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WEEKLY - JULY 13, 2020 

The Great Recession was the turning point 

According to data compiled by PIIE (Peterson Institute for International Econom-

ics), the development of trade openness experienced 5 very distinct phases since 

1870. This secular analysis is based on the observation of the ratio of world 

exports to global GDP.  

 

The five eras of Modern Globalization 

Source : Our World in Data, PIIE Chart 

 

1. Prior to World War I, the engine of deeper economic integration was the 

advancement in transportation (industrial revolution fueled by steam 

shipping and rail transport boom). It took about 45 years for the ratio to 

progress by 50% (to 28% from 17.6%) 

2. The interwar period features the worst ever period for trade. A prolonged 

economic dislocation occurred because of the negative confluence of the 

communist revolution in 1917, the Spanish Flu in 1918, the Great Depression 

and the protectionism from 1929-30. The ratio collapsed to 10.1 from 28, i.e. 

a dramatic contraction of 65%  

3. The golden age for trade and growth ensued from WWII up to 1980. The 

ratio practically multiplied by 4 in just 35 years. Under the leadership of the 

US, new institutions for economic cooperation emerged, namely the GATT. 

This period of great prosperity concerned essentially Western democracies, 

Japan, and a few other countries 

PERFORMANCES  2020 

EQUITIES  

MSCI World -4.2% 

S&P 500 -1.4% 

Stoxx 600 -11.2% 

Nikkeï -3.7% 

SPI -1.1% 

China +18.5% 

Emerging -4.1% 
 

 

BONDS  

CHF Corp -1.0% 

US Govt +9.1% 

US Corp +6.4% 

US HY -2.8% 

EUR Gvt +2.5% 

EUR Corp -0.9% 

EUR HY -5.0% 

  

CURRENCIES  

USD index +0.1% 

EURUSD +0.9% 

EURCHF -1.9% 

USDCHF -2.8% 

USDJPY -1.5% 

EM FX -10.2% 

  

COMMODITIES   

Gold +19.1% 

Silver +6.8% 

Brent -35.0% 

CRB index -23.8% 

Slowbalization installs 

28.0 
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4. The following - fourth - phase was more inclusive. 

The lowering of trade barriers in emerging markets 

allowed not only China and India to take-off, but 

also Latin America. The collapse of the Soviet Union 

in 1991 favored the gradual liberalization of Eastern 

Europe too. The trade openness index culminated 

at its all-time high of 61.1 in 2008. World poverty fell 

markedly.  

 

Beyond peak globalization 

Since a decade now, trade has been growing slower, on 

average, than GDP. China has deliberately engaged in an 

economic transformation, featuring the priority of 

domestic consumption. More recently, the US administra-

tion initiated its America First / protectionist policy shift. 

Lately, the pandemic added fuel to this negative trend. 

Indeed, world trade will collapse at a double-digit rate in 

2020. Many countries are rethinking their trade dependen-

cy and may implement export bans over next years. 

Several countries look set to turn further inwards  

This trend would exacerbate pressure on globalization 

• Economic integration is receding for the first time since 

the Second World War 

• This new regime does not inevitably spell the end of 

globalization... 

• ... but an accentuation of protectionism would 

definitely damage global prosperity. It would take 

decades to reverse it 

 

Fixed income. Nothing new to expect from the 

ECB 

 Confidence indicators have pointed to an improvement in 

the recovery, but we are not out of the woods yet. The 

ECB will strike a cautiously optimistic tone, which suggests 

that the recession may turn out somewhat milder than it 

had projected earlier. Given its inflation mandate, the ECB 

will not call for a victory yet. The ECB will reiterate the 

numerous comments from governing council members 

(Schnabel, Villeroy, Knot) that the full €1’350bn Pandemic 

Emergency Purchase Program may not be needed. 

Markets continue to price in a rate cut by the ECB, and we 

are still not expecting one. The current carry-friendly risk-

on environment will prevail beyond the ECB meeting. We 

remain constructive on spreads. 

The focus will be more on the coming Special European 

Council on July 17th-18th. Hopes are high that the €750bn 

European recovery fund will be approved. Designed to 

mostly offer grants to countries worst hit by the coronavirus, 

it has been one of the main drivers of a drop in Southern 

European borrowing costs. European Council President 

Charles Michel said the EU needs  to reach an agreement 

quickly, but much negotiation is still needed. 

• ECB will not be a game changer this time 

• Focus will turn on the EU summit 

 

Fixed income. The European Recovery Fund to 

support the Green Bond market 

ECB President Lagarde recently said that the case for the 

central bank to buy more green bonds is increasing. The ECB 

holds quite a few already, whereas the Fed has not 

announced any specific environmental targets. Lagarde 

proposed a more explicit emphasis on tackling climate 

change as part of its strategic review. One option is to plow 

more of its QE into green products, and possibly ditch the 

polluting ones. Targeted asset sales could impede market 

access for less environmentally friendly issuers. 

 

With an equivalent of €135bn of new issues over H1 2020, 

the sustainable bond market recorded another strong 

expansion. The picture was less rejoicing for green bonds. 

With lockdowns across the globe, some green projects have 

been put on hold, but Covid-19 has shifted several issuers’ 

attention towards the pandemic and its social, health and 

economic consequences. The supply surge comes from both 

new and regular green bond issuers. 

 

Sustainable bonds new issues (€bn) 

 

Source: Bloomberg 
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Since February 2020, "pandemic bonds" have emerged. 

This label qualifies bonds that will be used to fund Covid-

19 relief efforts. The China Merchants Bank was the first to 

print such a bond in February 2020, followed by the Bank 

of China and other Chinese institutions and agencies in 

March. The largest issuer is the Spanish government with a 

€15bn 10-year bond that was later topped up to €21bn. 

The Indonesian government also issued a pandemic bond 

in 3 tranches for about $4.3bn in April 2020. Government 

issues highlight the very broad definition of the segment. 

One could argue that most countries’ funding plan 

revisions since March represent some effort to finance the 

crisis response. With that caveat in mind, pandemic bond 

issuances already reached €237bn this year. 

 

Not all pandemic bonds fall under the category of social 

or sustainable bonds. Only 15% of them have a social or 

sustainable framework. According to the ICMA, all types of 

issuers can issue a social or sustainable bond, if all the 4 

core components of the Green Bond Principles are 

addressed (use of proceeds, process for project evaluation 

and selection, a segregate management of proceeds and 

reporting). 

 

Sustainable bonds issuance reached €34bn in H1 

compared to €35bn for the full year 2019. Social bonds 

supply has more than doubled, they printed €34.3bn vs. 

€15.4bn in 2019. Most of the issuers are agencies and 

supranational entities but not only. A number of these 

issuers did not approach the green bond market at all 

despite the fact they were regular issuers in the past few 

years. For entities such as the Korean Development Bank, 

Instituto de Credito, the African Development Bank or the 

Caisse Française  de Financement Local, their attention 

turned towards the pandemic mitigation impact. The 

social and sustainable bonds supply will continue its 

growth in H2 and maybe beyond as the pandemic is not 

yet under control. Social bonds will continue to dominate 

is 2020. The European Stability Mechanism announced it 

could provide up to €240bn in pandemic crisis credit lines. 

• Green bonds’ issuance may lose some of its steam in 

2020, but this is a temporary slowdown 

• Investments in renewables, electricity grids, electric 

cars and charging stations, as well as the construction 

and renovation of buildings and infrastructure, will 

continue to be strongly supported by governments and 

corporates’ engagement towards the energy transition. 

Green bonds will continue to attract flows 

 

Equities. Investors still hope for a V-shaped recovery 

in profits 

The health situation is worsening in the United States with a 

sharp rise in infections, and the curve of the number of 

deaths should accelerate with a lag of one to two weeks. 

Europe seems to be controlling the virus. An accessible 

vaccine is still a long way off, but there are combinations of 

drugs that are treating the effects of the virus better and 

better. Tensions between the United States and China are 

accelerating. But the stock market indices are resisting nicely, 

since after a technical consolidation triangle in June, they are 

progressing again, supported by the FAANGs and the other 

stocks in technology, the growth segment, like Amazon 

(+19% since June 29), Netflix (+23%) or Tesla (+53%). 

 

70% of Nasdaq stocks are above their 200-day moving 

average, signaling a long-term uptrend. The percentage is 

40 for the S&P 500. For technology, the price-to-sales ratio 

is at the level of that of the IT bubble of 2000, but compa-

nies are much more profitable than 20 years ago. 

 

Weight of the 5 largest companies in the S&P 500 (Apple, 

Amazon, Microsoft, Alphabet and Facebook) in terms of 

market capitalizations and free cash flows 

 Source : FactSet and Alger 

 

Despite sharply bullish market indices since March 23 (+41% 

for the MSCI World), the Fear & Greed indicator, measuring 

JULY 13, 2020 
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investor sentiment, is in a neutral zone and detects no 

complacency from investors. 

Source: CNN Money 

 

Historically, investors have turned to risk-free assets, such 

as the US Treasury, to manage periods of uncertainty. 

During this pandemic, they are also buying FAANGs and 

other technology stocks, considering them as safe-haven 

assets, thanks to their solid business model, their plenty-of

-cash balance sheet, their great cash flow and their 

recurring income. Their dividend yield is higher than that 

of the US Treasury. The publication of 2nd quarter results 

will be a crucial period for FAANGs to confirm or not the 

recurrence of revenues and the solidity of profits in times 

of crisis. 

 

The exit from the COVID crisis is taking longer than 

expected, but analysts still hope for a V-shaped recovery 

in corporate profits in 2021; the shock should be brief. 

Profits are expected to fall 45% in the 2nd quarter and 

22% in 2020, then rebound by 28% in 2021 and 9% for 

revenues. In the 2nd quarter, the most resilient sectors (in 

terms of profits) will be Utilities, Technology and Health, 

the least resilient in Energy, Consumer Discretionary, 

Industry and Finance. Historically, stock valuations are 

high, but justified by excessively low interest rates. 

 

This week, in the United States, the banks will open the 

results season, followed by Netflix, Johnson & Johnson, 

Abbott Laboratories, Pepsico, Delta Airlines. 

 

Analysts are starting to list some risks for 2021, such as 

higher taxes in the United States (Joe Biden's program) 

and inflation. The 2 sectors that have benefited most from 

Donald Trump's tax reform were technology and pharma. 

Goldman Sachs and State Street estimate that an increase in 

the corporate tax rate to 28% (currently 21%) in the United 

States would have a negative impact between 7% and 12% 

on the profits of the S&P 500, probably forcing a contraction 

of multiple. 

• Despite a disconnection between equities and the real 

economy, we are in a classic stock market rebound: rally 

(March-April-May), consolidation (June) and rally (July-

August) 

• More cautious from September 

• Overweight e-commerce, FAANG, technology, communi-

cation and health 

 

Chinese stocks. Remake of 2015? A speculative 

atmosphere is developing 

Chinese indices have risen sharply and margin loans to buy 

stocks are at their highest for 5 years, raising fears that 

speculation will end like in 2015, which ended by a correction 

of 47%; the MSCI World fell only 19%. The CSI 300 index is 

highly overbought, unlike the indices of developed 

countries. 

 

CSI 300 index (Chinese stocks listed 

 in Shanghai and Shenzhen) 

Source: Bloomberg 

 

Nasdaq Dragon China Index  

(Chinese stocks listed in the US) 

Source: Bloomberg 
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There has also been a rush of Chinese investors on the 

opening of accounts that provide access to loans from 

brokers. Like in 2015, authorities and state media are 

urging individual investors to buy stocks to support the 

economy. The PBoC has injected cash. The difference with 

2015 is the economic, political, technological and financial 

war with the United States which probably pushes the 

Chinese authorities to support the stock market in a 

nationalist spirit. 

• The CSI 300 index still offers a technical potential 

increase of 12% 

• But the CSI 300 and Nasdaq Dragon China indices are 

very overbought 
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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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