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Europe is the epicenter of the second wave of pandemics, while the southern 

hemisphere is gradually exiting it and thankfully entering the less harmful season, 

i.e. summer. To put it into some context, Australia, which managed well the first 

wave, still needed about 3 months to reopen its economy... 

  

Europe prepares for renewed pain 

The second wave of Covid-19 infection is underway, featuring significant 

accelerations in the Western democracies of the Northern Hemisphere. The 

anatomy of the first wave, which occurred in H1, is pretty clear and rather trivial. 

The most infected - European - countries actually suffered the greatest economic 

burden. 

 

More virus spelled weaker growth 

Source: Deutsche Bank 

 

Activity recovered significantly over the summer, following large-scale 

confinements. The pace and the amplitude of the recovery surprised favorably. 

This embellishment reinforced the view that a U-type of pattern would allow for 

an intensified recovery from 2021. This scenario must be revisited now. Indeed, 

even in Germany, where the infection has been well contained, is experiencing a 

significant cooling off... 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World -2.8% 

 S&P 500 +1.2% 

 Nasdaq +21.6% 

 Stoxx 600 -16.9% 

 SPI -5.9% 

 Nikkei -1.5% 

 China +15.2% 

 Emerging -1.0% 
 

 

 BONDS  

 CHF Corp -0.1% 

 US Govt +7.9% 

 US Corp +6.4% 

 US HY +1.1% 

 EUR Gvt +3.5% 

 EUR Corp +1.1% 

 EUR HY -2.9% 

  

 CURRENCIES  

 USD index -2.4% 

 EURUSD +3.8% 

 EURCHF -1.6% 

 USDCHF -5.2% 

 USDJPY -3.5% 

 EM FX -11.8% 

  

 COMMODITIES   

 Gold +24.4% 

 Silver +34.6% 

 Brent -43.8% 

 Copper +9.1% 

 CRB index -22.1% 

Hopefully, a temporary relapse 
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Even the class winner under renewed strain 

Source: Google Mobility Reports, Ifo, TS Lombard 

 

In theory, there should be a clear public interest in 

reacting promptly to early signs of an exponential rise of 

infections. In practice, inertia developed because of 

multiple factors. First, there is a very delicate trade-off 

between saving lives and shutting down an economy. 

Then, policymakers have been hoping that infections 

would not translate into as many hospitalizations / 

deaths, and that vaccines / treatments might emerge 

soon, etc. 

Semi-confinements and curfews will multiply in Q4 

Risks of a W pattern - double-dip recession - are re-

emerging 

 

Differences with the first wave 

Unfortunately, the scope of the pandemic seems much 

broader this time. For instance, in France, almost all 

regions are at the same time in emergency mode.  

 

More positively, the economic activity will only partially 

be closed in the next weeks / months. For instance, 

manufacturing and construction will continue to operate, 

though at a lower intensity because of adapted health 

protocols / precautions. Most schools will remain open, 

allowing for parents to keep working. Lots of firms are 

more effective and face less disruptions thanks to home 

office / digital support.  

 

There is less scarcity of masks, medical respirators. 

Medical care and treatments are much more efficient 

than in first semester, paving the way for lower mortality.  

  

Additional support is in sight, namely the European 

Recovery Fund which will start in 2021. 

Eventually, growth will significantly deteriorate in Q4 

But a collapse comparable to H1 is unlikely 

• A serious soft patch lies ahead for Europe, but the 

scenario of a recession / double dip is premature 

• It should temporarily penalize European markets and 

currency compared to Asia, if not the US 

 

Fixed income. Large pre-committed to easing in 

December 

Although the ECB left its policy unchanged, it signaled very 

strongly that a stimulus package will be announced in 

December, as risks are tilted to the downside. The new 

Eurosystem staff macroeconomic projections in December 

will allow a thorough reassessment of the economic 

outlook and the balance of risks. 

 

In the press conference, Lagarde made it clear that all ECB 

members agreed that action would be necessary and that 

committees were already at work assessing how to 

calibrate the response. She stressed that the response 

would not only involve an increase in the PEPP but in all 

instruments. This suggests that we will see a package of 

measures. Finally, Lagarde strongly signaled that the weekly 

asset purchases would be stepped up in the meantime. 

 

European yields vs Japan yields 

Source: Bloomberg 

 

Asset purchases under the Pandemic program (PEPP) will 

still very much be the central tool of the December 

package. The ECB judges that QE has had the biggest 

impact on growth and inflation relative to its other policy 

tools. And, the PEPP has much more flexibility than the 

traditional QE (APP). We have long expected the PEPP to 

be increased by €500bn in December. The ECB will likely 

announce further measures to support banks.  

 

The TLTRO conditions could be further eased for upcoming 

tranches. This should include the amount and the lending 

rate. Finally, we do not expect additional rate cuts, even if 
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the ECB has kept the option open. It seems that a 

deposit rate cut would only be considered seriously as an 

option in the case of an ongoing sharp appreciation of 

the EUR despite a deteriorating growth forecast. 

Moreover, the EUR upward trend has fizzled out over 

recent weeks. 

• ECB package increase in December, with accelerating 

purchases before, will keep European yields low and 

peripheral spreads tight 

 

Currencies. European yields Japanification 

confirmed 

While the dovish ECB bias is clearly short-term negative 

for EUR, expectations for a forceful response in 

December have already been priced in. The ECB needs to 

truly deliver in December more than expected to make 

more permanent damage to the EUR. The likely 

extension of asset purchases and targeted longer-term 

refinancing operations terms on their own, and in the 

absence of rate cuts, may not do it. While 6 weeks is a 

long time in the current environment, we do not think a 

rate cut is on the cards. Therefore, we are reluctant to 

embrace a medium-term bearish EUR/USD view. The 

forceful ECB commitment to easing is a short-term EUR 

negative but equally it reduces the chances for the ECB 

to surprise meaningfully in December, in other words, a 

lot got priced in. Moreover, the anticipated forces behind 

the USD weakness remain intact. 

 

Chart EUR/USD vs. European yields 

Source: Bloomberg 

 

The EUR/USD price change this week will be all about the 

US factors. The result of the US Presidential election 

being the key driving factor. The usually important FOMC 

meeting and the US labor market report will play second 

fiddle. The market seems to be positioned for the Blue 

wave scenario. It would translate into weaker USD due to 

the mix of expectations for larger US fiscal stimulus - 

which would benefit cyclical currencies - the subsequent 

confirmation of the low real rates for longer - the Fed 

wishing to stay behind the curve - as well as the anticipated 

return to the rules-based system for international relations. 

• A lot of ECB announced measures are already priced in, 

limiting eventual EUR downside 

• Despite the challenging outlook for the EUR into the 

year-end, the path for EUR/USD for the next year still 

look upwards, towards the 1.25 level 

 

Equities. China under the spotlight 

The good Chinese management of the pandemic, like for 

Asia in general, allowed a V-shaped rebound in the 

economy. Golden Week holiday figures in early October 

showed that private consumption has rebounded strongly. 

Europe and the United States, strongly affected by an 

exponential rise in infections and the US presidential 

election, draw attention to China, to President Xi Jinping's 

ambitious speech and to the very strong demand for Ant 

Group's IPO. 

 

State capitalism. In his speech last Thursday, Xi Jinping 

reaffirmed China's vision of a dual circular economy. See 

Weekly of October 19th, 2020. Priority will be given to 

domestic consumption, the development of core 

technologies and self-sufficiency. US sanctions on Chinese 

tech companies, led by Huawei, are pushing the 

Communist Party to reduce reliance on US technology. Xi 

has not released a target for GDP growth, but analysts 

expect an average annual increase of 5% for the next 5 

years. 

 

New round of globalization: “multi-modal structure” 

 

Ant Group. The financial/technology company will have a 

dual listing in Shanghai and Hong Kong on November 5th. 

With a capital increase of $ 35.5 billion, Ant Group will be 

the largest IPO ever launched, well ahead of Aramco with $ 
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29.4 billion in December 2019 and Alibaba with $ 25 

billion in September 2014. 9% of the capital will go 

public. Post-IPO, the capital of Ant Group will be held, 

among others, at 31.8% by Alibaba (controlled by Jack 

Ma), 19.2% by a hard core (subsidiaries of Alibaba) and 

13.4% by Jack Ma. Ant Group will have a market 

capitalization of $ 320 billion, which places the company 

in 3rd place in Asia, behind Alibaba ($ 845 billion) and 

Tencent ($ 750 billion). The group operates Alipay, 

Alibaba's e-payment system, and has platforms in loans 

(CreditTech), wealth management (InvestmentTech) and 

insurance (InsureTech). In 2019, revenues were $ 17.8 

billion for a net profit of $ 2.7 billion. Over the past 5 

years, the annual growth in revenues and profits has 

been 40% and 50% respectively. The IPO price is HKD 80 

and we value Ant Group at HKD 125 at 12 months and 

HKD 150 at 24 months. 

 

The US seeks to put Ant Group on its blacklist, that is to 

say, to impose restrictions on American and international 

companies (extraterritoriality of American law) 

concerning commercial and technological relations with 

Ant Group, like it is the case with Huawei, ZTE or SMIC. 

Experts believe it won't have an impact, as the IPO is 

domestic, Ant Group's technology is not dependent on 

US technology, and the users are predominantly Chinese. 

Ant Group, which manages Alipay, has more than 700 

million users in China, and its loans, wealth management 

and insurance platforms are China-only. Less than 5% of 

Ant Group's revenue comes from overseas. On the other 

hand, these restrictions could block its developing 

abroad, access the US market and US technology, and 

recruitment of US talents. 

 

Ant Group’s IPO also marks Greater  

China’s 1st place in terms of IPOs in 2020 

Source: FT, Refinitiv 

The listing of Chinese companies in technology, a strategic 

area for China's independence, is very important. In July 

2020, Semiconductor Manufacturing International 

Corporation (SMIC) raised $ 8 billion to increase 

production. China is a (very) small player in the 

semiconductor industry. Beijing's priority is the software 

used to design electronic chips and equipment to 

manufacture chips. In terms of knowledge, experience and 

skills, China is 20 years behind. China imports more than 

70% of its chip need. 

Source: FT, Bart van Hezewijk 

 

EDA tools (software) used in the design and production of 

electronic systems ranging from printed circuits to 

integrated circuits. IDM (integrated device manufacturers) 

is a semiconductor company that designs, manufactures 

and sells integrated circuit products. 

• The pandemic and the trade/technological/financial 

wars with the United States are accelerating the 

Chinese vision of a dual circular economy 

• As the pandemic explodes in Europe and the United 

States, the good management (for the moment) of the 

virus in China, and in Asia in general, gives Chinese 

stocks a defensive bias 

• The Chinese stock market is relatively well decorrelated 

with the stock markets of developed countries 

• Ant Group is the largest IPO in history and allows 

Greater China to be 1st in terms of IPOs in 2020 

• Buy Ant Group with a valuation at HKD 150 at 24 

months 

 

Equities. The pandemic is exploding in Europe and 

the United States. Update on vaccines 

After a relatively calm summer, the pandemic is out of 

control in Europe and the United States. 
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Vaccine validation announcements are getting closer. 

Three companies, Moderna, BioNTech/Pfizer and 

Astrazeneca/Oxford are expected to present their results 

in November and receive a validation in December if the 

FDA uses an emergency procedure. An absolute record: 

it took 8-9 months to find a vaccine, while the duration 

before the Covid was between 6 and 10 years! 

 

The 11 vaccines in final phase 3: 

 US: Moderna, BioNTech/Pfizer, Novavax, Janssen 

(subsidiary of J&J)/Johnson & Johnson 

 UK: Astrazeneca/Oxford 

 China: Sinopharm, Wuhan Institute of Biological, 

CanSino, Sinovac 

 Russia: Gamaleya (Sputnik V) 

 India: Bharat Biotech 

Source: WHO 

 

China has announced that it has started a vaccination 

campaign with Coronavac, a vaccine developed by 

Sinopharm, but not yet licensed, and vaccinating the 

entire population in early December. Chinese vaccines 

are reserved for China, Asia, Latin America and Africa. 

 

For Europe and the US, the bad news is a public access 

to a vaccine in Q2 2021, at best, according to vaccine 

developers. It takes validation (hypothetical in December) 

from the competent health authorities, then production 

and distribution. For all vaccines, it will need 2 doses with 

an interval of one month for the vaccine to be effective. 

China says it can produce 610 million doses by the end of 

the year; knowing that 2 doses per person are needed 

and that China has a population of 1.4 billion, only 320 

million Chinese should be vaccinated.  

 

BioNTech acquired in September a production line from 

Novartis for its vaccine; it plans to produce 1.3 billion 

doses by mid-2021 for 650 million people (2 doses per 

person are needed). The figures are relentless: we are 

very, very far from the 16 billion doses theoretically 

necessary to vaccinate the 8 billion Earthlings! 

• Vaccines are coming 

• Global vaccination not before 2Q21 

 

Equities. The end of the Big Fours’ business model? 

With the results of the 3rd quarter, the 4 giants, Alphabet, 

Amazon, Apple and Facebook, have shown good resilience 

to the pandemic. Their combined revenues soared 18% to $ 

227.4 billion, 4% better than estimates, and profits by 31% 

to $ 39 billion. 

 

But the NY FANG+ index fell due to a lack of visibility 

concerning guidance, but above all to the increasing 

political - antitrust - pressure on these 4 giants. In its 

report, Apple points out for the first time a material 

financial risk stemming from regulatory and political 

pressures on the App Store, its application store distributed 

by Apple on mobile devices running iOS. The powerful 

game developer Epic Games (Fortnite) has sued Apple 

(App Store) and Google (Google Play Store) whose policies 

for distributing and monetizing their ecosystems are 

supposedly unfair - Apple and Google take 30% of all 

revenue generated by the developers' mobile games - 

where the two giants reign without sharing. A coalition, The 

Coalition for App Store Fairness, bringing together 

developers of mobile applications in games, music and 

news, has been created. There are billions of dollars at 

stake. 

 

The US government and the European Commission are 

evaluating the monopoly positions of these 4 giants. In the 

US, their monopoly positions are a bipartisan issue. William 

Barr's US Department of Justice accuses Google of wiping 

out competition, monopolizing internet search and 

preventing the emergence of new innovators, which would 

be fatal for the United States. Thanks to contracts with 

manufacturers of mobile devices (smartphones, tablets), 

Google blocks other search engines, while being paid to 

make its search service available to users. The Federal 

Trade Commission and states are investigating on 

Facebook, Amazon and Apple. 

 

This is the US government's first antitrust action since its 

brawl against Microsoft in the 1990s. The House of 

Representatives released a 449-page report documenting 

the anti-competitive activities of the Big Four, Alphabet, 
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Apple, Amazon and Facebook. As the Open Markets 

Institute says, the United States has the opportunity to 

review political economy once a century. 

 

American history shows that politics are not afraid to 

dismember behemoths. The first example is Standard Oil. 

Established in 1870 by John D. Rockefeller, Standard Oil 

controlled almost the entire US petroleum market, from 

production, to refining and delivery. The Sherman 

Antitrust Act, used to combat monopolies, passed in 

1890. In 1911, the Supreme Court ordered the dismantling 

of Standard Oil. 34 companies were created following 

the split including Exxon (ex-Standard Oil of New Jersey), 

Chevron (ex-Standard Oil of California), Mobil (ex-

Standard Oil of New York), Amoco (ex-Standard Oil of 

Indiana). In 1984, AT&T was split into 8 companies. But in 

these 2 cases, the procedures between the invocation of 

Sherman's anti-trust law by the government and the 

dismantling were very long, 5 years for Standard Oil and 

8 years for AT&T. Experts believe that the dismantling 

procedure against the 4 giants will be longer, because 

more complex. 

• The monopolies of the 4 giants is clearly in question 

• The US government wants to wipe out the 

monopolies of the 4 giants and that will be more 

visible after the presidential election 

• This lack of visibility is not good for the Big Fours 
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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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