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WEEKLY - JULY 27, 2020 

The Quadrilateral Security Dialog 

 

China is revisiting the Monroe doctrine 

In recent years, China has been assertive in consolidating jurisdictional claims, 

expanding the military reach, and rejecting claims of other states through coercive 

diplomacy. Hong Kong, Taiwan and more recently India as well as Australia are 

subject to Beijing intimidation.  

The US introduced in the 1820s the Monroe Doctrine for the Caribbean and Latin 

America.  Its purpose was to stop European colonial powers from interfering in its 

trade and waters, as it was becoming a rising power. Now, China’s claims on the 

South China Sea bear many similarities to the US attitude. Actually, Beijing is 

doing pretty much what the US did 200 years ago, when it was a rising power 

confronting the declining powers.  The US, which has virtually withdrawn from the 

region, is once again attempting to coalize its allies and to revive the policy of 

containing and responding to Beijing. 

Tension has become palpable in the Indo-Pacific region 

 

A high - temporary- fragility of India 

India has been experiencing a delicate period after the global financial crisis. The 

growth slowdown has been dramatic, while politics has taken an aggressively 

illiberal turn. Indeed, India’s politics deterioration has become limpid with the 

recent crackdown in Kashmir and the explicit discrimination against Muslims in the 

new Citizenship Amendment Act. Additionally, Covid-19 is raging and devastating 

its economy at the inappropriate time of a delicate balance sheet stress in the 

financial sector. These massive shocks will lead to contraction of its GDP of -5.0% 

in 2020. A timid rebound of about 3% is expected in 2021. India remains a non-

aligned, strong regional military power. Indeed, it is the world’s third-largest 

military spender. It remains under permanent pressure from Pakistan, which is 

overtly and strongly supported by China. 

India is facing twin economic and political crises 

The latest border troubles in the mountains of Ladakh with China reinforce India’s 

sensitivity 

 

China is fueling the Quad resurgence 

The Quadrilateral Security Dialogue is an informal strategic forum initiated in 2007 

between the United States, Japan, Australia, and India. It maintains semi-regular 

summits, information exchanges and military drills between country members. 

During the 2017 ASEAN Summits all four former members decided to revive the 

quadrilateral alliance. Then, the Quad met five times in 2017–2019 to promote a 

"free and open Indo-Pacific amid China’s aggressive postures in the region." In 

PERFORMANCES  2020 

EQUITIES  

MSCI World -2.8% 

S&P 500 -0.5% 

Nasdaq +15.5% 

Stoxx 600 -11.8% 

SPI +1.0% 

Nikkei -4.0% 

China +10.5% 

Emerging -4.9% 
 

 

BONDS  

CHF Corp -0.9% 

US Govt +9.6% 

US Corp +8.2% 

US HY -0.1% 

EUR Gvt +2.3% 

EUR Corp -0.4% 

EUR HY -3.7% 

  

CURRENCIES  

USD index -2.7% 

EURUSD +4.5% 

EURCHF -0.5% 

USDCHF -4.8% 

USDJPY -3.0% 

EM FX -9.0% 

  

COMMODITIES   

Gold +28.0% 

Silver +36.5% 

Brent -34.2% 

Copper +3.3% 

CRB index -23.0% 

When the Quad wakes up ... 
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March 2020, it was joined by New Zealand, South Korea 

and Vietnam for the first time. In July 2020, India, Japan 

and the USA invited Australia for a coordinated navy 

exercise (at Malabar) scheduled for the end of 2020. 

Australia is looking for new ways to guarantee its future 

security through formal alliances. Japan will host Indian 

Prime Minister next October. Talks are already planned to 

extend their military cooperation. 

 

Quad: the perfect anti-China alliance? 

After eight-year of hiatus, the Quadrilateral Security 

Dialogue has returned to prominence 

Any US Democrat President would welcome such a 

multilateral alliance 

 Stars are aligning for a resurrection of the Quad, 

aimed at deterring China 

 Australia inclusion in the year-end Quad’s war 

exercises would mark a see change for 13 years 

 It would undoubtedly infuriate Beijing and raise 

(higher) the tension in the Indo-Pacific region 

 

Fixed income. Take care of the rates seasonality 

Since 2010, volatility on longer-dated rates has tended to 

swoon in July and rebound in August. That is a risk for 

investors who have moved on the curve, favoring longest 

dated bonds, to make money given the very low yield 

levels, to face volatility resurgence. This could happen at a 

time US Treasury bond market volatility is flirting with all-

time lows. 

 

 

 

 

 

 

Bond market volatility (ICE BoA Move index) 

 

Usually, July is a supportive environment for bond investors. 

Over the past 10 years, US long-end yields volatility have 

generally decreased in July. This year was no exception, as 

the MOVE just reached historical lows. However, August 

tends to be the opposite.  

 

Long-end rates volatility monthly changes (bps) 

 

The stability of US long-end yields will mainly depend on 

what the Fed will do. So far, the Fed US government bonds 

purchases have removed more duration from the market 

than the government has itself added, even with a surge in 

borrowing since March. But that balance could shift with an 

expected increase in auction sizes, a move that will be 

confirmed in the Treasury’s refunding announcement on 

August 5th. 

 

It seems unlikely that the Fed is going to tolerate any 

significant move in yields that are highly connected to the 

real economy. The Fed has already indicated that it is going 

to shift its large-scale asset purchase programs from 

focusing on market function – which is now good – to 

focusing on how to stimulate the economy. That does imply 

it is going to buy a greater proportion of longer-dated 

Treasuries. So, the new excess supply can get absorbed. 

JULY 27, 2020 
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Another supporting argument for a Treasury market is the 

customary lull in supply of investment grade corporate 

bonds, which may herd more-conservative investors into 

government bonds. Early dealer calls for IG sales next 

month are in the $50 billion range, which would be the 

lowest August tally since 2015. 

 The Fed massive bond purchasing program has 

crushed rates volatility 

 The Treasury market has a history of reanimating at 

just the wrong moment 

 

Fixed income. Spreads can still tighten 

The earning season has not disappointed. Most Q2 

earnings reports have come better than expected, even if 

some companies are struggling with the deterioration in 

business conditions. However, most of the latter group has 

managed at least partially to offset the slowing demand, 

with cost cuttings and by taking advantage of the various 

government support schemes in place.  

 

We are not out of the woods yet. Most companies seem 

to be coping relatively well with the new business 

environment. While EU leaders have just reached an 

agreement on the recovery fund, the US congress has 

more work to do on its proposed stimulus package. The 

current unemployment benefit of $600m per week is set 

to expire at month-end. This would come at a bad time, as 

the Covid-19 situation in the US continues to unravel. 

Tensions between the US and China appear to be 

intensifying.  

 

The US high yield 12-month default rate will reach 5.5% by 

month-end, its highest level since May 2010, according to 

Fitch. Even if the default rate is deteriorating, the expected 

wave of defaults has not emerged yet, thanks to Fed and 

government stimuli. Since their widest levels reached in 

March, credit spreads have already retraced more than 

65% of their widening. 

 

As such, we see no fundamental reason for the spreads to 

stop tightening , despite the current level starting to look 

less compelling than a few months ago. Furthermore, a 

technical factor i.e. a lowest expected credit supply during 

summer break, will be supportive. 

 

Risks remain abundant, with the longer-term consequenc-

es of the economic collapse remaining unknown and signs 

that the recovery is stalling, as well as intensifying US-China 

tensions. 

 Do not fight central banks 

 Credit spreads still have  some  room to tighten 

 

Equities. The pandemic is accelerating 

Consolidating forces can be seen on FAANG after an overall 

performance of 48% on the NY FAANG Index in 2020, while 

the S&P 500 Equal Weight fell by 7%. The trigger for these 

profit-taking: the falling dollar, the acceleration of COVID 

around the world calling into question the V-shaped 

economic recovery and the new tensions between the US 

and China, diplomatic this time. 

 

After hitting 25% in mid-July, the FAANG segment returned 

to a 22% weighting in the S&P 500. 

 

S&P 500: weight of the technology sector 

from 2000 to 2020 

 

S&P 500: weight of the technology sector 

from 1990 to 2018 

JULY 27, 2020 
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Comparing the rise in FAANG and other tech stocks to the 

IT bubble of 2000 seems exaggerated. In 2000, the 

majority of tech/internet companies were emerging 

companies, even start-ups, and most of them disappeared 

after the dot.com explosion; today, most are well-

established growth companies with enough cash to face 

contrary winds. 
 

With a very low interest rate environment and concerns 

about economic developments, investors are looking for 

strong companies with recurring income. This is the case 

with the FAANGs. With the exception of Amazon and 

Netflix which are valued with different models, the S&P 

500 Technology, Apple, Microsoft, Facebook and Alphabet 

have an estimated PER of 30x 2020; in 1999, the S&P 500 

Technology PER was more than 60x.  
 

However, it is true than companies like Amazon, Netflix or 

Tesla are in technical overbought situation in the short-

term. A consolidation would be welcome. 

 

In 1999-2000, the S&P 500 was dominated by Microsoft, 

Cisco, Intel, Lucent, and AOL, whose products were 

primarily sold to businesses. Today, Big Tech is geared 

towards the final consumer, who accounts for 70% of US 

economic growth. The weight of the 5 main FAANGs 

(Microsoft, Apple, Amazon, Alphabet and Facebook) is 

22% in the S&P 500, but they also have a strong contribu-

tion to free cash flow, profits, revenues and cash. By the 

end of 1999, internet companies had generated a global 

loss of $ 6.2 billion. 

 

In early 2000, the IT sector accounted for 35% of the S&P 

500 compared to 26% today. If we add FAANG that are 

not in the IT sector (Amazon, Alphabet, Facebook), the 

weight of this group is 35%. 

 

Weight of Microsoft, Apple, Amazon, Alphabet 

and Facebook 

 Unlike 2000 and 2008, PE ratios of indices rebounded 

quickly due to a strong rally despite falling profits, with 

investors anticipating a V-shaped recovery in corporate 

profits. But the global acceleration of COVID, barely a month 

after the deconfinements, is surprising investors. The 

recovery in V seems unlikely and the scenario of the W 

returns. 

 

MSCI World: index, PER forward and EPS forward 

 

 

The virus is accelerating around the world, but stock 

exchanges are expected to avoid a sharp correction 

provided by good news about the clinical outcomes of 

current vaccines and the effectiveness of drugs in treating 

COVID infections. The US Congress should launch its second 

stimulus plan with the distribution of checks directly to 

households, like in April. 

The weaker dollar is good news for European stocks. 

Historically, the European stock market has outperformed 

the US one when the dollar depreciates. Between 2003 and 

2007, a period of the dollar's decline, the iShares Eurozone 

rose 136% against 42% for the SPDR S&P 500. With negative 

interest rates, euros will be channelled more easily towards 

equities. The adoption of the European support plan, with a 

hint of federalism, is positive news. We bought Siemens, 

Lafargeholcim and Air Liquide. 

 An early 2nd wave of COVID weighs on stocks 

 Recovery in W becomes the most likely scenario 

 Hopes for a vaccine(s), as well as the presence of 

central banks and governments, should avoid a sharp 

correction, in an environment of very low or even 

negative interest rates 

 

 

 

 

JULY 27, 2020 
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Gold. This is the time of truth 

The price of gold is at its historic record, established in 

2011. The break of 1'900, record closing twice on August 

22 and September 5, 2011, and of 1'920, record in session 

on September 6, 2011, will be a major step towards 

entering a virgin technical area. We believe we will go 

much further. 

 

Gold price 

  

Gold benefits from several factors: 

• Historically low real interest rates. 

• The fall in the dollar. 

• Expectations by some investors of a pick-up in 

inflation. 

• Currency debasement of certain currencies due to 

accommodating monetary policies ad infinitum and 

the sharp rise in state debt due to COVID. 

• Increasingly visible and dangerous trade, techno-

logical, financial, diplomatic and geopolitical 

tensions around the world, particularly between the 

United States, China, Russia and Turkey. 

• The rise of the Yuan. 

•  

US real interest rates 

  

We do not see the situation changing, quite the contrary. 

Some of the factors mentioned above will be confirmed and 

even reinforced. 

 

The silver metal has registered a strong catching up against 

gold since mid-March. But, according to the regression lines, 

this movement seems to have come to an end. 

 

Cross Gold / Silver 

  

 Gold is expected to exceed $ 2,000 an ounce 

 Buy Newmont or Barrick Gold, which so far have done 

better in 2020 than GDX and GDXJ ETFs (gold 

companies) 

JULY 27, 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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