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China has been preparing the de-anchoring and the internationalization of its 

currency since a decade. The glamorous - and controversial - Silk Road project is 

the most visible vector of it. One must also consider the opening-up of its capital 

market and the Stock-connect initiatives, as well as the quotation in Yuan, of oil 

and gold, at Chinese Stock exchanges. On the macro-side, the PBoC exited its 

USD peg for a managed one (on a basket of currencies) and has formally opted 

for a monetary policy that diverges from the Fed.  

 

The hardening of Trump administration will only strengthen the resolve of Xi. The 

election of a new US President / a different Congress is unlikely to stem this 

structural undocking. Foreign capital has been pouring into Chinese assets lately, 

in search of yield and of de-correlation.   

Yuan’s metamorphosis is accelerating 

 

The eventual birth of a digital renminbi 

The People’s Bank of China initiated a study of a digital currency as soon as in 

2014. It is now contemplating the launch of a Digital Yuan, which would be a third 

kind of money issued by a central bank, next to cash and banks reserves. 

Contrarily to the Libra or the Bitcoin, there won’t be any difference between the 

value of units of digital and physical Yuans.   

 

Just like India, China essentially aims at removing physical cash. A digital Yuan 

would complicate capital flight and money laundering. It would also be more 

easily controllable by authorities… To ring-fence the banking sector from outflows, 

this digital Yuan will a) use a two-tier system based on distributors (commercial 

banks and payment platforms) and b) not receive interests by the PBoC.  

The digital renminbi is not a challenger to ¨en vogue¨ crypto currencies 

It is no alternative to the global payment system: it is essentially another channel for 

payments through banks and on-line platforms (like WeChat/Alipay) 

 

Towards a Renminbi gold-standard? 

The stock of US Treasuries held by the PBoC peaked in 2010 and then plateaued 

up to 2015, i.e. the year of its ¨devaluation¨. Since 2016, the share of the USD in 

Chinese FX reserves relentlessly decreased. Other currencies, which then 

represented 11% of the total, now approach 14%.  

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +1.4% 

 S&P 500 +5.1% 

 Nasdaq +26.1% 

 Stoxx 600 -10.9% 

 SPI +0.2% 

 Nikkei -2.8% 

 China +16.1% 

 Emerging -2.0% 
 

 

 BONDS  

 CHF Corp -0.6% 

 US Govt +9.1% 

 US Corp +7.5% 

 US HY +0.9% 

 EUR Gvt +2.5% 

 EUR Corp +0.4% 

 EUR HY -2.9% 

  

 CURRENCIES  

 USD index -3.4% 

 EURUSD +5.4% 

 EURCHF -0.8% 

 USDCHF -5.9% 

 USDJPY -2.6% 

 EM FX -10.7% 

  

 COMMODITIES   

 Gold +28.4% 

 Silver +50.3% 

 Brent -32.3% 

 Copper +5.6% 

 CRB index -19.3% 

Yuan mini-bang 
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Comprehensive data on the Chinese gold reserves are 

not officially published. What we know is that, in 2002, 

China freed up its gold market with the opening of the 

Shanghai Gold Exchange. A few years after the great 

financial crisis, China actually became a significant player 

in the global gold market. Indeed, its imports significantly 

grew since 2010 to literally explode in 2013. Over time, 

China’s central bank has facilitated physical gold 

ownership, by allowing the people to directly access the 

wholesale market and trade fine gold at lowest spreads. 

A smartphone application called “Yijintong” was also 

launched to ease further gold trading for everyone. 

 

Estimated total Chinese gold reserves 

Source: VOIMA 

 

Rumors abound that the PBoC holds at least twice the 

amount of the gold it officially discloses. Underreporting 

gold reserves would allow the PBoC to accumulate at 

lower prices. Raising gold weighting is a good hedge 

against a debasement of the USD, which still represents a 

large portion of the central banks’ reserves.  

The love story of China for gold has solid roots 

Ultimately, China may prepare some anchoring of the Yuan 

with gold  

 

De-dollarization visible effects 

In 2014, China and Russia signed a first 3-year currency 

swap worth about $25bn. It was rolled over in 2017. In 2019, 

both countries agreed to develop an alternative payment 

mechanism to the US dominated Swift. Subsequently, the 

dollar’s share of trade between China and Russia fell, for 

the first time on record, below 50%. The € was the prime 

beneficiary with a - rising - share of 30%. Russia is said to 

have acquired no less than a quarter of the world’s 

Renminbi reserves. 

 

Dollar’s share of China-Russia trade settlements 

Source: Russia’s Central Bank and Federal Customs Service 

 

China and Russia are pursuing a joint de-dollarization 

process 

Mega (geo)-political trends will accentuate this process  

• The launch of a digital Yuan would confirm the 

financial innovation skills of China 

• Next couple of years, the Yuan will not challenge the 

trade and reserve currency status of the USD 

• But still, the € and Yuan resurgence will eventually 

affect, in the medium-term, the USD prominence 

 

Fixed income. ECB minutes highlight the 

uncertainty 

The July ECB meeting illustrates that, at least in the current 

environment, it does not have any exclusive insights but is 

looking at the same developments as the rest of the 

market. The ECB made an important distinction between 
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rebound and recovery. The growth and inflation outlooks 

were qualified as conditional on substantial monetary 

policy support. Indeed, any premature financial 

conditions tightening could put the ongoing recovery at 

risk. So, the current monetary stance is here to stay for a 

while. 

 

More interestingly, there was a bit of an internal 

controversy. Not surprisingly regarding the Pandemic 

Emergency Purchase Program, some ECB members 

argued that the total size of the PEPP purchases 

(€1.35trn) should be considered a ceiling rather than a 

target.  

 

30-year German bund demand 

Source: Bloomberg 

 

The US Treasury department recent sales of long-dated 

bonds – 30-, 20-year and TIPS – did not go so well. 

Whereas in Europe, demand for the new German €1.25bn 

of 30-year debt soared. According to Bloomberg, the 

latest issue drew the largest oversubscription for a 30-

year German government bond since 1997. Its success 

helped pushed yields further below zero. This seems a 

little counterintuitive, as investors were flocking to an 

average yield -0.05% while its US counterparts was at 

1.41%. But this is a wrong comparison. 

 

European bonds can still capitalize on more-dovish tones 

not just because the ECB expresses uncertainty about the 

recovery but because of the recent EUR strengthening 

that may be starting to weigh on inflation expectations. 

The next September ECB meeting will come too early to 

take a more distinct position on the shape of the 

recovery. It will definitely create some more headaches 

regarding the inflation outlook.  

 

The recent EUR strengthening could lower the inflation 

forecasts at least mechanically by between 0.2% and 0.4%. 

June inflation forecasts were at 0.8% in 2021 and 1.3% in 

2022. A downward revision below 1% for 2022 would be a 

strong incentive for additional monetary stimulus before 

year-end. 

• Favor US TIPS to European inflation linked bonds 

 

Fixed income. The Fed keeps its powder dry 

The July 29th FOMC minutes indicate some concern over 

the state of the economy. This was due to the renewed pick

-up in Covid-19 cases and many states scaling back their 

reopening. The pandemic effects were more than offsetting 

upward pressures on some prices. They were qualified of 

disinflationary. Amongst the FOMC, there was no  appetite 

to deliver anything,  despite agreement that inflation would 

likely continue to run well below their 2% inflation target 

for some time. All we got was the agreement that over 

coming months it would be appropriate to increase the 

balance sheet size at least at the pace of the last months. 

 

The Fed would maintain the current Fed Funds range at 

least until one or more specified economic outcomes was 

achieved. According to the minutes, they could state at the 

next economic review that they would not  raise  rates 

before unemployment falls  below 5% and inflation 

exceed  2%, for example.  

 

The Fed dots of individual member forecasts suggest just 2 

members expect rates to be raised before the beginning of 

2023. It will merely reinforce the message that the Fed will 

absolutely not raise rates imminently. This is anchoring the 

short end of the yield curve even more sturdily. 

 

The limited enthusiasm for Yield Curve Control (YCC) 

expressed in the minutes has served to reinforce the recent 

curve steepening trend. YCC is where the Fed could use 

focused asset purchases to limit the long-end Treasury 

yields upside.  

 

Most members judged that yield caps and targets would 
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likely provide only modest benefits in the current 

environment. Officials are worried about potential costs 

of YCC including the possibility of an excessively rapid 

expansion of the balance sheet and difficulties in the 

design and communication of the conditions under 

which such a policy would be terminated.  

 

Should yields start to rise more significantly? Perhaps as 

Treasury issuance is ramped up to finance a record 

deficit. 

 

 

Fed Funds and yield curve 

Source: Bloomberg 

 

• US long-end yields are not so anchored 

• Lack of Yield Curve Control enthusiasm keeps the 

curve steepening trend in play 

 

Currencies. PBoC on hold for a while 

The PBoC did not cut the 1Y and 5Y Loan Prime Rates, 

which respectively stay at 3.85% and 4.65%. This is 

consistent with their recent comments that monetary 

policy will be more flexible and more specific to give 

liquidity to corporates that are really in need of funding 

to survive the damage stemming from Covid-19.  

 

Monetary policy rates will remain the same for the rest of 

2020 as China’s Covid-19 infection cases have been 

stabilizing. There will be no broad-based RRR cut. There 

could be targeted RRR cut or targeted re-lending for 

SMEs and the agricultural sector.  

 

However, if the liquidity tightens, the central bank will 

fine-tune it via daily open market operations. This should 

have no impact on the USD/CNY. 

 The USDCNY will stay below 7.0 for the coming months 

 This could be revised lower given the USD weakness 

 

Equities. Wary of September 

The market seems to adhere to a scenario that benefits 

equities: 

• V-shaped recovery of profits in 2021 (US: -20% in 

2020 and + 28% in 2021). 

• Inflation expectations are rising (response to the 

Covid-19 recession). 

• Real interest rates will stay low. 

• The interest rate curve will gradually repent. 

• Equities are supported by liquidity and public 

spending programs. 

 

At 6-12 months, the stock markets will continue to rise: 

liquidity and a very gradual recovery in the economy. If the 

V-rally in profits is confirmed, we value the S&P 500 at 

3,600. 

 

Covid infections are decelerating in the US (since July 26), 

but accelerating in Europe, but, for now, like in the US, with 

a much lower death rate than in the spring. 

 

However, at 1-2 months, stock market consolidation is 

possible due to unfavorable seasonality (see chart below). 

The monthly calculations over 10, 20 and 30 years come to 

the same conclusion: the months of August and September 

are mostly months with negative performance. 

 

S&P 500. Monthly averages over 30 years  

(green positive, orange mixed, red negative) 

Source: Heravest 
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The economic recovery and inflation supported by 

liquidity will benefit the Value / Cyclical segment and 

Europe, which has a significant Value bias. (see graph 

below). We can see that the economy is picking up 

strongly in China under the monetary and fiscal 

injections. 

 

Weight of the Value segment in the   

S&P 500 and Euro Stoxx indices 

Source: Heravest 

 

Fund managers are getting more nervous about US 

stocks and a presidential campaign that could get out of 

hand, if not already with the US Post scandal and Donald 

Trump's warning on validity of the result with the postal 

vote. A Bank of America survey shows that fund 

managers are overweighting Europe and the Vanguard 

FTSE Europe ETF has recorded the largest inflows since 

January 2020. Analysts expect a stronger rebound in 

European profits (+36%) than for US profits (+20%) in 

2021. 

 

Investors could reduce FAANGs which are in a very 

overbought technical situation. The Covid-proof and low 

interest rate arguments (which justify high market 

valuations for Growth segment) are in our opinion 

largely played. 

 

The FAANG theme is very overbought 

Source: Bloomberg 

The S&P 500 returned to February 2020 all-time highs, but 

since February 19, when the correction began, only 38% of 

stocks have posted gains. 43 stocks have positive 

performances of more than 25%, most in technology and 

health. 

 

Stocks show split performance since February 

Source: CNBC, FactSet 

 

• Although this is not (yet) reflected in performance, we 

are maintaining our overweighting in Europe and the 

Value / Cyclical segment (banking, industrials, 

materials, discretionary). 

• The acceleration of Covid infections in Europe is 

probably delaying the European bet 

• In this phase of resurgence of infections during the 

summer, investors are therefore hesitating between 

cyclical and defensive stocks 

• FAANGs are technically very overbought in the short 

term, which does not detract from their interest in the 

medium to long term 

 

Equities. Green stocks benefit from Joe Biden lead 

The green theme is reinforced with the advance of Joe 

Biden in the US presidential election. In 2020, the WilderHill 

Clean Energy Index (+53%) outperformed the S&P 500 

(+3%). This index brings together all US companies linked 

to solutions for ecological transition to limit global 

warming.  

 

This involves solar power, wind power, electric cars, 

hydrogen, energy efficiency, energy storage, circular 

economy, waste management, etc.  
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The Democrats' program, Solving The Climate Crisis, is 

based on spending of $ 2,000 billion over 4 years in 

carbon-free investments.  

 

Quite the opposite of the current climate-skeptic 

President Donald Trump, who supports the coal industry 

and allows oil exploration in protected areas of the 

Arctic. With the Democrats in power, green investments 

will accelerate. 

 

Performance in 2020 

Source: Bloomberg 

 

• The US and Europe are planning significant spending 

on carbon-free infrastructure 

• Donald Trump's re-election would be a disaster for 

the US green economy 

• Overweight the green theme 

 

Oil. Gradual rebalancing of the supply / demand 

balance 

The demand is gradually returning and it is higher than 

the world production. This situation will remain so long 

as oil stocks are allowed to return to normal. 

 

Oil. Supply and demand 

Source: Bloomberg 

Normalization of oil stocks in Q1 2021 

Source : US Energy information Administration 

 

Even though oil prices are rising, investing in the energy 

sector is difficult : 

1. The European majors are integrating the ecological 

transition. They reduce dividends and make value 

adjustments on their reserves. 

2. Many commercial banks are announcing the end of 

fossil fuel financing by 2030. 

3. Many investment banks announce the end of 

indirect financing (stocks, bonds) of fossil energy. 

4. More and more investors no longer want to buy 

stocks and bonds of fossil energy producers (mainly 

oil and coal). 

5. Even if there is confusion between ESG and ecology, 

investors consider that oil companies are outside of 

a good ESG management. 

 

The US majors are not (yet) in this ecological transition 

process. 

• Brent price is expected to return to $ 50-60 in 4Q20 

• We are underweight energy 

 

Industrial metals. Chinese demand supports prices 

Despite the pandemic and its economic shock, industrial 

metal prices are rising in anticipation of a global recovery in 

V in 2021 and an ongoing recovery in infrastructure 

investments in China thanks to monetary and fiscal stimuli. 

The price of iron ore is at its highest since 2014, driven by 

China and production problems (Covid) in Brazil, the 

world's 2nd largest producer of iron ore, behind Australia 

and ahead of China and India. 
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Price trends for copper, iron ore and aluminum in 2020 

Source: Bloomberg 

 

Some analysts believe that the bullish situation is not 

sustainable, as 1) fall and winter generally mark a 

slowdown in construction, 2) inventories rose with the 

global economy stopping (see charts below) and 3) the 

coronavirus is still present. 

 

Supply / demand balance. Oversupply due to Covid 

Source: Bloomberg / Bloomberg Intelligence 

 

The price of copper has been on a negative trend for 10 

years, while: 

1. copper is the metal the most correlated with the 

global economy, 

2. China has significantly increased its spending on 

infrastructure and real estate, 

3. China has become, by far, the world's leading 

automotive market 

4. and copper will be one of the most used metals in 

the green economy. 

Copper price over 10 years 

Source: Bloomberg 

 

Historical Copper reserves vs. Copper annual production 

A paradox explained by sufficient production. Copper 

reserves are estimated to be between 800 and 870 million 

tons (with Chile accounting for 25%) and annual demand is 

28 million tons. 

 

Use of copper in the US 
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• We are still cautious about industrial metals 

• Most metals have sufficient reserves to meet rising 

demand. 

• Copper: Glencore 

• Iron ore: BHP Billiton, Rio Tinto, Vale 

• Aluminum: Alcoa, Norsk Hydro, United CO Rusal 

• As for fossil fuels, the E rating in ESG is not 

satisfactory 

• The most prominent metals in low-carbon 

investments are : copper, nickel, cobalt, lithium and 

aluminum (solar) 
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