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EU is China's largest trading partner, and the same is true vice versa. Finally, China 

and the European Union have concluded negotiations on an investment 

agreement that was seven years in the making. This signature occurred just a few 

days before Joe Biden actually takes over from Trump. The deal must be ratified 

by the European Parliament and its 27 member states to go into effect; this 

process could take more than a year.  

 

Source: European Commission, Morgan Stanley Research 

 

China has committed to a greater level of market access for EU investors, 

including some new important market openings. China is also committing to 

ensure fair treatment for EU companies so they can compete on a better level 

playing field in China (i.e. discipline for state owned enterprises, transparency of 

subsidies, rules against the forced transfer of technologies, etc.). 

EU-China resembles in many respects to the former US-China one 

It agreement focuses on investment and should not be considered a ¨free trade 

agreement¨  

 

EU is proving more mercantilist than strategic 

Granted, EU has no lack of good excuses. Trump administration did not consult 

the EU before closing its ¨Trade deal¨ with China in January 2020. As recent 

history demonstrated, EU would also be well-advised to reduce its reliance on 

America, who-ever runs it. The power vacuum in Washington and the close end to 

her mandate were two other reasons why A. Merkel chose to accelerate with the 

conclusion of the EU/China deal.  

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +0.9% 

 S&P 500 +0.3% 

 Nasdaq +0.9% 

 Stoxx 600 +2.2% 

 SPI +1.4% 

 Nikkei +2.9% 

 China +5.9% 

 Emerging +5.2% 
 

 

 BONDS  

 CHF Corp 0.0% 

 US Govt -1.1% 

 US Corp -1.1% 

 US HY +0.4% 

 EUR Gvt -0.4% 

 EUR Corp 0.0% 

 EUR HY +0.4% 

  

 CURRENCIES  

 USD index +1.0% 

 EURUSD -1.2% 

 EURCHF -0.4% 

 USDCHF +0.8% 

 USDJPY +0.5% 

 EM FX -1.2% 

  

 COMMODITIES   

 Gold -3.5% 

 Silver -5.6% 

 Brent +6.3% 

 Copper +3.0% 

 CRB index +4.4% 

EU False priorities 
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But, still, in signing precipitously this deal, Europe neither 

put in the balance at their correct level the key issues 

Human Rights and of political sovereignty, nor of climate 

change. Worse, Germany confirms its mercantilist 

leanings, namely by trying to primarily protect its 

industrial and car manufacturing interests. 

Europe is - much too - easily sacrificing its main 

principles / values on the hotel of business 

• EU actually increases its dependance on China 

• By torpedoing a transatlantic coalition, it also 

removes a lever from the Biden administration to 

thwart Beijing  

 

Fixed income. Chasing opportunities 

Many investors did not miss the recent news related to 

the US sanctions applied to USD-denominated Chinese 

securities. However, most of them only focused on the 

equity side and did not look at fixed income market 

reaction. The Trump administration has used the threat 

of sanctions repeatedly to deny Huawei and other 

leading Chinese companies access to strategical 

technologies. It has also threatened penalties against 

banks that provide financial services to certain Chinese 

and Hong Kong companies. This came at a time the 

Chinese bond market is experiencing larger defaults. 

Some 39 Chinese companies - domestically  and offshore 

- defaulted on $30bn debts in 2020. This is 14% higher 

than in 2019. The technology sector was the most 

impacted (38bn yuan) followed by the consumer industry 

(36bn) and the financial sector (26bn). In the USD-

denominated bond market, the financial sector 

accounted for about 43% of total defaults, followed by 

technology and energy. 

 

China bond defaults ($bn) 

Source: Bloomberg 

 

In response, China has implemented new rules designed 

to shield its companies from “unjustified” sanctions. 

According to the new regulations, Chinese companies 

and individuals can appeal to the Chinese department of 

Commerce if they have been targeted by unjust foreign 

sanctions. If the Commerce ministry agrees, the 

government may offer them support and take unspecified 

yet countermeasures. 

 

Chinese bonds credit spreads in hard currencies - USD and 

EUR - have widened following the recent increase in the 

number of targeted companies. Some investors are 

expecting that those bonds will be banished from  indices. 

In the end, this represents buying opportunities on high 

quality Chinese names rated A or BBB, like CNOOC, CNAC 

or Syngenta, even if it is not coming without risks and 

volatility. 

 

Top-quality Chinese bonds credit spreads 

Source: Bloomberg 

 

• Buy  EUR-denominated top-quality Chinese bonds 

 

Currencies. Nothing seems to be able to derail the 

Yuan 

The recent CNY strengthening has followed the USD 

weakness. This is not surprising given that the PBoC has 

just recently announced a new round of exchange rate 

reform. In October 2020, China confirmed it was 

reconsidering its strategy for the internationalization of the 

yuan and is planning for more proactive government policy 

support. Previously the PBoC was focused on removing the 

policy obstacles for a free use of the CNY.  

 

CNY and market consensus (in red)  

Source: Bloomberg 
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While China has made some progress by promoting 

offshore yuan trading, winning IMF official reserve-

currency status and  introducing commodity contracts 

priced in yuan, the CNY is still a small player. It still has 

just  a 2% market share. And while a steady opening of 

China’s financial markets to overseas investors has lured 

some inflows, foreign ownership of mainland stocks and 

bonds is still relatively minor. The US-China trade 

tensions have curbed the global use of the yuan. 

 

The Chinese New Year is coming. It is the most important 

event in the lunar calendar. This year, Chinese New Year 

falls on February 12th, with the public holiday running 

from February 11th to 17th. The onshore CNY spot has 

already appreciated by 1.1% since the beginning of the 

year. It is the 2
nd

 best performing Asian currency. There is 

still scope for further gains ahead. Firstly, China’s trade 

surplus has been strong and rising last year to reach 

record level at the end of 2020. The latest PMI new 

export orders print suggests it will stay strong at least in 

S1 2021. The second reason is the record amount of FX 

reserves. They have also just reached a new record level 

close to $900bn. Part of the FX reserves increase is due 

to the higher portion of exports being kept in foreign 

currencies. When the yuan was weakening, it was 

understandable to keep some in foreign currencies. 

However, given its current strengthening, and 

expectations of a weaker USD, we are likely to see some 

of these FX reserves converted into CNY.  

 

China foreign currency total reserves($bn) 

Source: Bloomberg 

 

• We maintain our positive view on the yuan.  The 

current consensus median expectations are close to 

the current level at 6.40. We are still forecasting it to 

reach 6.20  

 

Equities. Covid mutants scare the stock market 

Last Friday, the Value and Cyclical segment suffered a 

severe setback. The S&P 500 Banks and Metals fell on 

average by almost 4%. The latest US economic figures 

are not good. Global vaccination is underway, but in the 

United States and in Europe the pandemic is accelerating 

with new strains which are much more infectious, but for 

the moment not more dangerous. The vaccines remain 

effective with the new variants. Europe is tightening up 

health measures, at least until the end of February / end of 

March; Germany and the Netherlands are adopting more 

restrictive measures than during the 1st wave in spring 

2020. The stock market fears that the new US 

administration will put in place new constraints, even if 

most of them are the responsibility of the states. Fears of a 

return to recession are therefore resurfacing and the 

outlook for 1Q21 is darkening. 

 

Europe: indices of constraints 

 Source: Oxford University Blavatnik School of Government 

 

The US market was also more volatile with the closure of 

the New York stock exchange on Monday, January 18th for 

the Martin Luther King Day and the inauguration ceremony 

of Joe Biden on Wednesday, January 20th with the risk of 

extremists overflowing. 

 

At the end of last week, the decline in the Value / cyclical 

segment can be explained by fears of a return to recession 

with the 2nd and 3rd Covid waves 

Source: Bloomberg 

 

In this still worrying health environment, global vaccination 

is accelerating. The Pfizer/BioNTech vaccine is there, 
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Moderna's vaccine starts (easier in distribution and 

storage) and at the end of January we await the vaccine 

data from Johnson & Johnson / Janssen (same 

technology as for BioNTech and Moderna). J&J/Janssen’s 

vaccine could be a game changer, as one dose would be 

necessary (compared to 2 for the others) with an 

expected 80% effectiveness rate; one negative point : 

Johnson & Johnson should not be able to produce the 

billion doses in 2021 as planned. 

 

The earnings season is starting and the decline in US 

bank prices (JPMorgan Chase, Citigroup and Wells Fargo) 

seems exaggerated, given the fairly decent initial results 

with moderate reserves for pandemic losses of $ 5 billion, 

a sign of their optimism that defaults will be lower than 

expected. But in the short term, we see a flow to safe-

haven assets like the dollar and US Treasury bonds. If 

there is not a vaccine-resistant mutant Covid, the stock 

markets will return more confident on the economic 

recovery, most likely lagged by a quarter, and Value/

cyclical assets with the acceleration of the vaccination. 

 

In the medium term, the control of Congress by the 

Democrats and the generous stimulus plans reinforce 

analysts and strategists in their Value/cyclical positioning. 

The US administration plans to spend nearly $ 4 trillion 

over 4 years between supporting the economy and 

green spending. JPMorgan and Goldman Sachs have 

revised upward their forecast for US economic growth for 

2021. JPMorgan even recommended a return to US 

equities to the detriment of the emerging zone. 

 

As of January 20th, Joe Biden will announce a 10-day 

blitz of executive action, "Overview of First Ten Days," 

focused on Covid-19, economic recovery, racial injustice 

and climate change. 

• In the short term, the Value / cyclical segment suffers 

from tougher health measures 

• In the medium term, vaccination and fiscal stimulus 

encourage us to maintain our Value / cyclical 

positioning 

 

Equities. Chinese Big Techs not on the US 

blacklist 

Alibaba and Tencent should not be on the US blacklist. 

The Fed and Mnuchin convinced Donald Trump that 

such a move would cause significant damage to US 

investors. With a market capitalization of $ 1.5 trillion, the 

negative impact would not only be direct, but also 

indirect through funds and ETFs. On January 14th, Xiaomi 

was blacklisted. 

 

We do not believe in a nationalization of Alibaba, but it is 

evident that the Chinese authorities are seeking to take 

control of the financial activities of both Alibaba (Alipay, 

Ant Group) and Tencent (WeChat Pay). The Communist 

Party also wants to show where the red line is; last October, 

Jack Ma had largely crossed it. 

 

For investors, the situation is far from clear, especially after 

the New York Stock Exchange's reluctance to delist China 

Mobile, China Telecom and China Unicom. The weight of 

Chinese companies listed in the US and in emerging 

indices should be taken into consideration, with caution. 

Joe Biden will take up a very sensitive issue. The lack of 

visibility is all the greater that we do not know the exact 

position of the new Administration on the trade, 

technological and financial wars. 

 

Sino-US tensions escalated last week with the lifting of US 

self-imposed diplomatic restrictions on Taiwan, formerly 

designed to appease the Chinese Communist regime. 

Hong Kong's rapid takeover leaves no doubt that the next 

hot issue will be Taiwan. 

• We remain cautious on Chinese equities listed in the 

United States 
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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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