

modules for radio frequencies used for antennas and 

internet connections. Huawei has developed its own 

Harmony OS operating system and is ready to equip its 

smartphones in the event that Android (Google) is 

banned. Very bad news for Google (Alphabet). Huawei will 

have to resolve the crucial question of available applica-

tions, probably thanks to an open source system.  

 

The new rule that the US administration wants to impose 

is to prevent any unlicensed business from selling to 

Huawei a product designed or manufactured using US 

technology or hardware, regardless of where it is 

produced. 

 

The announcement by Taiwan Semiconductor Manufac-

turing (TSMC) to build a $ 12 billion production site in 

Arizona is very interesting, with respect to know how the 

United States and China will position themselves. TSMC is 

a major supplier to Huawei. Will the United States let 

TSMC settle in Arizona? Taiwan is considered a Chinese 

province. Will China let TSMC invest in the United States? 

 

Sunday, the Chinese government reacted strongly and 

obviously opposes the latest constraints on Huawei, 

promising an adequate response on American companies 

like Apple, Cisco or Qualcomm. 

• The Trump Administration has an “irresponsible” 

posture, raising the risk of a severe economic recession 

• Nationalism and protectionism have always ended 

badly 

• We hope for a bipartisan reaction from the US 

Congress 

• This tougher war would affect the entire semiconduc-

tor industry and its production chains 

• We maintain for the moment our Overweight in the 

Technology sector 

MAY 18, 2020 
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Equities. Interest in medical equipment manufac-

turers 

In the health sector, we need to look at the post-COVID-

19. Pandemics are extremely rare, but they show us the 

importance of health systems, its women and men, but 

also equipment. 

 

With the sudden disappearance of SARS in 2003, 

pharmaceutical groups had logically abandoned research 

on the virus, after spending tens of millions. It will be the 

same today: vaccine or not, pharmaceutical groups will 

face extraordinary costs and a very low return. A vaccine 

of this type is used only once and R&D costs cannot be 

written off with future sales. In addition, today is a 

pandemic: we will have to produce and, distribute billions 

of doses in billions of containers. The winners will not be 

able to demand an exorbitant price. 

 

On the other hand, it is certain that many countries will 

have to improve their health system. Investments in 

public hospitals will increase, as well as for stocks in 

medicines, in tests, in equipment (masks, gloves, gowns) 

and in medical devices. 

• We recommend buying Philips (Europe), Fresenius 

Medical Care (Europe), Thermo Fischer (US), Danaher 

(US), Agilent (US), Illumina (US) 

 

Equities. A difficult period for emerging stocks 

Economic slowdown, strength of the dollar, pandemic, fall 

in the prices of commodities, especially those of oil, trade 

and technological war putting pressure on global 

production chains. A negative environment for emerging 

assets. 

 

But the scuffle was brought about by the resignation of 

the WTO’s director general, Roberto Azevedo. A strong 

signal that deglobalization is underway, under the blows 

of the Trump administration and tensions between 

trading powers for years. COVID-19 has brought its final 

touches. States are struggling to find a consensus for 

institutional reform. 

 

So far, the US Congress has always refused to leave the 

WTO, but the need for protection of American sovereignty 

(protectionism), accentuated by COVID-19, the repatriation 

of industrial chains into the United States and the need to 

counter China, could this time push Congress (there seems 

to be a bipartisan agreement) to leave the WTO, signifying 

the death of the World Trade Organization. We would 

therefore move to a bilateral world of trade, unfavorable 

to emerging countries, which have benefited greatly from 

the relocation of industry and services. 

 

The MSCI Emergents underperformed the MSCI World by 

4%. But it was Latin America and Eastern Europe, 

especially Poland and Hungary, which were the bad pupils; 

even worse performances if we bring them back in the 

main currencies. The Brazilian real lost 31% in 2020, the 

Mexican peso by 21%, the Colombian peso by 16%, the 

South African rand 25%, the ruble 16%, the zloty 10% and 

the Hungarian forint 10%. 

 

The performance of MSCI Emergings Asia is in line with 

MSCI World, while Latin America and Eastern Europe are 

significantly underperforming. The Chinese index CSI300 

beats everyone. 

 

Performance of emerging regional indices in USD  

Source: Bloomberg 

 

• Underweight emerging equities 

• Favor the emerging Asia and China 

• Buy Alibaba and Tencent  
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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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