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WEEKLY - JUNE 29, 2020 

History never repeat itself. But it often rhymes... 

Two decades ago, the Galileo project emerged painfully in Europe. The United 

States has tried to have it cancelled. But then, on June 26
th

, 2004 the United States 

abandoned: a final agreement was signed on the technical interoperability of 

Galileo with GPS. This agreement remains partly confidential. In essence, it 

provides for the possibility of discriminating, in the event of a crisis, between US 

military "M code" signals and civilian US GPS signals.  

 

In the early 2000s, by an ironic twist of history, China modestly participated in the 

financing of this European geo-location system. But the American objected to the 

military use that the Chinese might make from the data collected by Galileo. This 

actually forced Europeans to renegotiate the contours of cooperation, to limit 

Beijing's access in the event of conflict. To make a long story short, it was a French 

chief of staff, ¨his tail between his legs¨, who was sent to Beijing to impose this 

exclusion clause on the dismayed Chinese. This vexation reinforced the com-

munist leaders in the idea that they had to develop their own system out of 

independence. 

US distrust and European ambivalence towards China are not from today 

China will never cope with the role of subcontractor to which Westerners want to 

confine it 

 

China successfully launched its GPS   

Just a few years later, what a change in the global picture of geo-localization 

systems! Indeed, Beijing completed last week the global deployment of the 

equivalent of the American GPS. China has actually launched the 59th and last 

satellite of its geo-localization system called BeiDou, the Big Dipper in Chinese. 35 

of these satellites belong to the very latest technical generation... China is de facto 

infiltrating a very closed club, made up of the United States with GPS (long 

hegemonic), Russia with its Glosnass, and Europe with Galileo. Everything has 

been deployed in less than two decades, a record. 

 

Over last decade, Beijing has also practically committed itself to the militarization 

of space by testing a weapon of destruction of satellites. It plans to put a man on 

the moon in the next few years and will have its own space station... 

Geo-tracking systems enshrine Beijing strategic autonomy in both economic and 

military terms (modern version) 

PERFORMANCES  2020 

EQUITIES  

MSCI World -8.5% 

S&P 500 -6.9% 

Stoxx 600 -13.9% 

Nikkeï -7.0% 

SPI -3.1% 

China +0.3% 

Emerging -10.4% 
 

 

BONDS  

CHF Corp -1.2% 

US Govt +8.9% 

US Corp +4.9% 

US HY -3.4% 

EUR Gvt +1.9% 

EUR Corp -1.5% 

EUR HY -5.4% 

  

CURRENCIES  

USD index +1.0% 

EURUSD +0.3% 

EURCHF -1.9% 

USDCHF -2.1% 

USDJPY -1.3% 

EM FX -11.5% 

  

COMMODITIES   

Gold +16.6% 

Silver -0.3% 

Brent -39.0% 

CRB index -27.7% 

BeiDu 
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• China confirms its status of a super-power  

• Space is a key area of Chinese catch-up 

• China is resolutely and efficiently de-anchoring from 

the Western bloc 

 

Fixed income. The bond market does not embrace 

the V-shape recovery scenario 

The small bond market sell-off in early June was driven by 

higher supply expectations and positive data surprises. 

Since then, central banks have reaffirmed that they are not 

even thinking about raisingrates. That has effectively 

broken the prevailing  correlation between data surprises 

and bond yields. 

Source: Bloomberg 

 

Real yields are considered a pure read of expected growth 

as they strip out inflation. The US 10-year real yield 

touched -0.70% last week, its lowest since early March. If 

you look past, excluding the extraordinary turbulence of 

the recent crisis, it is the lowest since 2013, just before the 

Fed announced its QE tapering. So, most of bond 

investors are not believing in a structural rebound of the 

economy. An encouraging sign for policy makers is that 

the slide in real rates is coinciding with a rise in inflation 

expectations, meaning that all their efforts are not useless. 

 

Central banks will react differently in 2 different scenarios:  

A. They are highly unlikely to let bond yields rise more 

than marginally if it happens with still de-anchored 

inflation expectations. Amongst the main reasons 

we can find the most obvious are the depth of the 

recession, the huge uncertainties about the macro 

situation later this year, deflationary risks, and low 

market inflation expectations. 

B. However, any yield increase that will be driven by 

rising inflation expectations rather than real yields 

will not be actively countered by central banks. 

Indeed, more recently real yields have been falling 

and inflation expectations rising marginally, which 

should comfort policy makers in their strategy. 

• Central banks QEs are decoupling long-end yields from 

macro improvements 

• Inflation expectations are still too low given the size of 

the stimuli 

 

Currencies. Antipodean currencies back to basics 

The antipodean currencies are keeping track of global 

sentiment. This should continue to be the case shortly, 

although an unexpected jump in infections may weigh  on 

the currencies of those countries that have successfully, up 

to now, contained the virus.    

 

Australian prime minister has shrugged off the new outbreak 

and pledged to continue with the re-opening of the 

economy, but should the number of cases grow at a higher 

pace, markets may start to price in at least a slower easing of 

the lockdown. 

 

The Reserve Bank of New Zealand did not deliver any 

surprising move but – as expected – openly mentioned the 

currency strengthening as a drag to the recovery of the 

economy. At the same time, it kept all options open in terms 

of monetary policy measures. This is inevitably fueling 

expectations that negative rates will be ultimately deployed. 

However, we remain reluctant to endorse this possibility, as 

negative rates may end up doing more harm than good. The 

issue is, however, that the NZD – despite an initial drop after 

the meeting – is staying anchored to the decent resilience of 

risk assets. 

• NZD and AUD are risk appetite driven again 

• Little room of strengthening shortly 

 

Equities. 3 unfavorable factors 

The indices were under pressure last week due to 3 factors: 

 

1) Resumption of the pandemic in the world. Towards an 

endemic 

The pandemic re-accelerates with the deconfinements. 

Rising temperatures in the northern hemisphere are not 

stopping the virus. The situation is worrying in the United 

States, in particular in Florida, Texas and California, in a 

national cacophony. Some specialists are now talking about 

a global endemic and no longer a pandemic. An endemic is 

JUNE 29, 2020 
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the usual and lasting presence of a disease in a given 

region. For COVID-19, the given region is Earth. 

 

Daily new coronavirus cases in the U.S. 

Source: Johns Hopkins University 

 

2) #StopHateForProfit 

Following the Black Lives Matter movement, the lack of a 

political reaction to racist, supremacist, hateful, violent, 

defamatory, untrue messages, especially those of Donald 

Trump, conveyed in social media and Facebook's 

resistance to block such messages, civil society and 

citizens have decided to react with #StopHateForProfit, a 

campaign launched by ADL (Anti-Defamation League), 

NAACP, Sleeping Giants, Color of Change, Free Press and 

Common Sense, asking large companies to suspend their 

advertising on Facebook and Instagram in July. Facebook 

generated $ 70 billion in advertising revenue in 2019. As of 

Friday, Facebook share price lost more than 8%, Snap 6% 

and Alphabet 5.5%. 

 

The ad calls on large corporate advertisers to send 

Facebook a powerful message: 

“Your profits will never be worth promoting hate, bigotry, 

racism, antisemitism and violence.” 

“Facebook has refused to stop prioritizing profits over the 

well-being of our society, but advertisers can, which is why 

we are urging companies to take a pause from spending 

on Facebook ads until it makes common sense changes 

on the platform that protect our children, our democracy 

and social justice in this country. “ 

 

Several very large companies have announced that they 

will stop advertising in July: Coca-Cola, Starbucks, Verizon, 

Hershey, Patagonia, The North Face. Unilever will stop 

advertising until at least the end of the year. The Coca-

Cola’s CEO is clear: "There is no room for racism and there 

is no room for racism on social media." 

 

Since early June, Twitter has been blocking Donald Trump's 

tweets which have been treated as an apology for violence 

and other hateful messages, and has not ruled out suspend-

ing the account of Donald Trump and the White House. 

Ulcerated by Twitter’s attitude towards him, Donald Trump 

signed a decree to limit the protection of social networks 

and the latitude they enjoy in moderating their content. The 

US Department of Homeland Security has asked social 

networks to manage and take the necessary actions to erase 

messages that promote, incite and assist the illegal and 

violent activities associated with current citizen protests 

against racism. 

 

In the United States, the political and social divide will 

increase. Republicans and citizens close to Donald Trump's 

ideas are joining the social network Parler, which does not 

censor Donald Trump. App Parler is the most downloaded 

app in the United States in recent days, which is becoming 

the social network of the conservative Republicans. 

 

3) Possibility of suspension of dividends and share buybacks 

for US banks 

Following stress tests and in an effort to preserve capital, the 

Fed asked the US banks to keep Q3 dividends at the same 

level than for those of Q2 and to suspend share buybacks, 

fearing a risk of important losses on loans in case of a 

prolonged recession. The Fed also relaxed some prudential 

rules for holding cash as collateral for certain operations. 

• From a pandemic to an endemic 

• The discovery of a vaccine would be good news 

• Very difficult and delicate management for social 

networks between #SafeHateForProfit (citizen move-

ment) and Donald Trump 

• A scathing citizen attack on Facebook 

• The US presidential campaign is launched 

• US banks: time to preserve capital 

 

Emerging stocks. A bottom-up approach 

US-China commercial, technological and financial wars, 

COVID-19, economic slowdown, bilateral approach to trade 

and geopolitics, reorganization of production chains in 

developed countries to regain more independency, end of "1 

country, 2 systems” in Hong Kong, Taiwan's next target for 

China ?, ruling autocrats (Chinese Communist Party, Turkey, 

Russia, Brazil), all short, medium and long term factors which 

JUNE 29, 2020 
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weigh and will weigh on emerging countries. Globalization 

was in one direction only: developed countries towards 

developing countries. 

 

COVID-19 could mark the end of thinking in emerging 

markets as a unified asset class. Emerging markets were 

driven by a single story: strong exports of manufactured 

goods and raw materials resulted in higher economic 

growth, the emergence of a new middle class and an 

increase in domestic consumption. Apart from China, the 

middle class has not developed rapidly in emerging 

countries. 

 

Bloomberg Commodity Index.  

The Commodity Supercycle stopped in 2008 

Source: Bloomberg 

 

The emerging zone has underperformed  

structurally since 2010 

 Source: Bloomberg 

 

For the next few years, we will focus on emerging 

companies in technology and e-commerce, those linked 

to increasing spending by the Chinese middle class and 

Chinese pharmaceutical companies. 

 

Our recommendations: 

China: Alibaba (9988 HK), Tencent (700 HK), JD.COM (9618 

HK), Li Ning (2331 HK), Shanghai Fosun Parmaceutical 

(2196 HK), WuXi Apptec (2359 HK). 

Argentina: MercadoLibre (MELI US) 

Taiwan: TSMC (2330 TT) 

• We have no longer to invest in the emerging zone as a 

single homogeneous asset class 

• Growing importance of adopting a bottom-up approach 

• The ideal would be to constitute a basket of leading 

companies in the emerging zone 

JUNE 29, 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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