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Financial repression fuels investors’ mutation 

In the past decades, financial (equity) markets have been the scene of a 

confrontation between smart - say Hedge Funds - and retail investors - say Mr. 

Nobody -. The former usually won the contest, thanks to better information 

collection, nimbleness, and risk management (i.e. the adequate use of derivatives 

investment vehicles). Retail investors tended to be trend followers, late in the 

game. Long-term institutional investors attenuated the fight, as being the ultimate 

referees. 

 

Things have changed in the past years due to financial repression and, lately, to 

pandemic. Pension funds and life insurances have been obliged to engage more 

actively into risky assets because of the attrition of pool of risk-free generating 

assets. Due to the ongoing asset price inflation generated by policy makers, 

Hedge Funds lost their ¨magic touch¨ and capacity to front-run long-only 

investors; they have even underperformed. Retail investors changed dramatically. 

Brokerage firms have actively accompanied the massive arrival of the millennial 

generation, replacing ¨Joe Six-Pack traders¨. Smart-Phone applications like 

RobinHood now provide huge opportunities to easily trade. Trading commissions 

also collapsed in this highly competitive segment of clients. The high price of real 

estate / rent and the persistent pressure on real wages also incentivize this 

population to trade.  

Source: Legacy providers consist of ETrade, TD Ameritrade, Edward Jones, Fidelity 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +4.2% 

 S&P 500 +8.6% 

 Nasdaq +30.3% 

 Stoxx 600 -11.3% 

 SPI -1.3% 

 Nikkei -2.0% 

 China +18.7% 

 Emerging +0.6% 
 

 

 BONDS  

 CHF Corp -0.7% 

 US Govt +8.4% 

 US Corp +6.5% 

 US HY +1.6% 

 EUR Gvt +1.8% 

 EUR Corp +0.2% 

 EUR HY -2.6% 

  

 CURRENCIES  

 USD index -4.2% 

 EURUSD +6.1% 

 EURCHF -0.9% 

 USDCHF -6.6% 

 USDJPY -2.8% 

 EM FX -9.7% 

  

 COMMODITIES   

 Gold +29.6% 

 Silver +56.9% 

 Brent -30.2% 

 Copper +8.1% 

 CRB index -17.4% 

The battle of new bosses 
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Most US professional sports leagues have been closed 

since Mid-March. According to ESPN, leagues will lose at 

least $12bn in revenue due to stoppages caused by 

COVID-19 pandemic... Online betting has consequently 

collapsed too. Before Covid-19, it was the prevalent 

tentative source of easy gain / income for millennials. 

Large sports events - hence opportunities to bet - will 

gradually resume with the expected containment of 

pandemics.    

 

US administration reacted to Covid by flooding 

households with cash. In the last 4 to 5 months, the 

distributed cash represented more than the wage 

normally earned by a significant proportion of US 

employees. The disposable income of the ¨not haves¨ 

actually improved during pandemics. This probably was 

another incentive to ¨gambling¨.  

Retail investors represent about 25% of daily transaction 

volume 

This surge is supported by the confluence of fundamental 

(macro) factors and pandemic 

Speculative / herd behavior is undeniably emerging...  

 

Big players have remained on the sideline 

Long-term investors have been much more cautious 

from Q2 20. For them, spikes of volatility - be it for bonds 

or equities - play a mechanical role which spell, in a 

nutshell to... risk reduction. They essentially hid in money 

market funds. MMF actually climbed 50% in 2020 from 

about $3000bn to more than $4500bn. They acted 

similarly in 2009, in the aftermath of the Great Financial 

Crisis. It took them a couple of quarters to reinvest about 

$1000bn exit MMF late 2009 / early 2010 to be reinvested 

in risky assets. It may take them a few more months to 

do it markedly this time, as equity volatility remains 

elevated now. Indeed, VIX has lately stayed over 20 

compared to below 15 during last decade.  

Source: Bloomberg 

Pension Funds, Life Insurance and other endowments barely 

participated in markets’ rebound 

They will probably re-invest gradually their cash over next 

months 

 

For now, retail investors have clearly outsmarted Hedge-

Funds and long-only institutions. Even more so if one 

considers the granularity of millennials (high) exposure to 

US Tech / FANGS. But isn’t it reminiscent of a Mania in the 

making!? Indeed, would a correction of Wall Street, the 

resumption of sports betting on a large scale, or lower cash 

support from the US administration fundamentally modify 

millennials attitude?   

• Retail investors will probably not be a prominent / 

structural factor driving equity markets 

• But the recent performance shortfall of long only 

investors may prolong healthy developments of risky 

assets... 

• ... and the Party of these young “speculators” 

 

Fixed income. Green is everywhere 

Germany has committed itself to being almost climate 

neutral by 2050. In November 2016, the German Federal 

Government adopted its Climate Action Plan 2050, making 

the country one of the first to submit a long-term 

greenhouse gas emissions strategy to the United Nations, 

as required under the Paris Agreement. Germany is in the 

process of overhauling its energy system, moving away 

from nuclear and fossil fuels towards renewable energy 

sources and enhancing energy efficiency. This transition is 

an unparalleled and very demanding challenge for the 

German economy but also an opportunity to innovate. 

Furthermore, Germany is committed to phasing out 

coalfired power generation, at the latest in 2038, and to 

expanding the share of renewable energy in gross 

electricity consumption to 65% by 2030. 

 

On August 24th, the German Ministry of Finance and 

German Finanzagentur published a German Green Bond 

Framework. According to this framework, the German 

Finanzagentur plans to issue a 10-year green bond in 

September. The 10-year green bond is set to have the 

same coupon and maturity as the conventional Bund (DBR 

0% 08/30). The German Finance Agency plans to issue 

between €8bn and €12bn in 2020. It plans to issue in the 5-

year segment as well in 2020. The Finanzagentur is set to 

be very active in the secondary market through switches, 

AUGUST 31, 2020 



 ♦ 3 

repos. Following the inaugural syndicated deal, it plans 

to issue  through either syndication or the regular 

auction schedule. Germany plans to build a liquid green 

bond curve in the 2-, 5-, 10- and 30-year segments. This 

would enhance liquidity in the green bonds despite the 

amount outstanding being less than for the conventional 

bond. 

• Green bonds remain a development axe for both 

investors and issuers 

 

Fixed income. Still some value left in peripheral 

bonds 

Bond spreads ballooned in the early phases of the 

COVID-19 crisis but have since seen an almost complete 

recovery. Amidst the overall spread narrowing, some 

countries and maturity sectors have been lagging. 

Peripheral bond spreads started widening in late 

February and hit their highest levels in March/April. For 

instance, the Italian 10-year spread to Germany widened 

by 150bps at its worst. It is relatively easy to find a 

justification for the spread widening. The pandemic 

delivered an almost unprecedented hit to many 

economies, hurting their public finances. The public 

deficits and higher bond issuance needs put upward 

pressure on bond yields. 

 

All those worries have vanished. Bond spreads have 

mostly rebounded almost in full, and longer core yields 

remain close to their pre-crisis levels. The biggest reason 

behind the recovery is the ECB action to keep financial 

markets in check. The EU countries decided to set up a 

EUR 750bn recovery fund which is a strong political 

signal that the member countries are willing to go to 

great lengths to keep the union together and should 

have permanently reduced the break-up risk of the Euro 

area. 

 

Finally, despite the ongoing second wave of the disease, 

the economies have started to recover. At the same time, 

the demand for safe assets such as bonds remains strong 

globally. 

 

Not all markets have recovered equally. When we 

compare spreads to Germany to their levels just before 

the coronavirus-induced widening, Italian and 

Portuguese spreads mostly remain elevated compared to 

their pre-crisis levels. In the semi-core, France has also 

been lagging to some extent. All these countries are 

among those hardest hits by the pandemic, at least if 

measured by impact on their economies. In Italy, especially 

the 5-year sector has underperformed, while in Portugal it 

has been the 10-year segment. The Spanish 10-year sector 

stands out as cheap compared to pre-crisis levels. 

• Continue to favor peripheral bonds given the central 

banks and governments supports 

 

Equities. US Technology is the same size as the 

European stock market 

According to Bank of America, the European stock market 

was 4 times the size of US tech in 2007. Today, US tech has 

a market capitalization of $ 8,600 billion, and $ 12,240 

billion if we add Amazon, Alphabet and Facebook. The 

European Stoxx 600 index, including the UK and 

Switzerland, has a market capitalization of $ 12,600 billion. 

 

US tech accounts for 27% of the S&P 500, including 6.6% 

for Apple. US tech coupled to Amazon, Alphabet and 

Facebook is 40% of the S&P 500. 

 

Sector breakdown of the S&P 500 

  

Until mid-July, the US ex-FAANG and Europe performances 

were similar. 

 

AUGUST 31, 2020 

IT / Amazon / 
Alphabet / 

Facebook 40%

Communication 6%
Industrials 8%

Finance 10%

Health 13%

Discretionary 7%

Staples 8%

Energy 2%
Utilities 3%

Materials 2% Real Estate 3%
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Performance (base 100) of the FAANG+, S&P 500 Equal 

Weight indices (0.2% weighting for each company) and 

Stoxx 600 

Source: Bloomberg 

 

Epic Games, a powerful developer of mobile video 

games, is attacking the monopoly of Apple and Google, 

which take 30% commissions on transaction revenue. 

Epic Games represents the video game industry because 

other developers cannot afford to attack Apple and 

Google. In retaliation, Apple and Google banned 

updates to the Forenite game, and then last Friday Apple 

closed the Epic Games account. 

 

The issue is important, as video games released on 

smartphones and tablets accounted for $ 62 billion in 

2019, or one-third of the entire video game industry. The 

vast majority of these video games are distributed on the 

Google Play Store and App Store app stores. According 

to some analysts, the outcome of the conflict could have 

major consequences, such as lowering Apple and 

Google's commissions and / or regulating commissions, 

which would be favorably received by lawmakers around 

the world. All the developers in the world are with Epic 

Games: the commissions charged are unjustified with 

regard to the costs of the development of the games. 

 

Since the regulator and the legislator fail to take over the 

GAFA, the video game companies attack their monopoly. 

Politicians can take their chances in this debate to 

change the structure of the market and bring Apple and 

Google into line. 

 

Facebook and Microsoft have joined Epic Games in its 

fight. Facebook also criticizes Apple for its inflexibility on 

commissions. Through its social networks, Facebook 

wants to offer SMEs paid events online without taking 

commissions for a year if they use a computer or a 

mobile device running Android, the operating system of 

Google, to absorb the costs of companies in difficulty 

due to Covid. Apple refused to reduce its 30% tax. Last 

Friday, Apple even blocked an update from Facebook 

aimed at informing users about the Apple tax. Microsoft 

supports Epic Games, because Epic Games is also behind 

Unreal Engine, a tool that allows, among other things, to 

create a graphical and physical environment in games, used 

by many studios and on many video games, including for 

the environment iOS and macOS. Microsoft and Xbox-

related video game studios can also use the Unreal Engine 

for their creations. "Stopping Epic from developing and 

updating the Unreal Engine for iOS and macOS is going to 

hurt creators and gamers alike," Microsoft says. 

• US technology fully explains the outperformance of the 

United States 

• FAANG monopoly is under attack by the mobile video 

game industry. Apple and Google's commissions could 

go down 
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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. 
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