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A deep and deafening war is being waged against cash 

Over the last decade, global policymakers have intensified the fight against black 

money and corruption. Switzerland acknowledged for it with the dismantling of its 

banking secrecy and the mandatory exchange of financial information. In many 

European countries, cash payments are only allowed up to an amount of 

€2,999.99 since January 1st, 2016. For higher amounts, one should use debit cards, 

credit cards, non-transferable cheques, or bank transfers. 

 

Graph 1: Cash Payments limitations in Europe 

Source: Europe Consommateurs 

 

Sweden pioneered the cash-less payment process in past years. It has been nick-

named the nation of "all-digital payment". In November 2016, India surprisingly 

announced that the existing higher denomination currency (Rs 500 and Rs 1000) 

will cease to be legal tenders. Lately, pandemic increased the pace of adoption of 

contactless payments for safety reasons. 

The trend towards lesser cash transactions is broad based and relentless 

 

A race has started for the digitalization of money 

In China, the PBoC has achieved successful tests for a crypto-Yuan. Last month, 

the ECB announced the possible issuance of a digital euro, an electronic form of 

central bank money accessible to all citizens and firms - like banknotes - to make 

their daily payments. According to ECB President Lagarde: ¨Europe should make 

sure that the euro is fit for the digital age... and be prepared to issue a digital 
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euro, should the need arise.” Last week, the SNB 

confirmed studying a crypto-CHF. The Project, called 

Helvetia, is being realized in cooperation with the BIS and 

SIX. Final results are expected by the end of 2021. The US 

Federal Reserve just announced being ready to classify 

digital currency as legitimate currency. 

 

Beyond fighting money laundering, there are two basic 

reasons for e-currencies: a) monetary policy and b) 

competition from the private sector:   

1. Non-financial agents, both individuals and 

companies, would have an account with the 

central bank. This would allow for the by-passing 

of the banking / financial system. Namely, this 

would prevent the Fed from creating special 

investment vehicles to grant money to the Private 

sector. 

2. Ant Group, belonging to Alibaba, claimed last July 

that its clients were uploading an average of 100 

million digital assets to its blockchain every day. 

Before its aborted IPO, the company controlled 

the largest operating blockchain in China. Last 

October, the US State Department submitted a 

proposal to add Ant Group, to a trade blacklist. 

 

Central banks’ cryptocurrencies will allow for the 

traceability of transactions 

It will favor a direct transmission of monetary policy to 

non-financial agents  

FinTech companies represent a challenge for central banks 

with their cryptocurrencies 

 

Is the landscape totally favorable to 

cryptocurrencies? 

Up to mid-2018, crypto-assets like the Bitcoin reacted as 

a safe and de-correlated asset. Indeed, the fear factor of 

markets - the VIX future - did normally correlate 

positively to Bitcoin. Actually, Bitcoin had a strong 

correlation with gold and behaved in sync with it, but 

with a higher elasticity. This allowed BTC to climb from 2-

3’000 to around 10’000.  

 

From end-2018, things changed totally. Bitcoin began to 

develop its own trajectory and de-correlated from 

precious metals. So much so, that in recent months, 

many investors have traded - sold - their ETFs on an 

ounce of gold in favor of the BTC! With the rise calling 

for rise, speculative flows have even pushed the BTC to 

the record level of 20'000 in recent days.  

Bitcoin & Vix 

Source: Bloomberg 

 

The noose is tightening for those who want to hoard their 

capital out of sight of the authorities or who seek absolute 

confidentiality of their transactions. Cryptocurrencies - 

private - despite their opacity, are clearly a solutions.  

 

Provided their limited number and market capitalization, it 

does not take huge sums to provoke their sudden and 

spectacular rise. Still, Bitcoin is not backed by anything 

other than its computer network and the faith of people 

who buy it and give it value on exchanges. Many of these 

people are betting that someone else will be willing to pay 

them more for their Bitcoin in the future. 

 

One should not forget that private cryptocurrencies face 

major hurdles. Governments, central banks and - private - 

banks all have strong reasons to oppose to it. A couple of 

years ago, some Asian countries actually implemented 

regulations forbidding its trading or disincentivized retailers 

from accepting it. It may resume soon, if BTC mania 

continues to develop.  

Private cryptocurrencies are currently benefitting from 

several tailwinds... 

... but the latest hyperbolic rise of BTC seems linked to short-

term - speculative - flows 

• The war against paper money is a secular trend, in its 

acceleration phase 

• The birth of central banks cryptocurrencies is likely, 

short to medium term 

• Bitcoin and other - private - crypto currencies are 

definitely benefitting from it, for now... 

• ... but over the medium-term, private cryptocurrencies 

face major hurdles from key and powerful stakeholders 

 

Currencies. The GBP continues to swing around on 

Brexit headlines 

This week all will be about Europe, with a "super Thursday" 

that includes the ECB meeting - a QE expansion is widely 

expected - and most importantly the EU summit which 
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should mark the end of negotiations on the Recovery 

Fund and the Brexit. 

 

The  GBP main driver will remain on EU-UK trade talks, 

with some media reports suggesting that the 

negotiations are intensifying and heading toward 

completion. This, together with another move lower in 

the USD, has pulled the GBP/USD to reaching 1.35 for the 

first time since December 2019. The market had 

appeared more optimistic about EU-UK trade talks, but 

big differences remain and an agreement may not be as 

close as expected. 

 

Speculative positioning 

Source: Bloomberg 

 

The GBP positioning among asset managers and 

speculators is consistent with a potential rebound for the 

currency as the market remains underweight the UK 

currency. An unwind of those shorts will materialize on a 

positive Brexit outcome. Moreover, there could be room 

for substantial GBP upside as/when market participants 

adjust from underweight to overweight and an increase 

GBP allocation in currency-diversification strategies. A 

smooth post-Brexit outlook could also boost GBP 

allocations amongst central banks' FX reserves managers. 

The GBP underweight positioning and an historically 

cheap currency provide additional incentive for bulls.  

 

Central banks FX holdings as a percentage  

of allocated reserves 

Source: IMF 

 

If an imminent Brexit deal is on the cards, extended GBP 

upside makes sense, with a move toward 1.40 looming, 

given current risk appetite and the post-virus risk-on 

market outlook. A no-deal Brexit outcome would now 

come as a shock. 

• We consider more upside potential than downside risks  

 

Equities. Vaccines also work against a market 

correction 

The health situation is not brilliant in the northern 

hemisphere with an exponential increase in Covid 

infections in the US and a heterogeneous situation in 

Europe with a drop in infections in France and Spain, but a 

worrying high level in Germany. In Europe, the end of year 

celebrations will be surrounded by significant health 

constraints to mitigate a 3rd wave expected in mid / late 

January. 

 

The Spanish Flu (50 million dead, or 5%  

of the world's population) unfolded in 3 waves,  

the deadliest being the 2nd 

 Source: CDC Emerging Infectious Diseases 

 

The gigantic financial resources (several billion) available, 

provided by States to secure stocks, competition between 

pharmaceutical / biotechnology companies, emergency, 

new RNA messenger technologies (which open up new 

perspectives for other viruses, cancer or AIDS) and 

"transparent" information with a central pillar, the WHO, 

despite the American withdrawal, explain the rapidity of the 

discovery of vaccines, in less than a year, against the usual 

6 to 10 years, and their production. 

 

For the moment, the virus is very active, pushing 

governments to maintain heavy constraints on the 

economy and social life, but stock market indices continue 

to rise. Investors are focusing on vaccinations that are 

starting in Russia, China and Great Britain, and from early 

2021 for other countries, allowing to glimpse the end of the 

tunnel and a normal life (not yet guaranteed) towards the 
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summer 2021. Anticipations of a global economic 

recovery in 2021 do not alone explain the recent 

outperformance of Value / cyclical; the depreciation of 

the dollar has accelerated the rally in the global reflation 

trade over the past month. 

 

The market plays the value segment, cyclicals and other 

global reflation trade assets such as emerging markets, 

industrial metals and oil. Last Friday, the rise of 

Caterpillar and oil companies largely explained the rise in 

US indices. Since November, the outperformance of 

commodity-producing countries, such as Brazil or 

Mexico, vis-à-vis developed countries has been clear. The 

International Institute of Finance observed the ever-

largest inflows in a month into emerging debt and equity 

markets, totaling $ 76.5 billion. 

 

Copper and iron ore prices are at their highest since 

2013. Industrial metal prices are rising with the good 

health of the Chinese economy and the expectations of a 

global recovery in 2021, but also thanks to the spending 

plans in the green economy that will require additional 

demand for industrial metals such as copper, aluminum, 

nickel, zinc, silver or cobalt. On average, there is three 

times more copper in an electric car than in a 

combustion car. Investment bank Jefferies estimates that 

the demand for copper in 2030 used for wind, solar and 

electric vehicles will be more than half of the current 

annual global demand. Iron ore has benefited from a 

lower forecast in production from Brazilian Vale for 2020 

and 2021; With a combination of stronger demand and a 

shortfall in supply in 2021 according to RBC Capital 

Markets, the price of iron ore is expected to continue to 

rise. 

• Continue overweighting Value / cyclical 

• We prefer industrial metals to petroleum 

• Aluminum: Alcoa (current price: $ 23.7 / technical 

objectives $ 30 and $ 40) 

• Copper: FreeportMcMoran (current price: $ 25 / 

valuation: $ 35) 

• Iron ore: Vale (current price: $ 16 / valuation: $ 21) 

 

Equities. UK Equities are becoming attractive 

The UK stock market is cheap at 15x 2021 profits, 

compared to 21.6x for the US and 17.5x for Europe ex-UK, 

and therefore deserves a special attention. Its path 

depends on an orderly exit or not from the European 

Union, but also on an economic recovery, as the UK stock 

market is considered as Value / cyclical with the weight 

of finance, mining and oil, counting the three for 40% of 

MSCI UK. 

 

As the UK depends more on the European Union than the 

reverse, an exit without an agreement would probably 

penalize British companies more in the short-term with the 

suppression of the free movement of goods, services and 

capital, and problems of taxes, quotas and chaos at the 

border. Financial firms would lose their European passport 

to offer their services and products in the European Union. 

Citizens on both sides of the Channel could lose their rights 

to live on either side. 

 

According to Bloomberg Economics, the UK could lose 

1.5% of GDP in the short-term and 2% according to The 

Office for Budget Responsability. Without an agreement, 

trade between the UK and the European Union would take 

place under WTO rules. The UK auto sector could face a 

10% tax on its exports to the European Union and 35.4% 

for dairy products. British consumers would see an increase 

in imported products; supermarkets estimate a cost of £ 3.1 

billion. 

 

According to Schroders, the overall stock market is trading 

at 2x 12-month sales, which is 45% higher than the average 

for the past 15 years. Large UK companies are trading at 1x 

sales and 0.5 times for small and medium sized companies, 

which is below the 15-year average. The UK stock market is 

obviously paying for the uncertainties linked to Brexit, but 

also its Value / cyclical profile; it has accumulated these 2 

problems in 2020. 

 

For 2 months, the FTSE 100 has outperformed other major 

stock markets, driven by vaccine announcements and the 

start of national vaccination this week. Investors would 

prefer a deal between the UK and the European Union, 

however the economic recovery will be favorable to the UK 

and if there is no deal, the negative reaction on equities 

should likely be short-lived. 

 

In the event of a deal, we would prioritize finance, industry, 

consumer and commodity like Lloyds Banking, Barclays, 

Land Securities, British Land, Melrose, Reckitt Benckiser, 

Diageo, Compass, Tesco, WM Morrisson, BAE Systems, 

Rolls-Royce, Balfour Beatty, Mondi, Johnson Matthey. And 

with the global economic recovery, BHP, Rio Tinto, Anglo-

American, Glencore. 

• We start buying UK equities and will complete after the 

result on Brexit talks 
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