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R. Douthat, in his book titled ¨The decadent society¨ - featuring the Western world 

- analyses crisis that, historically, happen when rich and powerful societies cease 

advancing. For him, these days, a mix of wealth and technological proficiency, 

economic stagnation, political stalemates, cultural exhaustion, and demographic 

decline are creating a weird “sustainable decadence,” a civilizational malaise that 

could, unfortunately, endure. 

 

According to most independent medias, the TV debate between Trump and Biden 

was the worst ever. At first, it essentially features the angriness and the character 

of the two contenders. But more deeply, it also perfectly fits with the deep 

excesses, if not characteristics of the US society. Indeed, over the course of three 

years, the number of Americans who say that they feel justified to use violence to 

achieve their political goals has gone up from 8 percent to over 33 percent! 

 

US growing openness to political violence 

Source: YouGov, Voter Study Group, Nationscape 

 

The inherence of violence in the US society is not new. It dates backs many years if 

not decades. In this respect it is not the result of Trump administration’s policy. 

But the spectacular rise of accepted violence in politics might well be... 

 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +0.2% 

 S&P 500 +3.6% 

 Nasdaq +23.4% 

 Stoxx 600 -12.4% 

 SPI 0.0% 

 Nikkei -1.5% 

 China +12.0% 

 Emerging -3.0% 
 

 

 BONDS  

 CHF Corp -0.3% 

 US Govt +8.7% 

 US Corp +6.7% 

 US HY +0.8% 

 EUR Gvt +2.8% 

 EUR Corp +0.4% 

 EUR HY -2.9% 

  

 CURRENCIES  

 USD index -2.7% 

 EURUSD +4.6% 

 EURCHF -0.8% 

 USDCHF -5.2% 

 USDJPY -2.8% 

 EM FX -10.9% 

  

 COMMODITIES   

 Gold +24.6% 

 Silver +33.1% 

 Brent -39.7% 

 Copper +5.4% 

 CRB index -22.4% 

Magnificence and decadence 
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US elections:  a re-roll of the dice  

Time will tell whether Trump will, ultimately recover and 

benefit from his infection, just like B. Johnson and more 

surprisingly J. Bolsonaro did, at least in the short-term. 

Or if, conversely, M. Pence will have to take-over. In any 

case, this opens-up clearly the decision tree. For instance, 

the odds that either Kamala Harris or Mike Pence win the 

election in November have just doubled - Predictit puts a 

12% chance on one or other of them emerging as 

president. 

The latest (but not last?) Trump surprise clearly adds to 

elections’ uncertainty 

• Expect further - markets - volatility in Q4 

 

Currencies. ECB should emulate the Fed, but not 

that quickly 

Headline inflation fell from -0.2 to -0.3% in September. 

The decline was driven by a drop in core inflation, which 

fell further from 0.4 to 0.2%. It must be said that this has 

been caused by a smorgasbord of temporary factors, 

although  all of those together do add to the risk of 

inflation staying lower for longer. The German VAT 

reduction is responsible for a significant part of the 

downward pressure, which is of course a transitory effect, 

and energy prices also continue to contribute to the 

downturn. Besides that, goods’ prices  have been 

influenced significantly by a shift in the timing of the 

mandatory sales period in some eurozone economies. It 

caused a dip that in  August, that  was followed by a 

further decline in September, meaning that there is a delay 

in the reversal of the sales effect. Perhaps the most 

worrying decline in the inflation rate comes from services 

inflation, which usually shows truly little volatility and is a 

large component of the core inflation index. This is 

predominantly due to large drops in prices for services 

related to social distancing, indicating that the coronavirus 

has had a significant deflationary impact. 

 

ECB President Lagarde spoke at the ECB Watchers 

Conference on the upcoming Strategy Review. The main 

message was that the world today is different from what it 

was in 2003, when the current strategy was revised. Since 

then, inflation has continuously fallen, leading  the ECB to 

adopt negative policy rates and have its balance sheet 

ballooning, while missing to achieve  its inflation target. 

 

The inflation target will most likely be revised from the old 

close to but below 2% to a symmetric and easily 

understandable target for the medium term to underpin 

inflation expectations. The ECB would allow inflation 

overshooting for some period following the recent years of 

too low inflation. So much of the same as the Fed Average 

Inflation Target. Overshooting may have a role to play in re

-anchoring inflation expectations with the current starting 

point of too low inflation expectations and constraints to 

cutting rates further. Non-standard measures have become 

standard, even Bundesbank President Weidmann spoke 

out in favor of balance-sheet policies. Lagarde suggested 

that natural rates might be negative, which means that 

easier monetary policy imply policy rates more often at the 

lower bound and, in turn, that balance-sheet policies will 

be a part of the standard toolbox. So, rate cuts are not 

near. Reading between the lines suggests that TLTROs at 

sweetened terms will be preferred over rate cuts, which 

supports our thinking on the ECB’s next policy steps. 

 

Near-term policy changes were not mentioned. If there was 

a sense of urgency to ease monetary policy again, the 

opportunity was there to broadcast the message. Thus, the 

next policy move is still not likely before the December 

meeting, though ECB speeches could turn dovish earlier 

on. The December staff forecasts will include inflation 

projections covering 2023. A number clearly below target 

still in 2023 would be a strong argument for further easing 

measures, which remains our baseline call. One opportunity 
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to start paving the way for another easing package is the 

ECB Sintra conference on November 11th-12th.  

• The ECB has recognized that it needs to push up 

inflation expectations to remain  credible. The 

Strategy Review is a great tool for trying to achieve 

that 

• Long-end yields will remain range-bounded until 

credible measures will be announced 

 

Fixed income. Much better credit quality than 

expected  

The net credit rating downgrade of US high-yield issuers, 

or downgrades less upgrades, has plunged from Q2 

2020 record high of 369 to just 25 in Q3 2020. This 

would be the lowest reading since the Q3 2018. Earlier, 

net HY downgrade ballooned from 54 in Q4 2019 to 194 

in Q1 2020. Between 2018 and 2019, the average number 

of net HY downgrade per quarter rose from 4 to 54. That 

explained why the HY spread widened over the same 

period from 354 bps to 387 bps.  

 

In 2020, HY downgrade per quarter dipped from 165 in 

June to 161 in September. The quick and effective 

response of monetary and fiscal policies to the COVID-19 

recession has mitigated the damage inflicted on 

corporate finances. Nevertheless, some industries remain 

under considerable stress. Among these are oil and gas, 

commercial airlines, restaurants, retailing, lodging, 

cinema, theme parks and cruise lines. Ample systemic 

liquidity has helped to steady the HY bond market. 

Downgrades also translate  into defaults. The US HY 

default rate has spiked from 4.3% at 2019 year-end to 

the 8.7% in August 2020. 

 

A well-functioning HY bond market will benefit both 

overall business activity and corporate credit quality. New 

issuance dynamic continues to be amazing. In Q3, to the 

year-over-year surge in USD denominated HY bond by 

54.7% to a record $154 bn. So, HY issuers were able to 

refinance outstanding debt at longer maturities and 

lower interest rates. Also, this bond market access at 

reasonable cost facilitated mergers, acquisitions, and 

asset sales that helped to steady, if not improve, credit 

quality. 

US high yield spread 

Source: Bloomberg 

 

• Given lower than expected downgrades and defaults, 

HY market remains attractive 

 

Equities. Reasons to derail the stock markets, 

however ... 

The visibility is lowering 1) an unwavering pandemic 

resulting in growing economic uncertainties, 2) a pitiful 

Trump-Biden debate, 3) a Donald Trump testing positive 

for Covid, 4) a US political risk in case Donald Trump loses 

by a short spread, with the risk of a Black Lives Matter - 

Proud Boys/white supremacists civil “war”, 5) the worst 

economic crisis in decades, 6) a disagreement between 

Democrats and the White House on a $ 2.2 trillion US 

support plan for households and businesses and 7) 

Turkey's dangerous geopolitical game in the Near and 

Middle East. 

 

But equities held very well thanks to anticipations of 

additional fiscal stimuli, conviction of the unwavering 

support of the Fed and other central banks with their 

liquidity in case of necessity, vaccines against Covid 

(probable positive announcements from mid-October) and 

probable infrastructure spending in 2021. 

 

Regarding the pandemic, recent figures from the WHO 

would signal a summer peak in Europe and the United 

States. But we remain prudent with Winter coming. 

 

In 3Q20, Factset and Lipper Alpha forecast a decline of 

21.5% in US EPS. This is an upward revision from June and 

August (-26% in June and -23% in early August), while the 

pandemic has not abated, quite the contrary. This analysts’ 

optimism stems from the strength of the companies and a 

larger-than-historical average of companies that have 

issued positive guidance. 
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On the technical analysis side, configuration on indices 

remains favorable. 

 

MSCI World. Support at 2'345 and close above  

2'410 to confirm an inverted head-shoulders pattern  

and return to all-time highs 

Source: Bloomberg 

 

The chart below shows that large investors have taken 

significant short positions in US indices, indicating 

mistrust in equities after a 50% rally since mid-March. 

The risk on indices is the unwinding of these short 

positions in the event of positive news, whether health, 

economic or political, which would push indices up again. 

Source: CFTC 

 

• The technical configuration of indices remains 

favorable 

• The current week: Trump and the Covid, the US fiscal 

plan and the Mike Pence-Kamala Harris debate on 

October 7th 

• The week of October 12th: publication of US results 

begins, with banks on the 13th (JPMorgan, Goldman 

and Citigroup) 

 

Equities. Fed decision doesn’t help to love banks 

In this time of economic stress, the Fed announced a 

renewal of restrictions in the fourth quarter dividend 

payout and share buyback for large banks, those with more 

than $ 100 billion in assets. One more reason to avoid the 

banking sector. 

 

In 2020, the banking sector recorded by far the second 

worst sector performance. 

 

MSCI World. Sector performance in 2020 

 Source: Bloomberg, Heravest 

 

The Fed's fear is strains on loans to households and 

businesses due to the economic crisis. Currently, the 

banking problem is on the Profit & Loss account and not 

on the balance sheet, the reverse of 2008. The Fed’s latest 

stress test showed that US banks are sufficiently capitalized. 

Thanks to stronger regulation since 2008, banks entered 

the pandemic with relatively solid balance sheets. For the 

top 10 US banks, the equity/total balance sheet ratio was 

9.6% at the end of 2019 against 5% in 2007, and at 6% on 

average for the European sector. The sector has Tier 1 

ratios (equity / total risk-adjusted assets) well above the 

minimum required by the Basel accords of 6%, an average 

of 17% for European banks and 13% for Americans. 

 

Globally, banks are suffering from low and negative interest 

rates, declining business volumes and an increase in bad 

loans. In the long term, traditional banks must integrate the 

rise of e-brokers, virtual banks and fintech. However, the 

pandemic is not expected to put banks under pressure 

thanks to government support to households and 

businesses, and central bank liquidity which should limit 

defaults and bankruptcies. 
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While the US banking sector consolidated during the 

2008 financial crisis, European banks have maintained a 

national, even nationalist, approach, despite the 

difficulties and the importance of poor quality of loans. 

There were also governments tensed up over cross-

border mergers and acquisitions and a lack of political 

will for a European banking union. 

 

Due to the economic crisis and poor profitability, we are 

witnessing some movements in Europe, but still a 

national consolidation between the Italians Intesa 

Sanpaolo and UBI Banca and the Spaniards CaixaBank 

and Bankia. Crédit Agricole is considering an offer for the 

Italian Banco BPM. As for the 2 Swiss giants, UBS are 

assessing a tentative and Credit Suisse, they merger, but 

the interest is in the global activities of Wealth and 

Investment Banking, because a merger could not target 

retail banking in Switzerland, given their already 

dominant positions. 

 

The default rate should increase in the coming months, 

hence stock market valuations discount a deteriorated 

situation. The Price to book value ratio of European 

banks is 0.5, a 60% discount compared to the average of 

the last 10 years, compared to a 30% discount for US 

banks. 

 

The banking sector is sensitive to the economic situation 

- volume of commercial business - and to the differential 

in long and short interest rates - the profitability of 

interest activities because a bank lends on long-term and 

refinances itself in the short-term. And to financial 

markets for those who have a significant portion of their 

income in investment/commissions. We analyzed the 

relative performance of the banking sector with the yield 

curve and with the 10-year rate. The US 10-year is the most 

correlated with the relative performance of banks. 

Conclusion: the bank rally will begin with the rise in long 

interest rates. 

 

Relative performance US banks /  

S&P 500 and US 10-year rates 

 

In case of a rise in long rates, banks with a more 

commercial profile should outperform, such as Citigroup, 

Wells Fargo, Truist Financial, PNC Financial, US Bancorp, 

HSBC, BNP Paribas, Crédit Agricole, Santander or BBVA. 

• Stock market valuations of banks discount a degraded 

environment 

• Unlike 2008, the problem of banks is about income and 

profits, not about balance sheets 

• An improvement in expectations of an economic 

recovery, with a rise in the US 10-year, would let a 

powerful rally for banks 

• We stay in Neutral, but attentive to any good news 
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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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