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WEEKLY - JUNE 15, 2020 

Disparate stages of Pandemic 

The scale of the damage resulting from Covid-19 is huge, no doubt. 

According to the World Bank, this shock is possibly the most adverse ever - 

to global economy - in peace time. Nobody knows how deep and persistent 

Covid will be. Indeed, no ambitious and cooperative response has emerged 

yet. While early signs of a containment of the infection are emerging in 

China, South-East-Asia and Europe, the jury is out on the US and on the UK, 

which both decided to ¨re-open¨ rapidly (prematurely?) i.e. as infection / 

reproduction rates remain relatively high. Worse, most emerging and 

developing countries remain at an early stage in managing the disease. 

Pandemic is accelerating in developing countries 

Source: FT, Johns Hopkins University, World Bank 

 

Ahead of a food crisis? 

The global framework for food prices has become more uncertain with 

climate change and the consequential extreme weather conditions. For 

instance, a major locus blight in 70 years has been destroying crops in East 

Africa. This was before the pandemic... 

PERFORMANCES  2020 

EQUITIES  

MSCI World -8.2% 

S&P 500 -5.9% 

Stoxx 600 -16.8% 

Nikkeï -9.0% 

SPI -6.9% 

China -3.5% 

Emerging -11.5% 
 

 

BONDS  

CHF Corp -1.2% 

US Govt +8.4% 

US Corp +4.0% 

US HY -3.1% 

EUR Gvt +1.5% 

EUR Corp -1.5% 

EUR HY -5.6% 

  

CURRENCIES  

USD index +0.8% 

EURUSD +0.4% 

EURCHF -1.2% 

USDCHF -1.5% 

USDJPY -1.2% 

EM FX -10.1% 

  

COMMODITIES   

Gold +13.6% 

Silver -3.4% 

Brent -42.4% 

CRB index -27.7% 

A scourge for the poor 
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Nomura food vulnerability analysis 

Source: Nomura 

 

According to World Bank: ¨By itself, the COVID-19 

pandemic has the potential to create a severe food security 

crisis in Africa, as elsewhere, as agricultural production 

contracts and food imports decline. Local agri-food supply 

chains are already experiencing disruptions, including 

reduced access to inputs and services, labor movement, 

transport and roadblocks, and credit or liquidity due to 

COVID-19. In particular, the pandemic is disrupting the 

supply chains for pesticides and other equipment 

necessary to control the spread of locusts.¨ 

 

Labor shortages due to cross-border travel restrictions 

impact harvesting fruits and vegetables in India, as well as 

meat plans in America.  

 

Farmers must abruptly change their distribution networks 

from wholesale (closed restaurants, hotels, schools) to 

grocery stores and home delivery. India and Vietnam 

(rice), Russia and Kazakhstan (grain) imposed exports’ 

ban.  

Food security is under threat 

Food protectionism is on the rise 

Elusive multilateral response 

Arab Spring erupted notably because grain prices, sugar 

spiraled up, as well as other food prices. China experi-

enced its Great Famine in 1959 and 1961. Before and after 

these dramatic episodes, it also suffered numerous food 

shortages. Now, fortunately, poor Chinese people no 

longer need to worry about food. Still, while China self-

sufficiency ratio of wheat, rice and corn is about 95%, in 

contrast, about 80% of consumed soybean and other agri-

products, such as milk and sugar, are imported! China’s 

water situation is actually problematic with low efficiency. 

 

Bread Prices, 1848 and 2011 

Last months, G20 and multilateral organizations - namely 

IMF - suspended debt service and provided emergency 

loans to many developing countries. Much more needs to 

be done, targeting disruptions of food chains, and 

confronting rampant food protectionism. Rapidly.  

Recession coupled to a rampant food crisis represent an 

explosive cocktail for social unrest 

• Risks of a global food crisis are rising. It deserves an 

urgent and multilateral response by advanced 

economies 

• Developing and Frontier countries are particularly 

vulnerable 

• Such a crisis may durably penalize their economies, as 

well as their currencies and financial markets 

 

Currencies. The main central banks decisions are 

behind us for now 

The resurgence of Covid-19 cases offer  a motive for some 

aggressive profit-taking on risky assets after a strong rally. 

JUNE 15, 2020 
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This week will tell us how solid market appetite is. The 

headlines about second waves in the US should be short 

lived. Risky assets may once again prove resilient as the 

Fed just confirmed it remains in the market. Moreover, 

new Covid-19 waves will have an impact on markets only 

if there is a material indication that this implies fresh 

lockdown measures will follow. Strong US retail sales may 

contribute to the V-shape recovery narrative, although 

industrial production numbers are likely to be  curbed by 

the battered oil and gas sector. 

 

The USD bear trend will stop, warranted not only by 

some resilience in risk sentiment but also by the now 

cemented notion that the Fed remains highly committed 

to an extra dovish stance. Furthermore, it stands ready to 

pump up its quantitative easing if the stock market 

comes under severe pressure again. We are looking for a 

more broad-based USD weakness, not just to the benefit 

of pro-cyclical currencies. 

 

The EUR has proven resilient to the USD rebound, and 

the EUR/USD drop has so far been contained within the 

1.13  area. More signs of the USD weakness may offer a 

chance for the currency to re-establish a bullish trend, 

eyeing the 1.15 mark. However, to break above 1.15, a 

clear EUR-positive catalyst may have to come. The EU 

summit on the Recovery Fund may offer some encourag-

ing headlines. But it will likely be only the first step in the 

negotiations. The meeting may at least reinforce the EUR 

floor. 

 

The JPY jumped as much as the EUR in the aftermath of 

the Fed meeting. This may be a sign that the USD 

weakness is not only a function of market optimism, but 

broader. The Bank of Japan meeting should once again 

be a non-event. The Bank has notably run out of tools to 

support the economy after committing to unlimited bond 

purchases and already having negative rates in place. The 

market is already aware of the ultra-dovish stance which 

is already integrated into the JPY valuation. 

 

The UK government formally confirmed it will not seek an 

extension to the transition period. The next meeting 

between Johnson and Ursula Von der Leyen is essential. 

Given that the key points of contention remain (such as 

state aid), we do not expect any meaningful progress. 

Little real positive news should come from the meeting. 

The GBP multi-month outlook is not expected to change 

and will remain negative. The Bank of England will expand 

its QE program by GBP 150bn. This extension is widely 

expected and should therefore have a limited impact. Still, 

the uncertainty about a UK-EU deal should prevent 

markets from pricing out the possibility of negative rates. 

 

Along with global-risk sentiment, the CHF will be driven by 

internal factors. The Swiss National Bank will stick to a 

recipe of negative rates and FX intervention if needed. 

Markets will closely watch the SNB projections. The KOF 

institute will also update some forecasts, which will be well 

regarded. All comments on the FX intervention tool will be 

closely watched, as the EUR/CHF has moved quite 

drastically away from the 1.05 level that was widely seen as 

a line in the sand for the SNB. It seems unlikely that  the 

Bank will have any interest in signaling a looser policy on 

the CHF, which may spur unwanted speculative buying in 

the currency. All in all, the impact on CHF may be 

balanced and the EUR/CHF may move back rapidly above 

the 1.08.   

• We expect markets to resume their risk-on stance, with 

news about second Covid-19 waves only having a 

short-lived effect 

• The dollar may thus re-establish its downward trend, 

and not just to the benefit of pro-cyclical currencies 

• Central bank decisions in the UK, Japan, Norway and 

Switzerland appear set to have limited FX implications 

 

Equities. Stock market rebound, the fault of 

millennials called Robinhood, traders? 

Some strategists explain the stock market rally from March 

24th to June 10th by massive purchases by millennials, 

thirties fed by technology, through trading platforms, with 

no brokerage fees, connected to their smartphones, such 

as Robinhood, Charles Schwab, TD Ameritrade, Interactive 

Brokers and Etrade, causing a speculative bubble. These 

investors are considered amateurs, inexperienced, buying 

Tesla shares, and compensating for the absence of sports 

betting (no sports due to the pandemic), according to 

JUNE 15, 2020 
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these same strategists. They rather buy small amounts 

and take quickly their profits.  

 

We are thinking of a more sustainable phenomenon 

thanks to technology, online banking and above all the 

absence of monetary and bond yields. Robinhood and 

the other e-brokers observed in the rally a flow of new 

customers, seeing a generation-buying moment in the 

correction of the coronavirus. Robinhood registered 3 

million new accounts in the 1st quarter. Robinhood serves 

more than 10 million customers with an average age of 31 

years. Baby boomers have taken advantage of the high 

yields for their retirement, but millennials will have to 

contend with excessively low interest rates over the next 

years. Wealth growth should come through capital gains 

on stocks. 

 

A Barclays study shows that the relationship between the 

rebound of the S&P 500 and the Robinhood traders is 

not obvious. Robinhood traders have mainly bought 

stocks with a high rebound potential like American 

Airlines, Delta Airlines, MGM Resorts, LATAM Airlines, 

XpressSpa, Genius Brands International or other names in 

casinos, hotels or biotech, securities that count little or 

nothing in the indices; they also bought speculative 

names like Hertz or Nikola. TD Ameritrade's millennial 

customers have followed similar rationales. 

• Robinhood traders do not seem responsible for the 

S&P 500 rally 

• We are in a corrective phase which is always 

disturbing and worrying 

• Momentum indicators (MACD, Bollinger, RSI) must 

first normalize, before considering a new rally in stock 

market indices 

 

Equities. Shock on airlines 

IATA estimates an overall loss for airlines of $ 84.3 billion 

in 2020 and further losses in 2021. The number of flights 

will decrease by 41% compared to 2019. Income per 

passenger per km will decrease by 55% in 2020. State 

aids are at $123 billion. Commercial aircraft deliveries will 

fall 40% from early 2020 forecasts. Europe is showing the 

largest capacity declines. 

Europe: evolution of seat capacities  

compared to the previous year 

2.4 million domestic seats in 2020 vs 8.2 million in 2019, 

2.5 million international seats in 2020 vs 27.2 million in 2019 

 

Seat capacities by regions in the 1st week of June 2020 

compared to the same period in 2019 

Evolution of seat capacities by region until early June. 

Recovery in Asia Pacific, Middle East and North America 

From June 15th, the intra-European borders will reopen, as 

well as airports. June capacity will be down 71% from the -

50% expected a week earlier. The recovery will therefore 

be slow in June, with the problem of the UK which puts its 

visitors in quarantine. 

 

JUNE 15, 2020 
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Europe: seat capacity forecast 

Global air traffic: recovery and acceleration from July 

 

But it’s not all black. Global air traffic is expected to 

accelerate: in August, capacity should be 12% below last 

year and -4% below in September. If consumers are 

careful, 38% still want to travel within 1 to 2 months and 

30% within 6 months.  

 

The resumption of air traffic can occur quickly as 

observed in China and Vietnam if not accelerate with the 

return of international flights.  

 

Other positive points for the industry are the lower costs 

of wages (layoffs), airport taxes (efforts of airport 

companies) and kerosene, as well as the historical 

discounts granted by leasing companies and aircraft 

manufacturers. Lufthansa will lay off 22,000 employees, or 

16% of its workforce, and British Airways 12,000 people 

(30% of its workforce).  

 

Travel agencies and tourist hotels see strong demand for 

the 4th quarter of 2020. For business travel, the recovery 

should be slower than that of tourism, but for experts, the 

point of a total normalization will be the Universal 

Exhibition Universal of Dubai which will take place 

between October 2021 and March 2022. 

 

Air France aims to serve 20% of its destinations by the end 

of June and 80% during the summer, with a capacity rate 

of 35% in July and 40% in August. The company will use 

106 of the 224 aircraft it has. 

• A U-shaped recovery is the most probable issue 

• Trading buys: Lufthansa, Delta Airlines and Dufry to 

play the recovery during the summer 

• Technical objectives: Lufthansa € 14, Delta Airlines $ 

40 and Dufry CHF 50 on a time horizon of 3 months 

 

Oil. Normalization in course 

OPEC+ has validated the continued reduction of its 

production by 10 million barrels / day for June and July, 

then 6 million until the end of 2020. For the next few 

months, the balance will show a production deficit vis-à-

vis the demand, the time to reduce inventories to their 

normal levels. 

 

World liquid fuels production and consumption balance 

Source: Short-Term Energy Outlook 

 

The health crisis reduced global demand for oil by 23% in 

April, causing maximum use of storage capacity. On 

average (see graph), commercial stocks represent 60 days 

of consumption; they went up to 90 days. Goldman Sachs 

calculated a surplus of 1 billion barrels; with a production 

deficit of 5 million bpd, it would take 200 days for 

commercial stocks to return to normal levels. 

 

JUNE 15, 2020 
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Organization for economic cooperation and  

development (OECD) commercial inventories  

of crude oil and other liquids 

Source: Short-Term Energy Outlook 

 

We keep our estimate of a Brent price between $40-$50 

for 2S20, and a return towards $50-$70 later, when 

commercial stocks normalize. 

 

Brent price 

Source: Bloomberg 

 

Brent and iShares Global Energy prices 

 Source: Bloomberg 

 

• Crude prices will gradually recover 

• Oil stocks should follow 

JUNE 15, 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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