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WEEKLY - MAY 25, 2020 

Flexing muscles 

Rogue states take advantage of pandemic. Attacks on freedom and on 

privacy multiply. Modern technologies provide unprecedented means of 

action for abuser / autocratic governments to control people and abuse their 

authority. Western democracies are not immune from this detestable trend, 

like for instance in Hungary and perhaps Poland. When it comes to China, it 

has been cornered by the Covid-19 crisis. After failing to play its soft power 

card with the mask diplomacy, it is reverting to its old bad authoritarian 

habits.  

 

Noose is tightening around Hong Kong  

Pandemics resulted in a significant but temporary decrease of democratic 

demonstrations. A sense of unity against infection rather prevailed. Beijing 

waited for an opportunity to arise. It has come now. Beijing has long been 

frustrated with the inability of the local Hong Kong government to pass anti-

subversion law in the territory. Article 23 of the Basic Law, which serves as the 

Constitution for the semi-autonomous territory, provides that Hong Kong will 

adopt a law prohibiting "treason, secession, sedition [and] subversion".  

 

The National People’s Assembly (PNA), meeting in annual session, proposes 

to put the semi-autonomous territory in step, by imposing on it a “national 

security” law intended to accelerate its integration into the continent. Chinese 

MPs, standing at attention and face covered with a surgical mask, have 

examined a new bill aimed at "improving" the functioning of Hong Kong in 

the light of "new circumstances and new needs".  

 

This initiative poses the threat of a revision of the special economic status 

that the United States grants to the territory, allowing it to exercise a role of 

international financial center. Trump administration previously added fuel to 

the fire by forbidding US state pension fund to invest in China and by 

imposing new audit standards to Hong Kong giants quoted in the US. 

Beijing tramples on Hong Kong's autonomy 

PERFORMANCES  2020 

EQUITIES  

MSCI World -12.2% 

S&P 500 -8.5% 

Stoxx 600 -18.2% 

Nikkeï -12.3% 

SPI -5.9% 

China -6.7% 

Emerging -18.8% 
 

 

BONDS  

CHF Corp -2.1% 

US Govt +8.7% 

US Corp +2.3% 

US HY -6.4% 

EUR Gvt +1.2% 

EUR Corp -3.4% 

EUR HY -9.4% 

  

CURRENCIES  

USD index +3.7% 

EURUSD -3.0% 

EURCHF -2.4% 

USDCHF +0.6% 

USDJPY -0.8% 

EM FX -12.1% 

  

COMMODITIES   

Gold +13.7% 

Silver -5.1% 

Brent -46.7% 

CRB index -30.3% 

A “ Sputnik’s moment ” 
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Yuan: Spread between off and on-shore prices 

Source: Bloomberg 

 

• Very little sign of tension yet… 

 

Taiwan in the collimator 

In 1957, the Soviet Union launched the first Earth-orbiting 

artificial satellite. The Space race and the Cold war 

ensued. Today, the US realizes it must catch up in several 

fields of technology. Semiconductors belong to the 

strategic components in this respect. And Taiwan is at the 

epicenter of this industry. Therefore, the formerly 

Formosa-named island is the major upcoming issue in 

Asia. It is also a source of confrontation between the US 

and China for multiple reasons, like namely politics, 

security / defense, economics, finance. Among other 

things, one of the country flagships is TSMC, one of world 

leader company in semi-conductors. This company is 

inextricably linked to both countries as a major supplier 

and client. For instance, Apple’s latest generation 

processor will use TSMC most advanced 5 nanometer 

chip technology. Huawei is its second largest customer. 

But last week, the US Commerce Department announced 

that all non-US chip manufacturers using American 

chipmaking equipment, intellectual property or design 

software will have to apply for a license before shipping 

chips to Huawei. A new example of US imposing the 

extraterritoriality of its laws. TSCM has halted new orders 

from Huawei Technologies in response to these tighter 

US export controls. At the same time, Trump administra-

tion convinced TSMC to build a large factory (investment 

over $10bn) in the US soon. 

China and US have now entered an indirect financial 

confrontation 

Ultimately, Taiwan is of - much - greater importance than 

Hong Kong 

 

The end of US-China co-dependency 

After 48 years of gradual progress, a major rupture of the 

US-China relationship is looming. It now seems inevitable 

that the two angry juggernauts are shifting from an 

unnecessary trade war to an increasingly desperate 

coronavirus war. China risks losing one of its largest 

foreign markets i.e. about 20% of its GDP and access to 

crucial US technology. The US will lose its primary source 

of efficient and low-cost labor and intermediate goods. 

Access to the Chinese consumer market and capital for US 

Treasury bonds may also wane. They are trapping in a 

blame game with no easy way out. Nationalistic American 

and Chinese publics are fed up with each-other. US 

tentative withdrawal from the WTO is another symptom of 

the deliberate decoupling of the two countries that the US 

is pursuing.  

Rampant de-globalization will continue, at least until next 

Fall’s Presidential elections in the US  

A new cold war would spell a decisive shift in the balance of 

global power 

• Hong Kong banking and real estate sectors will remain 

under significant / growing pressure  

• The Yuan will - again - become more volatile and 

weaker 

• In a domino effect, emerging markets will continue to 

face pressure and capital outflows  

 

Fixed income. BoJ is learning from the Fed 

Japan launches its version of the Fed Main Street Lending 

Facility scheme as deflation returns. At an emergency 

meeting, Japanese central bank unveiled its own version of 

the Fed program, i.e.  to channel $280bn to small 

businesses. The BoJ also extended by 6 months the 

deadline on a series of measures put in place earlier this 

year to pump cash to struggling firms. With the line-up of 

credit easing steps launched, the BoJ hopes to pump at 

least 75 trn yen ($697bn) into an economy that is on 

course for its deepest postwar slump.  

 

The decisions came shortly after the domestic inflation 

turned into deflation for the first time in 3 years. Japan 

slipped into recession for the first time since 2015 in the 

MAY 25, 2020 



 ♦ 3 

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 

last quarter, as coronavirus lockdown measures crushed 

consumption and business activity. 

 

Under the new lending scheme, the BoJ will pump 

around 30 trn yen ($279 bn) to commercial banks that 

lend to small firms using funding-aid programs launched 

by the government. Like the Fed’s program, the BoJ’s 

scheme essentially uses government guarantees to cover 

any losses that emerge if loans to small businesses go 

sour. Commercial banks can thus boost lending without 

fear of being saddled with bad loans, and even get paid 

interest for borrowing money from the BoJ. 

• With interest rates already below zero, the BoJ may 

have more or less exhausted its ammunition 

• There is nothing left for the BoJ to do next month 

except to check on whether the new scheme is 

functioning properly and do some fine-tuning if 

necessary 

 

Currencies. GBP is roller-coasting into a tight 

range 

The GBP has experienced a rollercoaster ride against the 

USD so far this year. Last Wednesday, the UK joined the 

camp of nations paid to borrow as it just sold its first ever 

negative-yielding government bond.  This follows a series 

of bad UK economic news. Labor data revealed how 

badly the jobs market was hit by lockdowns related to the 

coronavirus. Jobless claims in April spiked to 856k 

compared with just 5.4k a month earlier. The economy is 

likely to endure a sharp contraction in Q2. The UK 

inflation sank in April as the drop in energy prices helped 

push headline CPI down to 0.8% from 1.5% a month 

earlier. Core inflation also slipped to 1.4% from 1.6%. 

Furthermore, the central bank chief economist, contrary 

to what Powell did some days ago, just mentioned that 

negative rates were not off the table. The soft inflation 

data will likely push the market to price in more BoE 

easing in the short-term. 

 

After a choppy April, during which the GBP/USD ranged 

between 1.2050 and 1.2650, it has drifted lower since the 

start of May. 

 

GBP/USD 

Source: Bloomberg 

 

• No respite for the GBP, it will shortly retest the March 

lows 

 

Fixed income. European fallen angels  support is 

coming 

As a starting point, the ECB pace of bond purchases is 

lagging the Fed. Its latest monetary policy report signals 

that it stands ready to do more. The ECB sees it has 

already done a lot to preserve price stability but stands 

ready to do more. As soon as June meeting, the Govern-

ing Council seems ready to adjust the PEPP and potentially 

add other instruments if it considers  that the scale of the 

stimulus is  falling short of what was needed. Further, the 

ECB emphasized that pre-emptive action was preferable. 

The ECB has already abandoned the most optimistic 

economic recovery scenarios. The uncertainty about the 

future remains exceptionally high  though. While it was 

clear that the short-term inflation outlook had deteriorat-

ed, the medium to longer-term outlook was more 

ambiguous and some Governing Council members even 

pointed to upside risks.  

 

On the monetary policy measures announced, the 

flexibility of the pandemic emergency purchase program 

(PEPP) was emphasized. It will be interesting to see, how 

far the ECB has deviated from the capital key in its QE, 

when the data is released in June.  

 

It was also noted that the number of fallen angel bonds, 

i.e. companies downgraded into the sub-investment grade 

category was increasing, while downgrades of high-yield 

MAY 25, 2020 
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issuers were already much more prominent. The ECB will 

consider including bonds that have recently lost their 

investment grade status in its purchase programs, like the 

Fed did rapidly in March. 

Source: Bloomberg 

 

• The ECB PEPP will be expanded and extended 

• Fallen angels, as large issuers, will be included into 

the QE 

 

Equities. Auto sales to benefit from return to 

private transport 

Not surprisingly, car sales fell in April in Europe and in the 

United States. In Europe, the decline was 76.3% in April 

and -38.5% in the first four months of 2020; there were 

more severe declines in countries with strict confinement, 

such as Italy with -97.6%, Spain -96.5%, France -88.8% 

and the UK -97.3%. The largest European market, 

Germany with less strict confinement, saw its sales fall by 

61.1%. In the United States, the decline was 47.7% in April. 

The month of May should be less dramatic with the 

progressive deconfinements. 

 

Passenger car sales drop in Europe and the United States, 

and a V-shaped recovery in China (red) 

Source: Bloomberg 

 

In June, we should see a clear recovery in sales in Europe 

and the US. In China, they rebounded to stand in April 

2020 at almost the same level as April 2019. 

 

Chinese monthly sales 

Source: Bloomberg 

 

At the end of the confinement, the Chinese government 

supported the automobile sector with generous purchase 

subsidies or tax exemptions, particularly important in the 

segment of clean cars (hybrid and electric) with tax 

exemptions for two years. 

 

Europe should also adopt such support measures, favoring 

electric, hybrid and low-CO2 cars. In the short term, the 

measures will also concern thermal engines whose 

inventories account for 96% at dealerships. 

 

Incentives to buy vehicles are not unanimous among 

manufacturers, especially Peugeot, which does not want 

incentives on thermal cars, measures which will distort the 

market and at the end will be bad for the industry in the 

medium term. In 2011 and 2012, the automotive sector had 

a blowhole after the supporting measures in 2009 in 

response to the financial crisis. 

 

Another factor should encourage car purchases: the return 

to private transport to avoid public transport because of 

the coronavirus. Recent polls confirm this trend: almost 

half of people polled want to avoid public transport and 

buy a car. Car website visits have exploded to find out 

about inventory and discounts. For people without a car, 

car sharing companies are booming. Despite the drastic 

drop in sales in April and May, the automotive sector 

performed in line compared to the MSCI World, unlike the 

MAY 25, 2020 
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airline sector, which must be massively supported. In 

2008, the automotive sector had to be supported 

because of the difficulties of their financial subsidiaries 

(leasing). In 2020, the situation is more bearable, apart 

from a few specific cases: Renault needs the help of the 

French State, a group that is difficult to restructure given 

the strength of the unions, and FCA is asking for € 6.3 

billion in aid from the Italian state. FCA employs 55,000 

people in Italy and works with 5,500 suppliers ; the 

automotive sector accounts for 6.2% of Italian GDP. FCA's 

request has not gone unnoticed in Italy, because the 

head office is in the Netherlands and the tax head office 

in the United Kingdom! 

 

Doubts are emerging about a Peugeot-FCA merger of 

equals. The merger is expected before the end of the 1st 

quarter 2021. The two CEOs have swept a failure of the 

merger. On the other hand, the two groups do not 

mention the exceptional dividends which they are both 

expected to pay thereafter. There is talk of 5.5 billion 

euros on the side of Fiat, and on the side of Peugeot its 

46% stake in the capital of the equipment manufacturer 

Faurecia. The fall in Faurecia's market capitalization by 

33% leads to a decrease of almost a billion in the value 

contributed by Peugeot. We do not believe that the 

merger will fail: it makes so much sense in terms of 

geography and products. 

 

Volkswagen remains one of our strong convictions in 

deep value. Its market capitalization is € 68.6 billion, while 

we value Porsche at € 105 billion and Lamborghini at € 15 

billion. An IPO of these 2 brands would make sense for 

Volkswagen by unlocking value and for each of these 2 

companies that can live by their own. 

The companies producing electric cars have performed 

better; they will benefit from larger tax incentives 

MSCI World, MSCI World Auto, Tesla, 

 BYD and Volkswagen indices 

Source: Bloomberg 
 

• We are in Neutral the Automotive sector 

• Peugeot-FCA merger should be for real. Share price 

targets : Peugeot € 15 and FCA € 10 

 

Equities. Impact on Chinese equities in the Sino-

US war 

The acceleration of the trade, technological and now 

financial war between the United States and China 

challenges Chinese equities. Two technological and 

internet worlds seem to be taking shape, on the one hand 

the democratic countries, the United States, Europe, 

Australia, Japan, and on the other the authoritarian 

countries, China and Russia at the head. 

Donald Trump has banned the government pension fund 

from investing in Chinese stocks and is threatening to ban 

the listing of Chinese companies on the US stock 

exchanges. Chinese companies listed in the United States 

have always been problematic: given the ban on 

foreigners from entering into their capital, foreign 

investors have never bought parts of the capital of 

Chinese companies, but parts in holdings based in the 

Cayman Islands. Investors are therefore only associated 

with profits. So, there is no protection for investors. The 

financial scandal of Luckin Coffe, the Chinese Starbucks, a 

company listed in the United States, is a severe blow to 

the future listings of Chinese companies in the United 

States. The SEC may extend its investigations to other 

Chinese companies listed in the United States. Chinese 

companies will probably have to slow down their desire to 

be listed in the US, even if the American market is a very 

important source of financing for their activities. 

MAY 25, 2020 

Ferrari Porsche Lamborghini Volkswagen

Sales (bn) 3.77 26.1 3 252.6

Operational income (bn) 0.917 4.2 - 14.9

Operational margin 24.3% 16.1% - 5.9%

Production - 274 000 8 664 -

Units sold 10 131 277 000 8 290 10 956 000

Market cap (bn) 27.2 103.6 15.2 68.6

Market cap/sales 7.2 4.0 5.1 0.3

Heravest estimates
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In November 2019, Alibaba listed its shares (H) in Hong 

Kong. The main reasons are the return to "home", the 

relaxation of the listing rules in Hong Kong, the diversifi-

cation of investors in the Sino-American financial war and 

the self-financing of its development. Alibaba's H-shares 

will soon be eligible for Stock Connect and linked to the 

Shanghai and Shenzhen stock exchanges. 

 

Recently, the Chinese government has encouraged 

Chinese companies to list in China (A-shares) or Hong 

Kong (H-shares) and seek domestic financing. A few 

months ago, Beijing created the Star market, the Chinese 

Nasdaq, to finance start-ups. 

 

Despite strong growth in Chinese GDP and the increase 

in the weighting (still very low) of Chinese equities in the 

global indexes, A and H equities underperform Chinese 

equities listed in the United States and equities of US 

companies in general. The American stock market 

remains the 1st financial center in the world, with an 

extraordinary capacity to invest in financial assets. 

Chinese investors are less keen to invest in the long term, 

they are more volatile and more speculative. 

 

Chinese stocks: US listing (Nasdaq Golden Dragon), A 

stocks (Shanghai) and H shares (Hong Kong) 

Source: Bloomberg 

 

The underperformance of A-shares can also be explained 

by a very low representation in emerging global indices, 

therefore close to zero interest in passive management. 

A “positive” point could be the weak correlation between 

the Chinese domestic indices and the indices of the major 

stock exchanges, providing good diversification in a 

portfolio. 

• Underweight emerging equity and neutral in China 

• The weighting of domestic equities (A) is still too low to 

interest foreign investors 

• Chinese equities should continue to underperform in 

this ongoing US-China financial war 
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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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