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Europe is threatened at the same time by two bellicose powers on its doorstep, 

Russia and Turkey, whose presidents hardly respect the old-World Order. 

Interestingly enough, Europe has just spoken with one voice for once on Belarus, 

the Aegean crisis and the Navalny affair. 

 

Europe reacts in record time 

In recent months we have seen the beginnings of a mobilization in the face of 

growing pressure from China, which has become increasingly demanding, even 

threatening. A common agenda and reflections are underway, but Germany - and 

other European countries - continued to give in to Beijing's commercial and 

financial sirens. In the same vein, Europe has also remained united and firm in the 

interminable Brexit negotiations. Would the recovery plan and the pooling of risks 

and debts last June mark a major turning point? 

 

It is too early to tell. But that does not prevent things from gaining momentum 

again for good. The Novichok may have been the straw that broke the camel's 

back, the trigger. Sergei Lavrov, the head of Russian diplomacy, threatens: ¨If 

Europe does not respect Russia, Moscow will end dialogue with it… ¨. Moscow is 

dramatizing its anger after the 27 have approved a common list of sanctions. The 

decision was indeed taken to penalize the direct entourage of the Russian 

President. It had been talked about for a long time; but the contradictions of the 

Old Continent had hitherto prevented it from forming a coalition and reacting. 

These measures are admittedly limited in scope 

But the gesture has a political significance that has not escaped V. Putin 

 

Nord-Stream 2, the real test 

Germany must secure its gas supply to compensate for its simultaneous 

renunciation of nuclear and coal. In 2019, the US Congress passed a law providing 

for sanctions against companies involved in the construction of the Russian gas 

pipeline. Anxious not to alienate Washington, the German government last year 

pledged its financial support for the creation of a large liquid natural gas import 

terminal intended to accommodate American LNG. In this context, the Russian 

pipeline of Nord Stream 2 continues to poison Germany. For Russia, this is a way 

of maintaining the European Union's dependence on its gas. 

 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +3.5% 

 S&P 500 +7.8% 

 Nasdaq +30.1% 

 Stoxx 600 -11.0% 

 SPI -0.8% 

 Nikkei +0.1% 

 China +16.1% 

 Emerging +0.8% 
 

 

 BONDS  

 CHF Corp -0.1% 

 US Govt +8.5% 

 US Corp +7.3% 

 US HY +2.0% 

 EUR Gvt +3.7% 

 EUR Corp +1.1% 

 EUR HY -2.3% 

  

 CURRENCIES  

 USD index -2.8% 

 EURUSD +4.5% 

 EURCHF -1.2% 

 USDCHF -5.4% 

 USDJPY -2.9% 

 EM FX -10.9% 

  

 COMMODITIES   

 Gold +25.9% 

 Silver +38.0% 

 Brent -34.8% 

 Copper +9.7% 

 CRB index -18.5% 
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But today this Nord Stream 2 project, which is 95% 

complete, seems compromised. Under the threat of 

American sanctions, the Freiburg shipowner Allseas, who 

oversees laying the pipes, had already ipso facto 

abandoned the site. Most recently, the Polish 

competition authority (UOKiK) fined Russian giant 

Gazprom more than 29 billion zlotys (6.46 billion euros) 

for starting construction of the pipeline without its 

agreement.  

 

The battle to supply Europe with gas is expected to 

harden in the coming years. The United States hopes to 

thwart Moscow by flooding European pipelines with LNG, 

particularly from shale gas. In 2019, LNG already 

accounted for 28% of EU imports, ranking second among 

inbound sources after Russian pipelines. 

Nord Stream 2 is more diplomatic / political than 

economic 

We will follow its development very closely to assess 

European freedom 

• The European Union adopts an embryonic strategic 

posture 

• Macron’s offensive fizzled: Russia is in European 

sights 

• The goal of a common foreign policy for Europe is no 

longer unrealistic 

 

Fixed income. ECB QE fuels the bond rally 

European bonds have been in demand lately. The 

German 10-year yield has fallen to its lowest level since 

March and has never been lower, except during the 

summer 2019 and in March 2020. European bonds have 

seen a broader rally pushing the Italian 10-year yield to a 

record low. This rally looks even more impressive when 

compared to the US, where longer yields have 

rather  increased from their August lows. 

 

These European yields fall are  easy to understand given 

European Covid-19 cases surge and new introduced 

restrictive measures. So, the remaining year economic 

outlook has darkened. Add to this the risks posed by the 

US elections, Brexit negotiations and the lack of inflation, 

and you have the perfect cocktail for a bond rally. But it 

was not the main driver. 

 

The ECB has strongly contributed to this bond yield 

decrease. It has bought €65bn of government bonds in 

September, while the net issuances reached just €40bn. For 

the first 9 months of the year, the ECB has bought €570bn 

in government debt vs. a total net issuance of €510bn. Even 

if it included some T-bills, the picture is clear: the ECB will 

continue to purchase more government bonds than what 

they will issue. Looking forward, the ECB will probably 

increase the size of its Pandemic Emergency Purchase 

Program by another €500bn in December. This will 

continue to support the bond market. 

 

Monthly EUR government bond supply (€bn) 

 

We expect a somewhat brighter 2021-year, both in terms of 

Covid-19 and the economy in general, which should put 

some steepening pressure on the curve, even if the ECB 

purchases will keep any upward moves limited.  

 

The general issuance pressure will also be amplified by the 

large borrowing plans of the European Union, for both the 

€100bn Support to Mitigate Unemployment Risks in an 

Emergency (SURE) program, which will begin in October, 

and the €750bn recovery fund, which is set to start only in 

2021. 
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• ECB will maintain low yields as long as possible given 

the huge coming supply 

 

Fixed income. Decoupling bond markets ahead? 

Bond markets and investors are divided on whether 

deflationary or inflationary risks will prevail. And it is not 

surprising given the 2 clear different dynamics we have 

on both side of the Atlantic. German core inflation 

dropped to almost zero, while US core inflation 

recovered to 1.7% in September. 

 

US and German core inflation (%) 

Source: Bloomberg 

 

So, should we worry about deflation or inflation? US core 

inflation started to improve a couple of months ago and 

this might be the case for German inflation as well. 

Especially as the most recent numbers were depressed in 

Germany by the government decision to cut VAT. 

Inflation should rise if economic recovery continues and 

monetary policy stays extremely accommodative. 

Amongst the reasons which can explain  the US better 

inflation reaction, the most obvious is the central bank 

answer. The US M1 money supply growth has been 

above 30% for more than 5 consecutive months and 

more than 10pp higher than during the past crisis. While 

on the European side, even if the answer was much 

quicker than in the past, it remains just at usual crisis 

levels. 
 

US and Euro M1 money growth (%) 

Source: Bloomberg 

There is, however, a long way to go before we reach the 

target levels of central banks. The US inflation will continue 

to outpace European one. In the last cycle, the Fed started 

to tighten monetary policy well before inflation rose to 2% 

and kept tightening even though inflation had not 

sustainably reached 2%. But this time around, the Fed has 

already telegraphed its shift to an average inflation 

targeting framework. As it aims for an overshoot of 

inflation, we are getting greater assurance that monetary 

policy will remain accommodative for some time. 

• We continue to favor US inflation linked bonds over 

European peers 

 

Currencies. BoE on the way to negative interest 

rates 

It is not currently the main scenario case, but negative rates 

are possible in the UK next year if Brexit goes badly or if 

Covid-19 gets worse. While the BoE has made it crystal 

clear now that negative rates are part of its toolkit, it has 

opted to take time to analyze the potential impact. This is 

unlikely to be complete before the November meeting, but 

we could not totally rule out such a move. The major focus 

will be on QE, and that will give policymakers time. 

 

The BoE will lower rates further next year. Even if the 

economic outlook does deteriorate further, the Bank will 

need to be convinced that negative rates will make a 

difference. Recent MPC comments suggest there are far 

from a consensus. The best monetary policy role now is to 

facilitate the fiscal policy. That said, negative rates could 

help the BoE to shape markets via forward guidance in 

future crises. So far, the BoE has successfully pushed 

market rates below the zero without having to implement 

the policy.  

 

To achieve a similar result in the future, policymakers need 

to be credible. If the BoE were to implement negative rates 

in 2021, it would be reluctant to go significantly below zero. 

We could imagine the MPC would be keen to exit the 

policy quickly, like Sweden Riksbank did at 2019-end. 

 

Negative rates would not come as a great surprise. The 

forward market has been below 0% since June, showing 

persistent expectations from a large investors’ basis. This 
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also reduces its impact. It will push 10-year UK gilt yield 

below 0%. It would be unsurprisingly negative for GBP.  

 

A no Brexit deal could be a trigger for negative rates, but 

in this scenario, we could expect it to be more GBP 

negative. As EUR/GBP is more sensitive to interest rate 

differentials than GBP/USD, BoE rate cuts would be more 

detrimental for GBP vs. EUR than vs. USD. 

 

Boris Johnson has warned the EU that  talks on a post-

Brexit free trade agreement are over, unless Brussels 

shows a fundamental change of approach. He told the 

UK to get ready for no-deal. Johnson accused the EU of 

making unacceptable demands. There are chances that 

the EU and UK relation will be done under the WTO 

standard trading rules. 

• Chances of a deal, or a large deal, are decreasing 

• Short-term pain for the GBP will continue 

 

Equities. China represents a good diversification 

Europe and the United States face a resurgence of the 

pandemic, and the United States in addition is facing a 

political crisis. Conversely, China is experiencing a strong 

rebound in its economy and a very clear political 

situation. 

 

In this environment, investors favor Chinese assets; 

moreover, they seek a better diversification of risks with 

the proximity of the US presidential election; this is the 

case with Chinese equities, since they are decorrelated 

with US and European equities. The US and European 

indices have a correlation coefficient of 0.8, while that 

between the CSI 300 and the S&P 500 is at 0.46.  

 

Despite the US government's relentless attacks on China, 

Chinese stocks listed in Shanghai-Shenzhen and in the 

US performed well in 2020 thanks to the economic 

recovery that began in March, as the pandemic 

accelerated in the rest of the world.  

 

The Hong Kong stock exchange suffered from anti-

Chinese protests in the first half of the year, but 

subsequently fared better with the Chinese central 

government's political takeover with the new National 

Security Law that took effect on June 30; despite 

violation of human rights by our democratic standards, 

investors prefer visibility and certainties. 

 

2020 performances of the CSI 300 (Shanghai-Shenzhen), 

Nasdaq Golden Dragon China (US listing), Hang Seng China 

(Hong Kong listing), MSCI World and S&P 500 indices 

Source: Bloomberg 

 

CSI 300 index. Consolidation phase and  

possible return to the 5,500 

Source: Bloomberg 

 

The market capitalization of the Chinese stock exchange 

(Shanghai + Shenzhen) stands at nearly $ 10 trillion and has 

surpassed its record of 2015 thanks to the rise in prices and 

the rise in the number of listed companies. The market 

capitalization of the US stock exchange is over $ 35,000 

billion. With the gradual opening of the financial market 

and the integration of Chinese stocks into global indices, 

the weight of the stock market in relation to GDP is 

expected to increase.  

 

The domestic market capitalization does not take into 

account the quotes of Alibaba (US / Hong Kong) and 

Tencent (Hong Kong), the 2 largest Asian stocks, with 

respective valuations of $ 814 and $ 682 billion, i.e. # 5 and 

# 7 worldwide in terms of market capitalizations. 
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Market capitalization / GDP ratios 

Positive points on Chinese stocks: 

 Optimism about the economic recovery. 

 Good management of the Covid and forthcoming 

announcement by the authorities of a vaccine 

(Sinopharm) available for the end of the year. 

 Optimism for a more constructive US-China 

relationship with the election of Joe Biden. 

 Healthier upside: less use of the debt to buy 

stocks. Unlike 2015, when the index rose 100% in 

one year and then fell more than 40%. 

 Stock market valuations lower than those in the 

US. 

 Greater presence of institutional investors and 

foreigners which reduces volatility. 

 

In 2015, retail investors held more than 60% of the free 

float of Chinese equities compared to less than 25% 

today. The share of institutional investors has increased 

sharply. See graph. 

 

Institutional investor’s role in China equity market grows 

Source: FT 

In view of the data from Golden Week (1-8 October) in 

China, the rebound in private consumption is confirmed. In 

the tropical tourist island of Hainan, sales in duty-free 

stores increased by nearly 150%. Online sales of Tmall 

Global (foreign luxury brands), a subsidiary of Alibaba, 

increased 79%. Retail, food and beverage sales increased 

4.9% compared to Golden Week in 2019. This Golden Week 

incorporated the traditional celebration of the Mid-Autumn 

Festival, also known as the Moon Festival, the occasion of 

family reunions and eating Moon cake, and the National 

Day, commemorating the founding of the Chinese 

Communist Party in 1949. During this Golden Week, 637 

million people traveled and according to the government, 

Chinese tourists generated revenues of $ 69 billion. 

 

China (in%) 

Source: Bloomberg 

 

Overall air traffic -46.4% on October 5-12,  

2020 vs October 5-12, 2019. In China, + 1%! 

Source: Schedules Analyser 

 

China's New Vision of the Global Economy: The United 

States is no longer the global center of demand. The 

pandemic and tensions with the United States are pushing 

China to review its economic circuit and will allocate its 

resources differently. With 1.4 billion inhabitants, China will 
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be the 1st economic power in 2024 according to the 

World Bank and the IMF. Asia will rule the world. 

 

Continental shift: The world’s biggest economies over time 

Source: Statista, World Bank and IMF 

 

Their vision is a decoupling of global production chains, 

requiring a new balance between internationalization 

and self-sufficiency, called hedged integration with the 

concept of national security and reduction of external 

vulnerabilities.  

 

This is the Dual Circulation of economic flows. The single 

orientation towards an export strategy is coming to an 

end. Efforts will be directed towards import substitution, 

that is to say towards Made in China 2025. China will 

focus on the higher value-added in industry to replicate 

the German model. 

 

New economic vision of China.  

Dual circulation: global and domestic Chinese 

 

In his national address, President Xi Jinping confirmed that 

China's position will be strengthened in the world by fully 

participating in the globalization of the economy. China will 

provide growing domestic opportunities for other countries 

where China will become a gravitational center for 

international goods and resources.  

 

Xi wants to improve the business environment and further 

open up the domestic market to foreigners. He also 

pointed to the rapid integration of Hong Kong into China 

with the Greater Bay Area, including Shenzhen, Hong Kong, 

Guangdong and Macao. 

 

But China has to manage mainly 2 challenges: 1) its heavy 

dependence on debt to support growth and 2) an 

environment that favors state-owned enterprises over 

private companies, while the latter are the most important 

suppliers of jobs. 

 

China's total debt (public, households and corporates) 

stood at 335% of GDP in 2Q20 according to the Institute of 

International Finance (IIF), in line with the overall average 

(331%). Concerns over Chinese debt focus on corporate 

debt, which stands at 159% of GDP compared to 78% in the 

US and 94% for the average for developed countries. See 

graph. 
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Total debt / GDP % in Q1 2020 (source: IIF) 

 

The ecological transition. The goal is carbon neutrality by 

2060, which will require spending of $ 5,000 billion, 

according to consultant Wood Mackenzie, including the 

production of clean electricity (solar, wind, hydro). The 

challenge will be social, as coal mines and factories will 

have to be closed, affecting employment and regions 

dependent on this fossil fuel. 

 

The Chinese stock market recorded one of the best 

worldwide performances in 2020 thanks to the economic 

recovery and the injections of liquidity. Beijing has given 

$ 530 billion to local governments to finance 

infrastructure projects. 

 

The issue of domestic Chinese equities: 

 The Chinese government blocks foreign 

shareholdings in the capital of Chinese companies; 

they are therefore looking for outside listings, in 

legal forms in which shareholders are only 

committed to economic flows and not to capital. 

Listing in the United States is very important, as it 

is a source of funding for their growth. 

 The domestic exchanges of Shanghai and 

Shenzhen are still difficult to access to foreign 

investors in a very gradual process of opening up 

financial markets. 

 Due to a low free float, domestic stocks are still 

poorly represented in global indices. The market 

cap of the CSI300 is $ 6.500 billion, but the free 

float is $ 2.100 billion. 

 China accounts for 5% of the MSCI World, while its 

weighting should be 25%. 

 

Shanghai and Shenzhen are much more attractive to 

investors, as they have some 4,000 companies compared 

to 950 in Hong Kong and 150 in New York. Stock 

Connect allows investing in A-shares from Hong Kong. 

Gradually, China will gain in importance in the global 

indices. In the medium to long term, Chinese equities 

undoubtedly have an increasing place in a diversified 

portfolio. 

 

Sector weightings and weight of the 

top 10 stocks in the different indices  

In the short-term too. The Chinese economy is in a V-

shape rebound. The pandemic is well managed. The 12-

month market valuations are lower than those in the US 

and Europe. 

 

PER 12 months 

 

Source: Bloomberg 
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Investors believe that a victory for Joe Biden will translate 

into a more constructive US-China relationship. In any 

case, the Chinese have the means, even in technology, to 

manage greater tensions with the Americans. We realize 

with the Chinese economic rebound that China is 

becoming more and more dependent on its domestic 

consumption and less on exports. 

 

CSI 300. Consolidation phase. If there is a  

breakout to the upside, the target is at 5,500 

Source: Bloomberg 

 

We recommend buying a product invested in A-shares, 

the Xtracker Harvest CSI 300, and complementing with 

Alibaba and Tencent, or Prosus for those who want a 

Tencent-proxy in euros. 

 

We will buy Ant Group, a subsidiary of Alibaba that will 

launch a mega-IPO in Shanghai and Hong Kong, which 

Jack Ma says will be valued at over $ 280 billion due to a 

gigantic demand. Ant Group operates Alipay, China's 

most popular mobile payments application, a group that 

is also active in wealth management, loans, insurance 

and fintech products for businesses. Over the past 5 

years, the annual revenue growth has been 50%. The 

valuation of Ant Group will obviously have a positive 

impact on Alibaba. The IPO is expected to be launched in 

early November, in competition with the US presidential 

election. A coincidence? 

• Chinese stock market: from neutral to overweight 

• The pandemic and the tensions between China and 

the United States will accelerate the economic and 

financial transformation of China 

• In 2024, China is expected to become the world's 

leading economic power 

• Chinese equities are a good diversification with a low 

correlation coefficient compared to developed countries 

• Facilitating access to foreign investors will result in a 

greater weight of China in the global indices 

• Buy Xtrackers Harvest CSI 300 China A-Shares ETF 

(ASHR US / US2330518794) 

• Buy Alibaba ($ 340), Tencent (HKD 620) and Prosus 

(EUR 110) 

• Buy Ant Group when listed 
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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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