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Beware of sleepy water 

 

¨ Stability leads to instability¨ 

H Minsky 

 

The financial repression implemented post 2008/9 resulted in a new regime: Asset 

Price Inflation and low volatility of financial markets. On average, the volatility of 

markets, as featured by the VIX (equities) and the MOVE (bonds) indices has 

experienced very long periods of subpar developments. So far, so good, but there 

is a (severe) snag...! Indeed, this calm surface goes along with more frequent 

¨accidents¨… 

 

New patterns of VIX: Pre and post QE 

Source : Algebris UK Limited, Bloomberg 

 

Indeed, sophisticated investors acknowledged for the low volatility regime by 

designing dedicated strategies. Short volatility selling products emerged. In the 

past years, these strategies became a ¨Must¨, even in the portfolios of cautious 

pension funds. In a first phase, the attractiveness of such strategies reinforced, 

thanks to the indisputable good performances delivered. Indeed, from 2005 to 

2013, these strategies globally delivered between 9% and 28% returns, except for 

2008 and 2011. Hard to resist to this type of sirens, right... Particularly considering 

the evaporation of the pool of risk-free assets during the following years.  

 

As usual, these instruments have become crowded after such stellar years and 

logically they experienced diminished returns. Worse, the succession of VIX spikes 

which started from 2018, virtually killed their track record. Incidentally, as of end 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +1.7% 

 S&P 500 +6.1% 

 Nasdaq +26.1% 

 Stoxx 600 -12.1% 

 SPI -0.8% 

 Nikkei -2.4% 

 China +14.0% 

 Emerging -1.4% 
 

 

 BONDS  

 CHF Corp -0.4% 

 US Govt +8.6% 

 US Corp +6.9% 

 US HY +1.6% 

 EUR Gvt +2.3% 

 EUR Corp +0.6% 

 EUR HY -2.3% 

  

 CURRENCIES  

 USD index -3.6% 

 EURUSD +5.5% 

 EURCHF -0.4% 

 USDCHF -5.7% 

 USDJPY -2.3% 

 EM FX -9.8% 

  

 COMMODITIES   

 Gold +27.3% 

 Silver +50.5% 

 Brent -36.5% 

 Copper +8.6% 

 CRB index -19.4% 

Lessons of levitation 
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August, these products did not - at all - rebound like 

long only assets. The latest spike of VIX might well have 

worsened the picture. 

 

Returns of CBOE Hedge Fund Index  

(as of end August 2020) 

Investment bankers thrive at (re-)inventing martingales. 

But outperformance is more than often temporary 

Short-volatility traders learned their lessons in 2020 

 

Low volatility favors RobinHood-like speculation 

As discussed in our latest Weekly Report, transaction 

volume at Wall Street is now composed, by more than 

20%, from new retail investors activity. There is multiple 

anecdotal evidence that their time horizon is extremely 

short, with a fascination for high flying / distressed 

companies. At the very least, this new pattern shakes the 

foundations / certitudes of the usual experts (suspects?), 

i.e. Hedge Funds and Large institutions. This new cohort 

has also become hyper-active on ... derivative products. 

Indeed, the volume of options trading by very small - 

retail - investors took-off in the past weeks.  

Source: Bianco Research 

Hyperactive retail investors (Y generation) have little 

experience of long and adverse market developments 

The learning curve of ¨RobinHood-like¨ traders is steepening 

• Like always, raging speculation raises the odds of 

corrections 

• Current volatility resurgence resembles more a 

cleaning process than it prefigures a bear-market 

• It could healthily remove extravagant investors’ 

expectations 

• Pragmatic investors should refrain to overreact and 

remaining - highly - critical towards new paradigms 

and financial - product - innovations 

 

Currencies. EM currencies are lagging in all market 

conditions 

It seems like we are back where we were at the beginning 

of the year. Investors could be tempted to expand their 

scope to less popular asset classes which can seem cheap. 

However, in most cases they are cheap for good reasons. 

Emerging assets are amongst those assets that look always 

cheap, at least in relative value, as they are offering higher 

yields/spreads than their developed peers. 

 

First, the EM universe is broad and diversified. At the top 

end, Israel, South Korea, and Taiwan are still included into 

EM indices. At the bottom end is India, a country with 

enormous potential if it can overcome its enormous 

structural problems. There is a solid group in the middle 

with varying levels of institutional maturity and political 

freedoms. Then, the universe has recently 

experienced  numerous defaults like  Argentina, Barbados, 

Ecuador, Mozambique, Puerto Rico and Venezuela. 

Furthermore, Fitch sees Gabon, Mozambique, Congo, 

Suriname and Zambia at high risk of short-term default. 

Finally, a long list of countries in Africa, the Middle East and 

Latin America, which  are running substantial budget 

deficits,  are hoping for a massive oil price increase to save 

them. 

 

Economic activity fell faster and deeper in EM economies 

than in advanced ones during the COVID episode, and the 

recovery is proving slower and shallower. At August-end, 

according to Bloomberg, EM countries activity index ex-

China remains one third below its pre-crisis level. China, 

Russia, Turkey, and Brazil have made the most progress, 

while the rate of recovery in major Latin American 

countries has been much slower. 
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2005 2006 2007 2008 2009 2010 2011 2012

17 ,9% 28,6% 15% -9,4% 19,1% 11,4% -1,2% 9,1%

2013 2014 2015 2016 2017 2018 2019 YTD

9,5% 4,5% 1,1% 5,1% 9,1% -13% 8,3% -10,5%
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Source: Bloomberg 

 

On year-to-date basis, emerging currencies are 

underperforming advanced nation by a record. From 

February to May, EM currencies have set a succession of 

new lows. Since then, they have recently rebounded on 

the back of a weaker USD. They are poised for a third 

monthly advance, their longest winning streak since 

January 2019. While Fed Powell policy shift has helped 

to  boost risk-taking in recent sessions, there are several 

danger signs suggesting their recent gains may be about 

to end. 

 

Concerns surrounding the economic impact of Covid-19 

on EM and their ability to deal with a prolonged crisis still 

dominate investor sentiment. This has led to prefer 

developed market assets over EM ones. A rapid volley of 

interest-rate cuts to combat the pandemic has also 

reduced their attractiveness in absolute and relative 

terms. The index that measures returns from borrowing 

in USD and investing in 8 high-yielding EM currencies is 

below its 10-year average after dropping to a decade low 

in April. 

Bloomberg EMFX carry index 

Source: Bloomberg 

 

EM stocks and bonds ETFs have seen combined outflows 

of $16.5bn this year. 

EM ETFs (bonds & equities) monthly flows 

Source: Bloomberg 

 

• Avoid EM currencies and  local currency bonds as they 

failed to stabilize 

 

Fixed income. PBoC will promote a new key rate 

In a white paper on the use of risk-free rates, the PBoC said 

it will promote the Deposit Rate, i.e. the repo rate among 

depository institutions, as the benchmark for the market 

and for its monetary policy. The PBoC has been referring to 

Deposit Rate to gauge money market liquidity conditions in 

past quarterly monetary policy reports. This amendment is 

by no means a surprise. While the onshore CNY bond 

market does not rely primarily on interbank rates, there is a 

desire to time the transition to the new benchmark with the 

global development over expected discontinuation of 

LIBORs. 

 

US-China 10-year yield spread 

Source: Bloomberg 

 

The recovery of the Chinese economy remains on track. 

Despite some unevenness with consumer spending 

lagging, China remains in a gradual recovery path after 

emerging from a trough in March. China will be the only 

major economy to post a positive growth in 2020. 

 

More importantly, China prudent fiscal and monetary 

policies continue to lend support to the bond market and 

the currency. There is no deficit monetization, nor 

quantitative easing. Indeed, with the economic recovery, 
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China will adopt a stable monetary policy. After cutting 

interest rates by 30bps in H1 2020, the PBoC will keep 

rates unchanged through year-end. The Chinese bond 

market now offers the third highest yield in Asia, only 

after India and Indonesia. 

 

Against the US Treasury and across the curve, Chinese 

government bonds yield premium is close to its widest 

on record. Furthermore, there is a high and stable 

correlation between German and US Treasury yields. 

However, there is evidence that Chinese government 

bond yields are somewhat less correlated with the US 

ones. 

• In a ZIRP world, favor Chinese government bonds as 

the ultimate alternative in term of carry and 

correlation 

 

Equities. The premises for a correction or a 

sector rotation? 

On Thursday and Friday, the US indices corrected, while 

Europe and Japan consolidated. The S&P 500 lost 4.3%, 

the Nasdaq 6.2%, the NY FANG + 7.1% and to a lesser 

extent, the Stoxx 600 by 2.5% and the Nikkei by 0.2%. 

 

We have been expecting a foreseeable consolidation / 

correction for 2 weeks, due to an overbought technical 

situation in growth stocks, in particular the FAANGs with 

Apple in the lead. But we do not see a general exit with 

panic, as on Friday investors bought the Value segment, 

banks, airlines, airport managers, automobile. Market 

seems to sell expensive stocks, and to buy the cheapest 

in a scenario of economic recovery in 2021. 

 

Apparently, Robinhood investors and Softbank were 

partly responsible for the recent acceleration of the 

FAANG+ rise through massive option purchases. Described 

as the Nasdaq whale, the Japanese company Softbank 

would have bought last month for $ 4 billion options on 

stocks like Apple, Tesla, Microsoft, Netflix, Amazon, Nvidia 

or Zoom. 

 

In the discovery of one or more vaccines, Astrazeneca / 

Oxford University will announce their first results of their 

clinical phase 3 as early as mid-September. Moderna and 

BioNTech will make similar announcements in mid-

October. 

 

Fed boss’s Jerome Powell came on Friday to support stocks 

- this is our feeling - by reconfirming that interest rates will 

remain low for several years to support the economy. He 

also said the Fed had done a lot, but could do more if 

needed. 

• Technical correction in a bull market 

• We maintain our recommendation on Value stocks 

• We reaffirm our positive view on US banks with 

JPMorgan, in addition to Bank of America and 

Citigroup, and the airline sector with Delta Airines and 

Dufry. We are looking at Aeroport de Paris stock 

 

Equities. Is Apple too expensive or Samsung too 

cheap? 

In 2020, Apple shares were up 65% and Samsung shares 

were down 3%. Since the rally began on March 24th, Apple 

has climbed 96% and Samsung by 20%. Apple's market 

capitalization has risen to $ 2.068 billion, while Samsung's is 

"stalling" at $ 279 billion. Apple’s PER is 37x 2020 estimated 

profits and Samsung’s at 15x. 

 

As we say: "There's no contest!". While the two groups are 

comparable on some points, the difference in market 

capitalization is neither explained by their size, not their 

activities, nor their dominant position. Apple has a global 

smartphone market share of 14% and Samsung 20%, tied 

with Huawei, followed by Xiaomi 11%, Oppo 9%, Vivo 8% 

and Lenovo 3%. Samsung is also a worldwide leader in 

semiconductors, TVs and display panels; Samsung 

therefore has strengths. In semiconductors, Samsung is 

expected to take advantage of US restrictions on Chinese 

companies using US technology, especially recently on 

SMIC, Semiconductor Manufacturing International 

Corporation. Samsung is also a player (small, but which 

intends to become large) in telecom equipment, including 

5G, and will also benefit from the restrictions on the 
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Chinese Huawei and ZTE. Samsung has signed a $ 6.6 

billion deal with Verizon to supply 5G telecom 

equipment. 

 

The main difference, largely in favor of Apple, is 

profitability. Operating margin: Apple 24.6%, Samsung 

12%. Return on invested capital (ROCE, indicator of value 

creation for the shareholder): Apple 24.5% (annual 

average over 6 years) and Samsung 12.3%. Apple 

therefore deserves a premium over Samsung. 

In Q2 2020, Apple held up well despite the pandemic and 

store closures, thanks to China. At Apple, smartphone sales 

by volume fell 0.4% and rose 1.7% in dollars. Samsung saw 

its sales fall by 27.1% in volume and 21% in price. Huawei 

recorded a decrease in volume sales of 6.8%. 

Source: Gartner 

 

Thanks to its significant weight of smartphone sales (55% of 

total revenues), Apple will particularly benefit from the 5G 

Supercycle, with the renewal of 3G / 4G smartphones to 5G 

ones. The iPhone 5G12 will be released in October. In 

China, in the 2nd quarter, 30% of sales concerned 5G 

smartphones compared to 16% in the 1st quarter; in June, 

the proportion was 40%. Bodes well for 5G smartphone 

sales in 2020 and beyond. 

 

Apple’s PER at 37x 2020 is high; we would prefer to see a 

PER between 25-27x. Apple benefited from the lockdown in 

the second quarter with strong increases in iPad and Mac 

sales. However, Apple deserves a premium over Samsung 

because of its higher profitability, but also by its closed 

ecosystem which strengthens the Apple community and 
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APPLE SAMSUNG

2019 USD bn

Revenue 260.2 197.7

Operating income 64 23.8

Operating margin 24.6% 12.0%

Net profit 55.3 15.9

Net margin 21.3% 8.0%

Total assets 340 305

Equity 91 228

Financial debt 98 12

Cash 195 103

ROCE (ann. average on 6 years) 24.5% 12.3%

Price USD* 121 1 158

EPS 19 3 70

EPS 20 3.2 78

EPS 21 3.8 107

EPS 22 4.2 120

PER 19 40.3 16.5

PER 20 37.8 14.8

PER 21 31.8 10.8

PER 22 28.8 9.7

Heravest valorisation USD 145 1 600

Potentia l upside 19.8% 38.2%

*Samsung : listed in USD in London (SMSN LI)

2 068 279Market cap

Smartphones

/Tablets 42%

Semiconductor

25%

Display panels

12%

TV 10%

Appliance/Medical 

equipments 7%

Harman 

(automotive) 4%

SAMSUNG 

Smartphones

55%

Services 18%

Mac 10%

Wearable 9%

iPad 8%

APPLE
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creates an identity side: for several years, Apple has 

maintained its stable market share around 14%, while 

Samsung has continuously seen its market share drop 

with the arrival of the Chinese, Huawei, Xiaomi, Oppo, 

Vivo, from 35% to 20% in 5 years. Apple's strength is a 

strong marketing that forges a very close link with the 

customer. 

 

Samsung would deserve a PER of 19x 2020 compared to 

15x currently. We consider the PERs of the various 

activities, taking comparable listed companies, to arrive 

at this result, namely those of smartphones, appliances / 

TV, semiconductors and display screens. We arrive at a 

valuation of $ 1,600 per share. Samsung will also benefit 

from the 5G Supercycle, but also from the extraordinary 

expansion of connected objects thanks to 5G; and we 

think more specifically of autonomous and connected 

cars where Samsung is present with its subsidiary 

Harman. 

• Consolidation of FAANGs is welcome and necessary. 

Apple was very overbought 

• Target price on Apple (AAPL US) at $ 145. Technical 

support at $ 105 

• Target price on Samsung (SMSN LI) at $ 1,600 (share 

listed in London in USD) 

 

Equities. Tesla won’t integrate the S&P 500 

In 2020, Tesla shares rose 400% and its market 

capitalization is close to $ 400 billion, the 6th market cap 

in the Nasdaq. There were 3 significant events for Tesla 

last week: 1) a $5bn capital increase, after $ 2bn in 

February, 2) the stock split by 5 and 3) its non-inclusion 

in the S&P 500. 

 

After a month of waiting, the S&P 500 announced Friday 

that Tesla is not going to enter the index despite having 

met certain membership criteria, including the 

publication of 4 profitable quarters in a row. This hope 

has most likely supported Tesla shares. S&P 500 decided 

to enter 3 stocks much smaller than Tesla, Etsy (with a 

market cap of $ 13 billion), Teradyne ($ 13 billion) and 

Catalent ($ 13.8 billion). This non-inclusion is still 

astonishing for a company active in a segment of the 

future, namely electric cars, batteries, energy storage and 

solar, and an emblematic company of the US industry. 

S&P 500 did not provide reasons for this non-inclusion. 

Was it the very high market valuation that cooled the 

S&P 500, at 235x 2020 and 139x 2021? Rather, it would be 

the source of profits that come from sales of carbon credits 

to other car makers, and not from operational activity. The 

sale of carbon credits is very lucrative for Tesla, since it 

does not generate any direct cost to earn them; in 2Q20, 

Tesla posted a profit of $ 104 million and carbon emission 

credit sales were $ 428 million; without these credit sales, 

Tesla would still make losses. 

 

A question mark: we cannot reconcile Tesla's targets for car 

sales of 4 million for 2025 and 20 million for 2030, with the 

forecast for overall sales of electric cars up to 2030, coming 

from reliable sources. 

 

In 2030, sales of BEV (electric batteries), HEV (gasoline/

battery hybrid) and PHEV (plug-in rechargeable hybrid) 

cars will represent 52% of total passenger car sales, of 

which 35% are all-electric and 65% hybrid. For all electrics, 

where Tesla is present, we calculate 8.8 million cars in 2025 

(780,000 units in 2019) and 17.6 million in 2030; this means 

that Tesla would account for 45% of the market in 2025 

and 113% (?) in 2030. That does not fit! 
 

Worldwide sales are going to have to be higher than 

expected for Tesla to have any chance of achieving its 

goals. Moreover, other manufacturers are entering the 
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market with cheaper electric cars, and above all, initially 

favoring hybrid cars, a segment in which Tesla is absent. 

 

Growth will come from emerging countries, including 

China. For 10 years, there has been no growth in Europe 

and the US, the market stagnating around 17.5-18 million 

cars sold each year. China could represent a bigger 

development than expected for sales of cars, electric in 

particular: 1) China is much more BEV-oriented than 

developed countries and 2) 25 million passenger cars 

were sold in China in 2019 with significant growth 

potential, because China has 200 cars per 1,000 

inhabitants compared to 800 in the US and 600 in 

Europe. Tesla saw its sales rebound strongly in March 

with the reopening of its Chinese plant in Shanghai, 

grabbing 30% of electric vehicle sales. 

 

Tesla will raise $5 billion to reduce its debt, develop 

other technology and build factories in the US, China 

and Europe. The advantage of its high market 

capitalization is the possibility of raising a lot of money 

while limiting the dilutive impact with the increase in the 

number of shares which is estimated at 1%. Earlier this 

year, Tesla would have had to issue 5 times more shares 

to raise the same amount. 

• Recently, Tesla shares have been boosted by the 

hope of integration into the S&P 500, by the stock 

split and by the capital increase 

• A positive event could be Tesla's Battery Technology 

Day on September 22nd 

• To justify current valuations, Tesla has to sell 

something other than cars. All eyes are on batteries, 

energy storage and solar panels 

• Growing pressure from the Trump Administration on 

Chinese technology (the latest on SMIC) could push 

Chinese authorities to retaliate against Tesla 

• We can't value Tesla with a classic model, but we 

consider it a start-up that continually invests its cash 

flow in new technologies and production sites to 

increase volume exponentially, which increases the 

bull-bear cleavage 

• Technical support at $ 330 
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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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