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WEEKLY - JULY 20, 2020 

The hide and seek game between the US and China is intensifying ahead of next 

November - general and Presidential - elections.  

 

Over the past years, the areas of discord have multiplied far beyond trade 

between the two juggernauts. Still, a detailed analysis of the developments of the 

Phase I trade deal is highly instructive.  

 

Phase I trade deal: hopes and facts 

China committed to purchase US goods across four segments: Agriculture, 

Manufactured goods, Energy, and ¨others¨. Globally, Beijing should import each 

year about $170bn of US ¨stuff¨ (including taxes), which translate into about 

$140bn exports. By far, manufactured goods represent the lion share of it, i.e. 

64%. 

 

US-China phase One tracker: China’s purchases o US goods 

The respective detailed metrics of its developments articulate as follows: 

 

 

 

 

 

PERFORMANCES  2020 

EQUITIES  

MSCI World -1.9% 

S&P 500 +0.7% 

Stoxx 600 -8.8% 

Nikkeï -3.3% 

SPI -1.1% 

China +14.5% 

Emerging -4.5% 
 

 

BONDS  

CHF Corp -1.0% 

US Govt +9.2% 

US Corp +7.5% 

US HY -1.2% 

EUR Gvt +2.3% 

EUR Corp -0.6% 

EUR HY -4.4% 

  

CURRENCIES  

USD index -0.6% 

EURUSD +2.0% 

EURCHF -1.0% 

USDCHF -2.9% 

USDJPY -1.2% 

EM FX -9.9% 

  

COMMODITIES   

Gold +20.1% 

Silver +14.0% 

Brent -33.8% 

CRB index -24.3% 

Cat and Mouse 
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The deficit of actual purchases stands out. In theory, it 

could be partly explained by the Covid-19 outbreak. But 

this argument does not stand a careful scrutiny.  

Indeed:  

A. The Chinese economy is experiencing a decent 

economic rebound, which has started late March 

2020. But its actual imports in April and May did not 

improve - at all - compared to Q1. This is particular-

ly true when it comes to energy, which is through 

an economically sensitive - i.e. cyclical - raw 

material. This is where the Chinese deficit of imports 

is, by far the most patent. See table above. 

B. The needs of China in terms of agriculture products 

have not been affected at all by the pandemic, quite 

the opposite! Indeed, for instance the pork swine 

fever devastated the country’s stock in Q1. More, 

Chinese researchers have discovered a new type of 

swine flu that can infect humans and has the 

potential to cause a future pandemic. According to 

a study released early July, this G4 virus kept 

showing up in pigs, year after year. This disease is 

genetically descended from the H1N1 swine flu that 

caused a pandemic in 2009. The G4 could "pose a 

serious threat to human health" if not carefully 

monitored.! In short, China is far from exiting its 

pork crisis.  

The negative economic trend of 2020 cannot explain for the 

Chinese lack of US imports 
 

Geo-political factors also play a role 

It seems growingly clear from several sources - including J. 

Bolton, former National Security advisor - that Trump tried 

to instrumentalize the Trade Deal with China to favor his 

re-election. But things are back-firing now. 
 

For sure, US oil and agriculture producing States are 

mostly Republicans and largely voted for him. In this 

context, President Xi owns a key asset to maintain pressure 

on Trump. In doing so, Xi tentatively limits the bargaining 

power of Trump on the Tech war, namely on Huawei and 

semi-conductors.  

Delaying the purchases of oil is of multiples consequences. 

A low oil price tends, mechanically, to strengthen the USD 

(which Trump hates). Too low oil prices put the US shale 

gas producers on the brink of bankruptcy. Indirectly it also 

pleases Russia, and therefore reinforces China-Russia - short

-term - convergence of interests (against the US). 

 Trump tariffs have definitely neither scared China, nor 

increased its US imports  

 It becomes growingly clear that it is China who calls the 

shots, for now  

 A phase II Deal is unlikely, even if Democrats come to 

power 
 

Currencies. The USD is close to an important moment 

The Deutsche Bank Trade Weighted Dollar Index - a gauge 

of the currency against the US most-important trading 

partners - has fallen to test the trendline in place since 2011. 

This trade weighted index is more concentrated than any 

other. It only considers the 5 biggest trading partners of the 

US (EUR, Canada, Japan, Mexico, and China) instead of 26 

currencies for the Fed measures.  

The USD strengthening has been a feature of much of the 

past 10 years. The USD basket climbed over 40% from the 

2011 lows to its March peak. A break of its long-term support 

would be an important signal for USD bears. The index has 

dropped more than 1% so far this month, and more than 6% 

since its March peak, amid weakening demand for haven 

assets, an ongoing rally in risk assets and a shift in sentiment 

toward currencies like the EUR and CNY.  
 

Historically, the USD tends to weaken during periods of 

economic recovery. As the global economy attempts to 

recover from the impact of the pandemic, the USD should 

decline. Improving outside US domestic economic data are 

reinforcing the view that the USD is poised to weaken 

against these major currencies. As US real yields are sliding 

more and more, days after days, into negative territory to 

reach -0.80%, speculative investors have adopted a negative 

stance on the USD. Even if the positioning remains light, it is 

for the first time since the beginning of the year. 

 

Speculative positioning 
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https://www.cnn.com/2013/08/23/health/h1n1-u-s-fast-facts/index.html
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Looking at the valuation and according to the Big Mac 

index developed by the Economist, except the CHF, the 

USD remains the most overvalued developed currencies. 

What the recent crisis has taught us is that the dollar 

remains the ultimate safe haven asset. A return of risk 

aversion later in the year on the back of global growth 

concerns, escalating geopolitical tensions between the US 

and China or other triggers like a no Brexit deal could 

burnish its appeal. 

 The USD slump is threatening to bring to an end of 

its near-decade-long uptrend against most of its 

peers 

 A breakout of the past decade trend should be 

severe and supportive for risky assets 

 

Currencies. A crossroad for the CHF 

Earlier this year, the US Treasury put Switzerland back on 

its watchlist of currency manipulator countries, citing the 

nation’s high current-account surplus and bilateral trade 

balance as evidence. The Treasury Department is likely to 

take note of the Swiss National Bank heavy foreign-

exchange interventions this year. The semi-annual report 

is due soon. Switzerland’s exchange rate practices could 

come under closer scrutiny as according to public 

information, the SNB has added over $80bn of foreign 

currencies (EUR, USD) in S1 2020. 

 

SNB domestic and foreign banks sight deposits 

 

 

 

 

 

 

 

Swiss policymakers have long relied on interventions, 

coupled with negative interest rates, to prevent the CHF 

from becoming too strong, which could tip their economy 

into deflation and a recession. SNB officials stepped up the 

pace as the coronavirus pandemic roiled markets this year, 

as the CHF remains the richest currency. Recently SNB 

President Jordan defended its policy. Currency intervention 

is an essential policy tool for Switzerland. He also added that 

the SNB still has scope for further interest-rate cuts, even if it 

cannot be lowered indefinitely.  For this reason, interventions 

in the foreign exchange market, in which the SNB buys 

foreign currencies and sells CHF, play a central role. 

 

EUR/CHF (downward trend in red, 200-days moving average 

in black) 

 

Following those comments, speculators have added to their 

long-lasting existing bet on the CHF to reach its highest level 

since mid-2016. They are still betting that the SNB will not be 

able to continue. If those last months have taught us 

anything is that we should not underestimate central banks 

and bet against them. 

 The CHF remains the most expensive currency in the 

world 

 A break of its past 3 years trend should create an 

accelerating - weakening - effect with the closing of 

all those speculative trades 

 

Equities. Bad week for FAANGs 

With the FAANGs gyrating and the technology sector under 

pressure, investors think this time is the beginning of the end 

for the stars of the stock market. We do not think so. The Big 

5 of the S&P 500 are extremely solid and defensive growth 

companies, offering, for Apple and Microsoft, dividend yields 

JULY 20, 2020 
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exceeding yields of US Treasury. In the current environ-

ment of pandemic, shock on economic growth and 

pressure on social networks to adopt policies of modera-

tion (removal of hateful, racist, homophobic, violent 

messages), the most solid are Microsoft and Amazon. 

Facebook is particularly targeted by the 

#StopHateForProfits movement and is subject to 

advertising boycott by several large international 

companies, as long as Facebook doesn’t adopt a real 

policy of moderation. Advertising revenue represents 

almost all of Facebook's revenue. But Facebook has rather 

announced a change in its strategy: the content will be 

monitored by a small group and it will focus on private 

conversations on Facebook, Whatsapp and Instagram in 

order to monetize these services and become less 

dependent on advertising, a new strategy welcomed by 

analysts. Every day, 2 billion people use Facebook's 

platforms. 

 

Performances (base 100) in 2020. The performance of the 

S&P 500 Equalweight (0.2% for each holding) is equal to 

that of the Stoxx 600 (Europe) 

Low, or even negative, interest rates obviously lead to a 

major distortion in favor of real estate and financial assets, 

equities in this case, a situation that will continue as long 

as central banks buy long bonds and stocks. But investors 

are still worried, because they are buying gold and bitcoin. 
 

The gigantic liquidity effect and low interest rates are 

pushing investors all over the world to buy stocks: 

millennials or Robinhoods (investors using e-brokers) in 

the United States, China and Russia. Account openings 

with brokers are accelerating in China and Russia. Millions 

of Russians take their savings to buy local bonds and 

stocks. The Russian benchmark rate has fallen from 17% 5 

years ago to 4.5% today. In March, Vladimir Putin introduced 

a 13% tax on bank deposits above $ 14,000. Retail investors 

accounted for 42% of the market volume in June compared 

to 34% a year earlier. In 2020, the number of accounts to 

buy shares increased by almost 40% to 5.3 million; some 

experts believe that this number should quickly increase to 

10, 15 and 20 million. Deposits in Russian banks amount to $ 

448 billion, while the free float market capitalization is $ 200 

billion. 
 

COVID will obviously put pressure on the world economy 

over a few years, pushing central banks to keep interest rates 

very low, even negative, and governments to favor 

sustainably expansionary fiscal policies (infrastructure, green 

stimulus).  
 

Heat doesn't stop COVID. The resumption of infections in 

the United States and the fragile situation in Europe revive 

the hypothesis of a recovery in W. Without recovery this 

summer, some sectors will definitely suffer, such as air 

transport, tourism, luxury goods, hotels or the restaurants. 

The virus seems to have mutated: it affects more the 35-50 

age group, but it is less strong. There should be fewer 

deaths due to more effective drug combinations. As for the 

vaccine, several companies are in extended phases of testing 

on humans, specialists do not believe in a vaccine accessible 

to the greatest number before mid-end of 2021. 

 

Confidence in V-recovery among investors has declined 

 

 

 

 

 

 

 

 

 

 

 

 

The inflation debate returns. If it were to be structural, this 

would be bad news for valuations, mainly for stocks with 

high PE ratios. The arguments: orgy of liquidity, fiscal 

expansion, the costs of the pandemic, disruptions of supply 

JULY 20, 2020 
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chains, relocating of some productions into developed 

countries, increase in food prices. Some investors think so, 

watching the purchases of gold and inflation-linked bonds, 

as well as the rise in the price of copper and the fall in the 

dollar. This reflation would be generally favorable for stock 

markets, with more volatility due to a sector rotation in 

favor of the Value / cyclical sectors. There could be 

another scenario: inflation without economic growth, 

stagflation, which would increase the appeal of gold and 

inflation-linked bonds. The scenario that we favor for the 

moment is low growth with low inflation. 

 

Small and mid-sized companies (Russell 2000), as well as 

the Value segment (Russell 1000 Value), attempted to 

catch up between mid-May and mid-June, without lasting 

success, and outperformed last week. For the moment, we 

see these movements as sectoral rotations, rather than a 

real structural change. 

 

US indices since the March rally 

 

 Still favor FAANG and defensive sectors. We do not 

yet validate the reflationary scenario 

 Results of Microsoft and Tesla this week 

 

Equities. Good results for Netflix 

In the first half of 2020, Netflix benefited from confine-

ments and social distancing measures, with an increase in 

the number of subscribers of more than 25% to 193 

million, distributed at 38% in the US, 32% in the EMEA 

zone, 19% LATAM and 11% APAC. 

 

The 2Q20 results turned out to be much higher than the 

management forecasts announced in April (revenues, 

operating profit and number of subscribers) and those of 

analysts, with the exception of earnings per share ($ 1.59 

versus $ 1.81 expected) due to '' a one-off charge linked to a 

tax credit on research and development. Due to a slowdown 

in film production (social distancing), expenses were lower 

than expected, allowing a return to positive free cash flow. 

Nonetheless, after the share price rose 63% in 2020, 

investors focused on earnings per share to take profits. 

 

Management was also cautious for 3T20, considering the 

first half to be exceptionally strong due to the pandemic. 

However, in 2020 and the following years, annualized 

revenue growth is expected at 22% and that of the number 

of subscribers at 23% (more marked internationally). As for 

net profit, we anticipate an average annual increase of 50%. 

 

Netflix mentions the competition, without being afraid of it, 

because the strategy is to go faster than competitors and to 

offer an impactful movie every two weeks. Netflix mentions a 

new competitor, Tik Tok, and the other Disney+, Apple, 

Amazon, HBO Max (WarnerMedia / AT&T), Peacock 

(NBCUniversal / Comcast). Despite a slowdown in film and 

series production, Netflix guarantees a higher number of 

original productions in 2021 and programming already 

established for 2020 and the first half of 2021. Netflix is very 

competitive in terms of price thanks to its business model : 

regular increase in the number of subscribers between 20% 

and 25% thanks to a significant original production. The 

others are not recording such growth and are forced to raise 

prices, like YouTube TV (Google). 

 

Subscription prices 

JULY 20, 2020 
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Netflix is one of the stocks that bears love to hate, like 

Tesla, Amazon or Salesforce, which does not follow 

traditional valuation metrics. These companies are 

disruptors, posing high barriers to entry for competition; 

these companies use all of their cash flow to maintain their 

lead, both in their businesses and in innovation and 

technology. We therefore value these companies as 

perpetual start-ups. 

 Netflix is the undisputed leader in streaming TV, by 

far 

 Growth is likely to be weaker in the second half of 

2020, due to an exceptionally strong first half, a 

situation also valid for the competition 

 Profit-taking is healthy, strengthening its bull trend 

 We value Netflix at $ 625 within 12 months 

 

 

 

JULY 20, 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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