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Democracy 1 - Propaganda 0 

Based on polls, the markets’ narrative in the days before elections was as follows: 

a Democratic triumvirate of White House, Senate, and House would produce 

more spending, social programs, and a higher level of inflation expectations. But 

at this hour, a very different scenario is in the making. Forget about a ¨Blue 

Wave¨. And the White House is still not formally decided… 

 

If logic prevails, the ongoing contestation over Presidential results should neither 

turn into a major constitutional crisis, nor last long. The case for contestation is 

mild in substance. Compared to the 2000 election, situation is much clearer (see 

graph below). 

 

When it comes to the Senate, 

following the recent results of 

North Carolina and of Alaska, it has 

become clear that the best 

outcome that the Democrat could 

get is a fragile tie. And even so, the 

Virginia - re-elected - center-right 

Democrat Senator, regularly votes 

(about 50% of times) with 

Republicans. In short, Democrats 

would need 53 or 54 seats to 

ensure an effective majority. In 

practice, the Senate will not switch 

but stay Republican. The 

Republicans also made unexpected 

gains in the House, but it will 

remain in Democratic control. Still, ever before since decades has the House been 

so divided.  

 

Biden will be the first incoming elected Democrat President since G. Cleveland in 

1884 not benefiting from the full support of the Congress. Biden will reverse 

Trump decisions, in the realms of his perimeter of competencies. But... it will be 

quasi-impossible for him to pass new laws which do not have by-partisan support. 

We still expect the Harbor day (Dec. 14th) to be the latest deadline for a dispute 

settlement 

Gridlock is the new political regime in the US 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +7.2% 

 S&P 500 +11.6% 

 Nasdaq +31.8% 

 Stoxx 600 -6.8% 

 SPI +1.5% 

 Nikkei +9.5% 

 China +19.7% 

 Emerging +6.6% 
 

 

 BONDS  

 CHF Corp -0.1% 

 US Govt +7.8% 

 US Corp +7.7% 

 US HY +3.8% 

 EUR Gvt +3.3% 

 EUR Corp +1.7% 

 EUR HY -0.4% 

  

 CURRENCIES  

 USD index -3.9% 

 EURUSD +5.7% 

 EURCHF -0.5% 

 USDCHF -5.9% 

 USDJPY -3.8% 

 EM FX -8.7% 

  

 COMMODITIES   

 Gold +24.8% 

 Silver +39.6% 

 Brent -34.4% 

 Copper +15.7% 

 CRB index -18.3% 

Together or apart? 

Source: GZERO 

Disputable, really? 
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Could cohabitation be virtuous, finally?  

What should we expect in 2021? 

 Status-quo (no higher) on income taxes  

 No markets’ unfriendly taxes. Forget about new 

taxes on capital gains, on dividends, as well as 

lower deductibility of interest charges. No new 

restrictions on share buybacks.  

 Favorable framework for the financial sector 

(deregulation) will stay or face only little change 

 Minimum aid for state and local governments. 

 Some stimuli for households and small / medium-

size companies 

 

In short, the odds of a second version of the very large 

Spring / Summer stimulus bills are low. A major Green 

New Deal is also unlikely, though some bipartisan 

support should emerge on specific topics. Just like in 

recent years, large infrastructure spending should not 

emerge, as stumbling over ideological disagreements 

(public, private or mixed funding?). 

 

Split government spells no extreme widening of deficits 

Source: The Congressional Budget Office 

 

• Additional actions from the Fed to shore up markets 

are definitely required 

• Intermediate and long US interest rates should be 

slow to rise. But as we get to vaccines, their 

normalization will accelerate 

• Muni bonds will remain under pressure. Usual suspect 

States like NY, CA, Il, CT will remain in the spotlight, 

due to their particularly weak re- financing posture 

 

Fixed income. Still some HY opportunities 

At a time when yields are low and at the  crossroads, HY 

bonds are an attractive option. Yet persistent myths about 

the asset class, including misconceptions about default risk, 

continue to point to some cautious amongst investors. 

 

Misconceptions about the level of risk in HY have become 

more entrenched during the pandemic, with investors 

concerned that renewed shutdowns could further dent 

business and sales, dry up liquidity, and eventually spur 

defaults. However, defaults have been concentrated in the 

lower-end, i.e. CCC-rated bonds.  

 

Even now, as the economy continues to grapple, the 12-

month default rates for BB and B credits have been just 

0.14% and 1.65%, respectively, as of end of September, 

compared with 42.9% for CCC. Similar bifurcations have 

been borne out in past downturns as well. Even more, in 

October, the market has not experienced any default. 

 

Historical default rates per rating 

Source: S&P 

 

Many companies have ample liquidity and resilient 

earnings. Their troubles come from the size of their debt. 

Central banks moves have tamped down default risk. 

Investors are concerns by price volatility.  

 

Contrary to popular perception, the HY Sharpe ratio is 

quite high, largely because so much of the return is coming 
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from the coupon. The segment has rarely, if ever, seen 2 

consecutive years of negative performance. In previous 

periods of substantial spread widening, returns over the 

next 12- and 24-month periods bounced back strongly. 

 

HY annual perf performance 

Source: Bloomberg 

 

The HY segment is not homogenous. The market has 

already surpassed its previous record for annual new 

issuance this year, at c. $400bn, and a total value of $1.4 

trillion and over 500 issuers. Aside from being internally 

diverse, the HY market also offers diversification relative 

to other asset classes,  with generally low correlations to 

other fixed income sectors and less sensitivity to interest 

rate risk.  

 

Another common concern is insufficient demand to meet 

supply amid a rise in fallen angels. Recent flows tell a 

different story. While issuance and fund flows went south 

in Q1, the Fed interventions sent trends in the opposite 

direction. It will continue as investors extend their search 

for yield. 

 In the current conditions, we focus on higher-

rated bonds in the segment (BB & B). Lower-rated 

credit (CCC-rated) merits more selectivity given 

the higher default risk 

 

The Asian HY market is rapidly expanding. Although 

investment grade bonds make up much of the Asian 

hard currency bond market, the HY market size 

quadrupled over the past decade to over $250bn. The 

HY now counts for 25% of the total Asian USD bond 

market. 

 

Asian HY market structure 

Source: BoA 

 

Alongside the rise of China, Chinese issuers have become 

key players, growing to 50% of the Asian HY market from 

just 12% a decade ago. Real estate issuers have become a 

significant part of the market. Chinese property companies 

borrowed heavily offshore in recent years.  

 

However, the market still offers ample diversity of sectors. 

Asian issuers have  healthy credit fundamentals. Strong 

earnings in recent years have resulted in better credit 

metrics. Despite the Covid-19 crisis, interest servicing 

remains stable and liquidity remains sufficient. 
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Asian HY companies’ financial coverage  

(EBITDA/Interest expense) 

Source: JP Morgan 

 

Those stronger fundamentals have contributed to a 

lower Asian HY defaults relative to global peers. In 

addition, Asian recovery rate historically has been among 

the highest, even if it varies noticeably across the region’s 

sectors and countries. Asian issuers also compare 

favorably to other markets in terms of their bond 

covenant packages. Moreover, Asian HY offers a yield 

pickup over non-Asian EM HY issuers in the same credit 

rating category. In other words, investors do not need to 

take on additional credit risk to achieve higher yields/

potential returns within the same credit rating bucket. 

 

Chinese property issuers are regularly mentioned as a 

source of potential stress as they accounted for half of 

Asian HY market. For yield chasers, it is one of the most 

attractive segments of the HY universe. The sector can be 

idiosyncratic. Tightening policies in recent years, such as 

government-led deleveraging measures, home purchase 

limitations, and borrowing restrictions, have made it 

challenging but mainly for smaller players, leading to 

some defaults.  

 

Leading issuers have taped the offshore market early in 

2020 before the pandemic, and following the recent 

market recovery, the bond market remains open for most 

issuers. The largest ones have now also access to the 

domestic yuan bond market, where the funding cost is 

lower. This will alleviate large default concerns in this 

sector. 

 

As part of China’s Covid-related stimulus measures, 

property market restrictions have been eased in some 

cities and provinces, allowing smaller down payments and 

the purchase of second homes. Nevertheless, the 

overarching government policy remains cautious to avoid 

speculation and excess leverage. 

 

President Trump's order banning US investment in Chinese 

state-owned enterprises with military ties looks set to have 

minimal impact on the bond market. Should spreads 

widen, it could create opportunities, as Chinese 

government support might actually  increase for these 

strategically important companies and to the overall 

market. 

• In current turbulent markets, Asian HY bonds stand out 

as an attractive diversifier against volatility and 

negative yields. It is offering higher yields for stronger 

credit metrics  

 

Equities. A tactical sector rotation 

At the announcement of the BioNTech / Pfizer vaccine, the 

increase in some sectors / stocks was violent, with +20% 

and more. These were mainly in the financial sector, 

energy, aviation (from manufacturers / equipment suppliers 

to airlines and airport managers / airport services) and 

tourism. We believe that we have already achieved in a few 

days 50% of our potential target for 2Q21. And the rest 

should come over a few months. This is why we 

recommended a few weeks ago to overweight the Value / 

Cyclical segment, the first part of the rise is often quick. 

 

MSCI World. Sector performance (%) 

Source: Bloomberg 

 

For other cyclical sectors like Industrials and Materials, the 

price of many stocks is equal to or higher than those in 

January 2020. Investors are anticipating 6 months by 
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integrating an economic recovery in 2021 and now a 

global vaccination in developed countries for late 

spring / early summer 2021. Fears over companies 

heavily affected by the pandemic, such as airlines and 

airport managers, are fading. The likely announcements 

by the end of November of two new vaccines, those from 

Moderna and Astrazeneca / Oxford, will allow the entire 

Value / Cyclical segment to validate the ongoing 

rebound. 

 

Some bottom-up buying recommendations: 

 Banks: Société Générale, ABN Amro, Raiffeisen 

International, Unicredit, Wells Fargo, Citigroup, 

Bank of America. 

 Insurance: Axa, Swiss Re, Zurich. 

 Aviation: ADP, Fraport, Easyjet, Dufry, Airbus, 

Boeing, Leonardo, Delta Airlines 

 Services (restaurants / hotels): Marriott, Yum 

Brands, Restaurant Brands, Sodexo, Macy’s, Valora 

 Industry: General Electric 

 

Stoxx 600 European banks.  

An evolution that seems realistic to us 

Source: Bloomberg 

 

This sector rotation should be confirmed, especially as 

Big Techs, which explained much of the performance of 

the S&P 500 until the end of August, will face antitrust 

headwinds in December. In terms of results, investors will 

also begin to realize that those who have "benefited" 

from the pandemic will have to face a strongly negative 

comparative basis from the 2nd quarter of 2021, while 

those who have suffered will see their profits explode. 

 

The energy sector also has the potential to catch up with 

the recovery in demand and the rise in crude prices, but 

oil companies will face a hostile environment such as ESG 

constraints, energy transition, and fears of investors and 

bankers vis-à-vis fossil fuels. The 2025 futures contracts set 

the price of oil at $ 50 per barrel despite expectations of an 

economic recovery and normalization of land and air 

transport; there is therefore more than the pandemic. Long

-term growth will be reduced due to measures to 

decarbonise the economy and electrify land transport. 

Some experts estimate a peak in demand in 2028 at 102 

million barrels / day. Joe Biden's energy policy will be to 

limit oil and gas production on federal land, cut federal 

subsidies and reinstate the Paris climate accord. 

 

Technically, the Stoxx 600 is stabilizing above a strong 

support and the S&P 500 broke last Friday its resistance at 

3,580. Statistically, the months of November and especially 

December are among the best months in a year and the 

stock markets will move between the positive news 

Vaccines/Fed and the negative news Donald Trump/Big 

Tech antitrust regulation. 

 

Pfizer / BioNTech's vaccine announcement on Monday 9
th

 

of November resulted in the largest one-week inflows into 

global equity funds in 20 years (source: EPFR Global). 70% 

went to US equities and investors were mainly large 

institutions. Private investors and online brokers, like 

Robinhood, contributed just 6%. 

Source: FT 

 

The arrival of vaccines, expectations of an economic 

recovery, higher prices for industrial metals and oil, as well 

as a dollar that we are seeing on the downside should be 

favorable for emerging markets. Latin America, which has 

suffered greatly from the pandemic, has significant 

catching up potential vis-à-vis emerging Asia. 
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MSCI Latin America and Asia ex China ex Japan 

Source: Bloomberg 

 

• Moderna and Astrazeneca are expected to announce 

their vaccine in November 

• Tactical sector rotation will continue in favor of 

Value/cyclical 

• Europe, UK and Japan are Value/Cyclical equity 

markets where companies have a strong 

international orientation 

• We move Emerging equities from underweight to 

neutral. China remains in overweight. Tactically, we 

would play Latin America (iShares Latin America ILF 

US / US4642873909 in USD or ALAT FP / 

LU1681045024 in EUR) 

 

Equities. November and December, more 

complicated months for Big Techs 

End of the game for Ant Group and Jack Ma. The IPO of 

Ant group, which was to be the largest ever launched 

with $ 35 billion, is postponed to indefinite times, the 

time to put in place a regulation on Big Tech and their 

impact on finance, and put Jack Ma in line. There have 

been tensions for years between the Chinese 

government and Jack Ma, an entrepreneur who is too 

visible and too powerful in digital payments. Jack Ma’s 

October 24th speech in Shanghai on liberalizing the 

banking sector reportedly infuriated Xi Jinping, who 

ordered the shutdown of the IPO. In China, billionaires 

must be aligned with the interests of state capitalism. The 

Chinese regulator was looking for the moment to bring 

Ant Group in line. It's today. Ant Group owns the Alipay 

digital payment system, used by 70% of Chinese, and has 

made loans to 20 million small businesses (those forget 

by state banks) and 600 million Chinese. 

 

The control of monopolies in the digital industry is 

becoming a global issue, in China, the US, Europe and 

Great Britain. The noose is certainly tightening. In the US, 

the main groups concerned are Apple, Alphabet, Amazon, 

Facebook, and in China, Alibaba, Tencent, Pinduodo (e-

commerce), JD.com, Meituan, Baidu. In terms of 

competitive positions, the European Commission will target 

around twenty companies based on criteria such as market 

shares according to income and the number of users; 

among other things, they will have to share their data; with 

the Digital Services Act, Europe wants to make Big Tech 

more responsible. 

 

December could be more difficult for Big Tech with the 

announcement of new regulations. However, we are not 

worried about the medium to long term. These groups 

have the capacity to change their business models. The 

regulator compares banks before 2008 with Big Tech: there 

could be a systemic risk. 

 

In the meantime, e-commerce platforms are once again 

demonstrating their power. Alibaba and JD.com generated 

$ 115 billion in sales during the day of Single Day on 

November 11th in China, including $ 74 billion for Alibaba, 

almost doubling compared to 2019. As a reminder, 

Amazon's annual revenue was $ 280 billion in 2019 and 

estimated at $ 380 billion in 2020 thanks to the lockdowns. 

These figures show the recovery of Chinese consumption 

and strong sales on foreign brands, especially American 

ones, due to travel constraints outside of China. 

• More volatility in November and December on Big Tech 

with increasing antitrust pressures 

• But no major long-term fear 
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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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