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Fed Firepower Overwhelms Fundamentals and IB Consensus… 

‘U.S. stocks are unlikely to make fresh lows thanks to the “do whatever it takes” approach of policy makers, according 

to Goldman Sachs Group Inc. A combination of unprecedented policy support and a flattening viral curve has 

“dramatically” cut risks to both markets and the American economy, strategists including David Kostin wrote in a 

note Monday. If the U.S. doesn’t have a second surge in infections after the economy reopens, equity markets are 

unlikely to make new lows, they said. “The Fed and Congress have precluded the prospect of a complete economic 

collapse,” the strategists wrote. “These policy actions mean our previous near-term downside of 2,000 is no 

longer likely” for the S&P 500 Index.’ Bloomberg quoting a revised Goldman strategy view  

‘The Fed is rescuing weaker credits as well as the strong, is diving ever-deeper into risky assets, and is putting Wall 

Street ahead of companies across Middle America. This means the Fed will in effect buy the worst shopping malls 

in the country and some of the most indebted companies. The opportunities for losses will be that much greater. 

Treasury is backstopping losses, but the taxpayer risks here are greater than what the Fed took on in 2008-2009. The 

Fed may feel all of this is essential to protect the financial system’s plumbing and reduce systemic risk until the virus 

crisis passes but make no mistake that the Fed is protecting Wall Street first. A company bought by a Wall Street 

firm and loaded up with debt that is part of a CLO security will now face far easier terms for liquidity relief than 

will a similar privately owned company in the Midwest that never took on too much debt. This is employing 

political discretion, and picking winners and losers, far more than the Fed did in 2008... ’ WSJ editorial, April 9th 

‘That, in turn, highlights a third point: American economic attitudes are changing at a startling speed to embrace 

more state interference. One obvious sign of this is Mr Trump’s attempt to use wartime powers to give orders to 

manufacturing companies such as 3M. Another is the Fed’s extraordinary $2.3tn support package for companies and 

local entities that was announced on Thursday morning — with even more largesse promised soon. That horrifies 

some observers. “We are on a road to essentially changing our form of capitalism and free enterprise 

permanently — how do you claw this back?” laments Scott Minerd of Guggenheim partners.’ Gillian Tett writing in 

the FT last week 

‘While we’ll see new MBS buying, no central bank has yet taken the leap to buying junk paper, so boosting risk 

appetite/reducing portfolio liquidation pressures is the strategy. But make no mistake – nothing is now off the 

policy/regulatory table…I took profits on the HYG short on that basis more than the fundamental outlook…’ Weekly 

Insight, 16th March 2020 

• If you had perfect foresight back in late January, had consulted leading epidemiologists and anticipated 

the global pandemic and scale and speed of the resultant economic shock, could you have conceivably 

predicted that US IG bonds and the Nasdaq would by mid-April be flat on the year? The point I made 

back in that 16th March note at the depth of capital markets dysfunction remains key – you have 

to be cognizant of the fundamentals, but also the policy ‘reaction function’. The LQD ETF that 

many expect will be propped up by the Fed has seen its total assets jump by nearly 50% in less than 

three weeks, to a record of almost $42bn while the two largest US junk-bond ETFs, HYG and JNK, 

have seen $2.8bn of inflows combined in the past week on the most spectacular policy frontrunning 

since the ECB started hoovering up peripheral bonds.  

• A record net 50% of asset allocators said they are overweight cash relative to benchmark 

(currently holding 5.9%) - the previous high was 49% in October 2008, according to the latest 

BoAML survey conducted in the first week of April, Over half of investors expecting the recovery would 

be U-shaped and only 15% a V-shaped recovery, with the rest seeing it a second pandemic wave W-

shaped. The allocation to global equities slumped 29ppts to 27% m/m, the lowest since March 2009… 

ENTX on Bloomberg        

sean.maher@entext.com 

 
   Weekly Insight | 16th April 2020 

https://www.wsj.com/articles/the-feds-main-street-mistake-11586474912


 

 

    Macro Weekly Insight 

     Entext Economics & Strategy | 20 Wenlock Road, Islington, London, England, N1 7GU | +44 207 687 2213 | www.entext.com  

 

Page 2 of 16 

• The unprecedented speed of historic equity market moves since the MSCI AC and S&P 500 peaked on 

February 12th and February 19th respectively have left many dazed and confused. The MSCI AC 

plunged 32% over 28 trading days and the S&P 500 34% over just 23, before an equally stunning 

reversal with the S&P 500 gaining 25% in the last 13 trading days and the MSCI AC 22%. I highlighted 

in mid-March that we had overshot fundamentals on a ‘quant quake’ liquidation domino effect which 

was creating market dysfunction, exacerbated by the oil price war via US junk debt. Thanks to decisive 

policy action, we avoided contagion from the real economy shock to the financial system and 

the scale and speed of that response has made the 2008/9 templates irrelevant.  

• We saw new highs for concentration as measured by the market cap of 5 largest S&P companies 

which reached 19% on Tuesday, versus 18% at the 2000 peak. It’s certainly true that market bottoms 

are usually characterized by changes in sector leadership but the old leadership of US over global, 

growth over value, and large cap over small are all still in place. However, the pandemic has 

reinforced some of those longstanding structural trends – Amazon over offline retail, Netflix 

over cable etc. FactSet reports consensus aggregated bottom-up estimates at $153 for 2020, and 

$178 for 2021.  

• Most top-down estimates are in the $115-120 range this year, and the 2021 estimate is about 150. 

Those are unusually wide spreads and the gap will be closed largely via negative bottom-up revisions 

through mid-year...but while a source of stock level volatility through the forthcoming earnings season, 

that shouldn’t overall be ‘new news’. It’s notable that liquidity and market depth in the recent rally has 

not improved much from the mid-March lows, whether looking at S&P 500 E-mini futures or individual 

large cap names. 

 

Source: Entext 

• Back in the 1940s, before differential calculus and computers dominated macroeconomics, economies 

were modelled using elaborate perpetual motion systems of containers, pipes and feedback valves with 

water moving around them to reflect the flow of money in an economy. While that may seem quaint 

now, it remains a useful way to visualise the displacement effect of capital movements around the global 

financial system. Since 2008, it is as if the table this system rests on is violently tilted every 18mths or 

so, with all the liquidity flushing from the risk asset to safe haven side and back again rather than finding 

the sustainable equilibrium beloved of economists. The recurrent problem over the past decade is 

that too much liquidity is pouring into a system suffering a chronic shortage of creditworthy 

absorption capacity (and banks suffering a shortage of collateral they can repo). The Fed balance 

sheet has exploded by $2trn to $6.1trn in just five weeks while the US budget deficit this year could 

reach $3.8trn or approaching 19% of GDP. Of course, the Fed's blanket backstop of the entire US bond 
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market risks creating huge distortions in risk pricing – as covered in the last note, fundamental credit 

analysis is now superfluous for US IG investors given the scale of Fed/Treasury SPV buying 

power. The end result of the aggressive pandemic response will be more of the same risk 

‘displacement’. Ultimately, this Tsunami of excess liquidity (which the real economy simply can’t absorb 

during the pre-vaccine partial recovery phase) supports equities and credit - the consensus is belatedly 

waking up to the financial/real economy divergence and as ever, price drives sentiment. 

• This whole episode has been another lesson in behavioural finance, with the psychological need for 

‘mental roadmaps’ to anchor analysis having misled investors, from the initial SARS 

comparison to the 2008 crisis script rehash and now the 1930s deflationary bust one. Aside from 

the radically different intensity of global integration now in both supply chains and financial markets, 

anyone who has studied the Great Depression will understand the key role erroneous Fed policy played 

– it tightened too early, cutting short recovery, a topic Ben Bernanke analyzed at length – the opposite 

remains more likely this time.  

• This week we had Wall Street analysts falling over themselves to reverse bearish views, with JPM's 

now sharing my stance that stocks will likely hit all-time highs within a year, while Goldman has 

abandoned its 2000 S&P bottom call. It’s also notable that JPM saw a 23% growth in deposits last 

month, reflecting the liquidity preference shift covered in the last note – while you could sketch a 

liquidity trap scenario, the fact that the Fed will engineer financial repression through the recovery by 

driving real rates deeply negative makes that Japan parallel unlikely. Indeed, some degree of liquidity 

preference mean reversion over the next 6-12mths seems more likely. Near term, it’s been a furious 

and now overextended rally and I’ve taken a 21% profit on the Korea long initiated a month 

ago…I retain plenty of structurally attractive Korean tech exposure via the stock thematic baskets. I’m 

also closing the Eurozone banks long for a small loss, as I underestimated the mandated dividend cut 

impact and the sector has lagged wider indices. 

 

Source: Entext 

• The Fed’s maiden foray into HY debt drove the ICE BofA US High Yield Index to its third largest single-

day gain on record last Thursday, as its yield spread over Treasuries narrowed by 85 bps, only 

exceeded on previous Fed bailout announcements in October 2008 and April 2009. We’ve given back 

some of that since, as oil has reversed and investors realise that the Fed won’t be able to buy any of 

the bonds that were actually in the index, with its junk intervention limited to “fallen angels” i.e. 
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downgraded companies that were IG rated as at March 22nd. None of those downgraded last month 

have been added to the index yet, because of market volatility.  

• As covered by the always excellent Gillian Tett quoted above, the entire frantic bailout effort has 

been replete with moral hazard and perverse incentives - many companies, especially the 

fallen/near-fallen angels, are getting rewarded for past mismanagement and/or reckless capital 

decisions (excessive buybacks and dividends, poor M&A etc.). Is there going to be belated regulation 

across the shadow finance sector of leverage, ETF duration mismatching and equity distributions in the 

future as a quid pro quo (as the BIS among others are calling for, as covered below?). It’s not as if the 

risks were unknown – the Fed's own November 2019 Financial Stability Report warning of 

corporate debt risks, excessive leverage, and the surge in issuance across the HY/leveraged 

loan space.  

• Only some of the fallen-angel names will qualify for the program e.g. Ford but not Occidental Petroleum.  

The Fed can spend at most $11.3bn on any company’s debt (or about a third of the $36bn that Ford 

has outstanding). The rules apply to both of the SPVs that the Fed has created to buy corporate bonds: 

One will buy up to $250bn of debt in secondary trading, and the other will buy up to $500bn 

directly from companies. A large part of their buying power comes from leverage, since the vehicles 

are capitalized with $25bn and $50bn from the Treasury - the Fed can buy $10 of IG bonds for every 

$1 of Treasury money, but only $7 of HY. It can buy ETFs that own junk bonds in its secondary-market 

vehicle, but the fundamentals of high energy sector distress post the OPEC/G20 deal remain 

(and the deal was which was simply a face saving acceptance of finite and fast depleting crude storage, 

onshore and floating – every VLCC in the world has been booked up).  

• The Fed can’t abolish excess supply or the default risks it creates, whether in Manhattan co-working 

office space now that WeWork has imploded or global energy markets.The moral hazard/market 

distortion disquiet reflected in that WSJ editorial will I suspect become widely shared (although 

clearly not in the Blackrock boardroom). Buying junk bonds even in this legalistic pre-emptive fashion 

pushes the Federal Reserve act to its legal limit. Buying these securities via open-market ETFs 

operated by a politically connected entity which was a huge part of the liquidity crash last month without 

competition helps speed up the process but introduces endless conflicts of interest.  

 

Source: Entext, WTO - top figures 2021 estimated real GDP growth, bottom figures 2020 in alternative pandemic scenarios. 
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• I don’t do GDP forecasting other than looking for consensus anomalies/inflection points, but the latest 

WTO scenario analysis summarized in the chart above looks realistic in terms of the how the 

duration of this disruption or ‘shape’ of the recovery impacts growth through end 2021, as well as the 

divergent regional impact. There is clearly huge path dependency for the global economy 

depending on how quickly we manage to co-exist with Covid at lower economic cost, via mass 

testing, masks and more effective treatments – a high (if varying in its intensity) level of social distancing 

will remain in place over the next year.  

• The most heavily tourism dependent economies such as ASEAN will remain the weakest 2021 

recoveries.  The WTO simulations from its baseline project that the fall in global GDP ranges from 

just under 5% in the V- shaped recovery scenario up to 11% in the L-shaped one. Given the 

calculation methodology, even though the projected % increase in global GDP in 2021 in the U-shaped 

scenario (+8%) is close to the projected fall in 2020 (-9%), the simulations still project a substantial 

cumulative fall or by 2021 and the ‘output gap’ versus potential trend growth will be even bigger.  

• It makes sense to look at all these recovery ‘shapes’ in terms of sectors, because they will 

recover at a very different pace with very divergent impact on margins. For instance, assuming 

social distancing rules are maintained until a vaccine, then every other seat in restaurants and the 

middle seat in planes will have to be kept empty i.e. these businesses will operate at 33-50% of capacity 

via mandated human density as well as other compliance costs (e.g. the 25min gate turnaround for 

budget airlines will become impossible).  

• The wider recovery will be gradual – even if it was sanctioned, how soon will we feel like going back 

into large crowds, restaurants, cinemas, sporting events, hotels, and all the other areas where we 

congregate? In London, I’ve certainly noticed that many people who were highly strung to begin with 

have gone full blown, bug eyed OCD and even a vaccine may not solve everything – a minority will 

refuse to trust it just as they have with MMR. There will be huge destruction of impossible to 

repurpose asset values in the worst affected parts of the real economy, from restaurant kitchens 

to airliners.  I’ve been covering the devastation facing the global travel sector for over two months and 

international travel faces huge hurdles to normalization – we need globally agreed ‘bio-passport’ rules, 

but arguments about the validity immunity testing will complicate things. Right now, HK and Korea 

require you to take a throat swab Covid test upon arrival, and then go into 14-day quarantine, while 

Emirates is experimenting with a pre-flight instant blood test for its passengers. Travel will not be for 

the squeamish or time constrained… 

 

Source: Ishka Insight 

• If that is the standard for countries reopening their borders (and China’s is welded shut to foreigners, 

including the land one to Russia, whose outbreak is escalating fast), then the global air travel demand 

recovery will be minimal, and so too for most of the 8% of global crude it uses and and the chart below 

reflects a rational reassessment of the ‘new normal. Cargo planes are in high demand as they can 
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minimize human contact (crews can’t even get off the planes in China) and prices have proved 

resilient, while large long-haul passenger planes have slumped – the 777 freighter version has 

held its value, its 300 seat passenger iteration as flown by Cathay etc. is down almost 13% - overall 

smaller, shorter haul is doing better on expectations that domestic travel in the US and China will restart 

well before intercontinental.  

• On the automation of Asian customer support/BPO outsourcing I covered last week, Nikkei Asian 

Review has since analysed the threat – the medium-term consumption growth story in the Philippines 

and India hinges on this sector absorbing millions of new graduates on $400-500/mth salaries and it 

simply won’t happen, while tourism will take years to recover from the pandemic shock. This will have 

an adverse impact on local commercial real estate, from Manila to Bangalore as the article highlights: 

‘Around 50% of operations in major Philippine outsourcing hubs have been disrupted by the pandemic, 

Das said, which could also hurt BPO office landlords such as SM Prime Holdings, Ayala Land, and 

Megaworld. Already, Colliers Philippines, a real estate consultancy, has seen BPO companies holding 

back on signing leasing contracts by up to six months. "Most leasing decisions are on hold, or are likely 

to be re-evaluated after the pandemic," Colliers research head Joey Roi Bondoc told Nikkei.’ India and 

ASEAN are going to suffer structural development model damage in the aftermath of the current 

chaos. 

 

Luxury and ‘Athleisure’ Consumer Themes Attractive into 2021 Recovery… 

‘Well, we know that ultimately if this goes on long enough, these losses roll up into the banking sector. People don't pay 

their mortgage. Coffee shop doesn't pay their landlord. The landlord then can't pay the bank's mortgage. And so it ends 

up rolling up into the banking sector. Right now, the banks are well-capitalized relative to where they were in 2006. But 

if this goes on long enough, it could produce strains in the banking sector. And then the Fed and Congress and Treasury 

would have to step in to make sure that the banks are sound. So it's something I think we're all watching very closely. 

I'm focusing on 18 months because we're looking around the world. As they relax the economic controls, the 

virus flares back up again. And that makes intuitive sense because so many people have the disease, but they 

don't show any symptoms. So, you don't know who's spreading the disease and who isn't. So we could have 

these waves of flare-ups, controls, flare-ups and controls until we actually get a therapy or a vaccine. I think we 

should all be focusing on an 18-month strategy for our healthcare system and our economy. If it ends up being shorter 

than that, that's great. We should prepare for the worst-case scenario.’ Neel Kashkari, Minneapolis Fed President, 

interviewed on CBS this weekend  

‘Officials have accumulated narco-sized fortunes. Some of its uses of technology — especially facial recognition — are 

creepy. But there is also a more impressive story, one that has gotten lost. China’s more enlightened officials 

are following the Singaporean model of trying to create a world-beating government, led by a caste of elite 

mandarins. The Communist Party has turned itself into a giant human resources department that keeps detailed files 

on cadres across the country. Performance measures are ubiquitous: provincial heads, university administrators, 

factory managers, local bureaucrats are all — at least in theory — promoted according to their ability to hit 

government targets. For the moment, American governance seems to be in a very different place.’ From a very 

thoughtful Bloomberg piece on what the pandemic has revealed about US versus Asian governance 

• While Europe has generally handled the pandemic competently (particularly Germany) even if the 

debate over EU debt mutualisation remains a taboo reflected in a renewed surge in BTP-Bund 

differentials, US credibility has been further eroded by having Jared and Ivanka rather than members 

of a caste of ‘elite mandarins’ sitting on the economic reopening committee. I mentioned in the last note 

that: ‘Visa Direct and Mastercard Send can instantly deposit funds into bank accounts around the world 

while PayPal and Square are pushing their digital wallets. However, you can’t scrawl Donald J. Trump 

over an electronic payment like you can sign a good old-fashioned check…’ and 70m Americans will 

now for the first time in history get an IRS disbursement with the presidential signature. While that is 

petty narcissism, the White House decision to cut off WHO funding has led to pretty unanimous dismay 

among traditional allies at the US undermining multilateral institutions and squandering its global 

leadership role.   

https://asia.nikkei.com/Spotlight/Coronavirus/Coronavirus-a-threat-to-vital-Philippine-call-centers?utm_campaign=RN%20Subscriber%20newsletter&utm_medium=daily%20newsletter&utm_source=NAR%20Newsletter&utm_content=article%20link&del_type=1&pub_date=20200413190000&seq_num=2&si=%25%25user_id%25%25
https://asia.nikkei.com/Spotlight/Coronavirus/Coronavirus-a-threat-to-vital-Philippine-call-centers?utm_campaign=RN%20Subscriber%20newsletter&utm_medium=daily%20newsletter&utm_source=NAR%20Newsletter&utm_content=article%20link&del_type=1&pub_date=20200413190000&seq_num=2&si=%25%25user_id%25%25
https://www.bloomberg.com/opinion/articles/2020-04-13/coronavirus-pandemic-is-wake-up-call-to-reinvent-the-state?sref=xsbhwepH
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• That 18mth timeline to normalization outlined by Kashkari above seems sensible - the mass 

antibody testing option I’ve covered in recent notes is proving hard to execute for a variety of reasons 

from false negative results (e.g. Oxford has failed to validate the initial UK test kits) to ongoing debate 

among scientists about how long immunity can last, particularly for those who had weak symptoms. 

Google and Apple’s announcement that they would collaborate to add contact tracing capability to 

billions of mobile phones essentially copies key elements the tracking apps developed in China a couple 

of months ago, with variants used elsewhere like Korea.  

• From Taiwan to Singapore, a more labour intensive, investigative form of contact tracing (with the police 

usually involved alongside healthcare workers) has been essential in containing and combating the 

spread of Covid in Asia by closing down infection clusters fast. Once the system is operational, phones 

will emit coded identification tags via Bluetooth and simultaneously record the tags of nearby 

devices, all of which are anonymous. When a user is diagnosed with the virus, his phone warns 

every other phone that picked up one of the proximity tags that their owner may have been exposed 

and should self-isolate.  

• The solution will be built into the iOS and Android operating systems of every phone and connected to 

national health agencies’ efforts. However, without mass testing, this alert system is of limited 

utility in and of itself and sustained social distancing will remain essential so contact tracing won’t be 

overwhelmed by community spread. Indeed, this is most useful to help contain new clusters after 

the pandemic has passed its peak and the economy is attempting to normalise i.e. as in Asia, when 

the overall infection numbers fall to manageable levels and the focus shifts to avoiding a second wave.  

• It remains remarkable that China’s stimulus levels so far are a mere 2% of GDP, but it is now 

accelerating structural reforms to boost long-term growth, such as relaxing the hukou migrant 

residence restrictions - all Chinese cities, with the exception of a few Tier-1 megapolises like Beijing 

and Shanghai, should allow migrants to register for residency with equal access to public 

services, from education to health care. The new policy guidelines, released by the Central 

Committee and the State Council last week, aim to boost the market’s role in flows of “production 

factors” – namely land, labour, technological knowledge, capital and data. China will ensure different 

market players have “equal access” and seek efficiency by following “market rules, market pricing, and 

market competition”, according to the new policy guidelines.   

 

Source: PBoC, Entext – latest data for China TSF at end of March 2020. 

• A key area of reform will be in allowing rural land not being used for farming to be traded, allowing 

farmer access to capital, alongside a nationwide land quota exchange system among different 

provinces so that cities can use more land more efficiently for development. As much as the detail, this 

package sends an important signal – as the rest of the world panics, China is playing the long-game of 
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market led structural reforms to boost productivity. This is not the consensus narrative, which has 

maintained that Xi would further centralize economic power by favouring SOEs over private business 

etc. Instead, after curtailing shadow banking at great cost in 2016-19 to reduce systemic crisis risks, 

Beijing is now choosing liberalization and reform with a 3-5-year payoff over stimulus to goose near-

tern GDP. If it follows through, China is set to improve the quality of its growth, reduce international 

trade tensions and underpin its rise up the global value chain.   

• Total financing last month grew by 11.5% y/y – up from 10.7% in February and the highest growth 

since August 2018. RMB-denominated bank lending grew by 12.7% y/y, from 12.1% in February and 

highest growth since September 2019. FX loans grew by 7.7% y/y – up from 1.3% in February and the 

highest growth since December 2013. Corporate and local government bonds both saw accelerated 

issuance in the month, but the key elements of shadow finance remained weak. Beijing seems 

willing to accept 2-3% growth this year and unwilling to risk systemic instability by a reacceleration of 

leverage. Indeed, aggregate mainland leverage ratios which sparked endless worried IB notes in recent 

years will converge with triple digit levels in the US, UK and much of Europe next year.   

• There are also encouraging signs that China’s consumers are back spending and less 

traumatised by the lockdown than many expected despite constant temperature and health app 

checks as they enter retail outlets – using time-limited spending vouchers rather than tax cuts (which 

were largely saved last year) seems to be helping. For instance the SCMP reported last week that:  

‘Demand for travel,  cosmetics , outdoor gear and food has surged in recent weeks as policy-driven 

stimulus kicked in, workers returned to offices and factories and the government started easing 

restrictions on people’s movement. Transport bookings rose more than 50 per cent, while hotel 

reservations increased by 60 per cent during the three-day tomb-sweeping Ching Ming Festival through 

April 6, according to Trip.com Group. Online retail orders have likewise boomed, according to e-

commerce site Pinduoduo.’.  Even car dealerships have been surprised by a surge in ‘revenge 

consumption’ – China is set to become an even more important part of the revenue mix for global brands 

over the rest of Q2 as the rest of the world remains in lockdown.  

• I was very bearish on luxury exposure back in February in anticipation of a global travel shock as 

well as prolonged China shutdown and Bain & Co. has estimated that the personal luxury goods market 

could contract by up to a third this year worldwide. To the extent that these policies 

disproportionately benefit the 0.01%, they offer some support for the luxury sector in H2, I’d now 

be a buyer on weakness, particularly of the less duty-free retail/travel goods exposed names and those 

with the greatest e-commerce exposure.  
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Source: Entext 

• The other sector that looks interesting is ‘athleisure’, a theme covered previously. The pandemic 

has underlined the health value of fitness and risks of obesity so ultimately looks to be a tailwind for the 

wider sector. China’s growing flirtation with running and participation sports (and simply virtue signaling 

by wearing the gear) looks to have been reinforced by the lockdown. While Li Ning has outperformed 

global peers in line with wider Chinese indices, one stock which has lagged and looks attractive is 

Taiwanese bike maker Giant. While supply chain issues persist and factories are still operating well 

below capacity, the fact that it is vertically integrated with strong independent dealer relationships  (I 

know this from personal experience, having just splashed out on a mountain bike for a restless 

teenager) suggests it will come out of the current disruption strongly. While many US trails and parks 

are closed, many people are trying cycling for the first time on empty urban roads or upgrading to 

maintain fitness – on a 12mth+ view, a retest of the 2019 highs looks feasible.  

 

Source: Entext 

• Adidas, which has been a must-own in every consumer trends portfolio because of its skillful 

‘digital first’ social media marketing and product innovation, has been among the hardest hit 

names and almost halved in the recent selloff as its global store network shut. The company, which 

had net cash of just under €900m at end 2019 and controversially attempted to avoid paying this 

month’s rent on its store portfolio, has been approved for a €3bn aid deal from the German government 

and banks, via a syndicated revolving loan facility, with €2.4bn in loan commitments coming from 

German state-owned bank KfW and the company will temporarily cease dividend payments as well as  

abandoning its €1bn share buyback plan.  

• While some damage has been done to the brand in Germany, it now has the means to survive this 

shock though and the secular trend remains supportive…the speed at which ‘non-essential’ European 

and US retail reopens will now determine upside through H2. In another signal of reviving mainland 

consumer spending, Marriott has said revenue per available room in the Greater China region 

was now improving, adding that group customers were tentatively rebooking for later in 2020. Online 

travel platform Ctrip, which hasn’t participated in the recent rally, should benefit from a domestic 

travel boom this summer as mainland tourists severely limited in their foreign options opt for 

‘staycations’ – maybe some will opt for trail biking ones wearing iconic German sportswear.  
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BIS and OMFIF Underline Role of US ‘Shadow’ Finance Sector in March Chaos… 

• I covered the role of forced systematic fund deleveraging in the mid-March liquidation event, and in an 

excellent new paper the BIS examined the extreme volatility in US bond markets which it likewise 

ascribed to excess  leverage and spiraling margin calls across fixed income markets. It noted 

that: “Hedge funds that employ so-called relative value strategies fund large positions in treasury 

securities using leverage through repos, while, at the same time, selling the corresponding futures 

contract. Once the funds were no longer able to meet variation margins, their positions were 

unwound by dealers/futures exchanges, pushing prices lower. This in turn gave rise to a classic 

“margin spiral” …whereby the cycle of illiquidity, price dislocations and tighter margin 

requirements fed on itself. Under normal circumstances, dealers would be able to alleviate market 

stresses by absorbing sales and building up an inventory of securities. But dealers’ treasury 

inventories had already been stretched, especially from 2018 onwards, as they needed to absorb 

a large amount of issuance. Far from there being a shortage of safe assets, there was a glut in 

the run-up to Covid-19. Furthermore, while the locus of initial market turbulence largely involved 

relative value investors, de-risking quickly spread to systematic funds. Such funds follow a rules-based 

investment strategy with limited, if any, scope for discretionary or tactical adjustment. While systematic 

strategies are not new, they have expanded rapidly in recent years and their market impact is 

likely to have increased. Market estimates suggest that about $1–1.4 trn of $9trn in hedge fund 

assets could be managed by systematic funds, including so-called CTA/momentum funds that 

take both long and short positions, primarily in futures markets, and volatility control funds that adjust 

their portfolios dynamically by allocating to safer assets, such as fixed income or cash, when 

volatility rises…during the Covid-19 crisis, the dislocation in the treasury market meant that bonds no 

longer performed as a hedge or delivered desired exposure in either type of strategy. As the funds 

scaled down leverage, this led to a dash for cash, exacerbating declines in both equity and bond 

prices. As the equity market sell-off accelerated and treasury volatility also rose, the assets and 

number of risk parity funds began to fall, indicating that the de-risking by systematic funds was 

widespread.” All of which has been covered repeatedly in recent notes, but the depth and clarity of 

this BIS analysis is authoritative – every investor needs to understand the role of these funds in driving 

or exacerbating global risk on/off episodes.  

 

Source: CBOE, Entext 
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• The OMFIF (the independent think tank for central banking) has published a similar analysis on this 

mess -  having over regulated banks post 2008, we saw last month that systemic risks have now 

migrated to hedge funds and ETF vendors.  It concluded that: ‘Regulators have underestimated the 

risks posed by leverage in trading books and in non-banks as well as by interconnectedness. They 

have miscalculated the spillovers to financial stability and the US economy in particular. Just 

as in 2008, failures of regulatory oversight are abundant. When the dust soon hopefully settles on 

immediate coronavirus firefighting, regulators need to quickly get to the bottom of how financial markets 

behaved. The FSB, as in 2008, should immediately investigate what happened, what went wrong and 

what fixes are needed. In the US, the FSOC should launch such a study. Given the Council’s current 

light touch philosophy, a ‘shadow committee’ of financial experts, committed to fighting systemic risk 

and with experience in fighting the 2008 crisis, should undertake such an investigation. Non-banks 

impact financial stability. It’s high time…that the Fed used its financial stability reports to go 

beyond analysis and offer policy recommendations on non-banks. An essential outcome of the 

pandemic’s impact on the global financial system must be to seriously reduce the risks emanating from 

non-banks and leverage.’ Having saved the credit ETF and risk parity sectors from their own self-

serving recklessness, their growth now seems very likely to be curtailed. ETFs dodged a 

regulatory bullet a couple of years back thanks to intensive lobbying, but when authoritative central 

banking organizations like these make such a clear case for reform, the Fed will be obliged to listen. 
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Current Tactical Macro Trades and Thematic Stock Baskets 

 

 Source: Entext – equal weighted baskets.  

Closed Positions Instrument Initiation Closed Date Performance (%)

Long S. Korea iShares MSCI South Korea Capped ETF 18/03/2020 14/04/2020 21.5

Long European Banks Stoxx 600 Banks Index (SX7E) 12/03/2020 14/04/2020 2.2

Short Indian Equities iShares India ETF 03/03/2020 12/03/2020 21.4

Short US Junk iShares iBoxx $ High Yield Corporate Bond ETF 04/03/2020 12/03/2020 10.9

Long Japan Equities Topix Index 08/11/2019 22/01/2020 2.4

Short US 10-year Note US 10 Year T-Note Future 29/03/2019 22/01/2020 4.1

Long EM Local Currency Bond VanEck Vectors J.P. Morgan EM Local Currency Bond ETF (EMLC) 03/09/2019 22/01/2020 3.9

Long MSCI EM EEM ETF 26/09/2019 08/11/2019 6.8

Long China Internet Sector KraneShares CSI China Internet (KWEB) 23/08/2019 17/09/2018 9.6

Short Utilities SPDR Utilities Sector (XLU) 18/07/2019 05/08/2019 3.2

Long Copper HG1 Sep'19 Future 29/03/2019 01/08/2019 5.8

Short MXNUSD Bloomberg MXNUSD Spot 29/03/2019 05/31/2019 2.3

Long China Internet Stocks KraneShares CSI China Internet (KWEB) 29/03/2019 07/05/2019 11.2

Long European Banks Stoxx 600 Banks Index (SX7E) 06/26/2019 07/12/2019 6.2

Long AUDNZD Long AUDNZD Forward June 29/03/2019 07/12/2019 0.2

Basket Theme Constituents Initiation Status Performance (%)

5G Infrastructure Accelink, Cisco, Juniper Networks, Nokia, Qualcomm, Zhongji Innolight 02/01/2019 Open 21.1

Autonomous Vehicles Denso Corp., Koito, Nexteer, Renesas, GM, Sony, Baidu 02/01/2019 Open 19.0

New Energy Vehicle LG Chem, BYD, Samsung SDI, Toyota, Hyundai, Hanon 02/01/2019 Open 13.5

Services/Ecommerce Automation Cognex, Delta Elec., Innovance, Keyence, Omron, Rockwell, THK 02/01/2019 Open 11.5

Esports/Social Gaming  
Netease, Capcom, Electronic Arts, Nintendo, Tencent, Ubisoft, Square 

Enix, Douyu
02/01/2019 Open 43.7

Artificial Intelligence Software/Semis Alibaba, Baidu, Google, Hikvision, Iflytek, IBM 02/01/2019 Open 42.4

Closed Positions Constituents Initiation Closed Date Performance (%)

Embedded Intelligence 

(Sensors/MEMS)
Broadcom, Murata, NXPI, Nidec, Sony, Synaptics 02/01/2019 21/02/2020 47.8

Global Oil E&P (Reserve 

Underinvestment)
iShares SPOG ETF 02/01/2019 21/02/2020 7.0

China Education
Wisdom Education, Tianli Education, New Oriental, New Higher 

Education Group, YuHua, Maple Leaf Educational Systems
22/01/2019 05/07/2019 34.3

Cybersecurity
Akamai Tech., Check Point Software, Cyberark, Fortinet, Palo Alto 

Networks, Proofpoint, Trend Micro
02/01/2019 06/01/2020 45.0
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Summary Asset Views  

 

 

Absolute return investors may wish to treat Bullish recommendations as longs and Bearish recommendations as shorts. Meanwhile 

those with a benchmark may wish to treat our recommendations as tilts against their own strategic benchmark, and according to any 

single asset class limits they may have.   

 
Investment View Vs. Benchmark 

MSCI Weight/SAA Benchmark

(6-12mths +)

Equities

US Bearish/Neutral

PER premium to Japan/Europe driven by high momentum/quality factor

weighting, but value divergence now extreme - S&P 500 EPS looks 15 to 20%

negative in 2020 

Europe Bullish/Neutral

Recent view to avoid luxury/travel vindicated - auto sector, industrials upside if

China activity normalises into H2 long DAX vs CAC for first time since 2017?

Despite divend cuts, bank sector ECB support underpriced

UK Bullish

Global funds very underweight despite record MSCI AC discount - trade deal

uncertainty drag on GBP supports FTSE 100 over 350, but unorthodox

pandemic response creating uncertianty

Japan Bullish

Despite recession looming ROE/buyback uptrend intact, high correlation to

China industrial recovery - o/w deep cyclicals, real estate, global niche

dominant tech exposure themes in robotics, EV, sensors etc 

Asia Pacific Bullish

Earnings momentum still negative but turning, favour N. Asia over India/Asean

- o/w China education, internet names, infrastructure u/w property - tech

hardware supply chain still supported by 5G product cycle

GEM Equities Neutral/Bullish

India liquidity/funding risks a drag, HK selloff on political fears LT buying

opportunity - o/w cyclicals vs consumer, Taiwan outperformance stretched vs

wider AXJ and Korea, cyclical semi/component exposure attractive 

Fixed Income

Government Bearish

US bonds supported by huge YTD retail inflows, bank convexity hedging and

pandemic deflation fears - synchronised global fiscal easing in response

implies risks skewed to downside into H2 for 10-yr sub 1% 

Investment Grade Neutral/Bearish

IG spreads crushed since mid March plunge by huge Fed intervention and

consequent front running by active investors - scale of Fed buying (anywhere

from $1-5trn) a huge unknown but fundamntall unattractive

High Yield Neutral

Fed pre empting 'fallen angel' inflows into HY and ETF buying has reversed

selloff despite  shale distress intensifying into Q2 and justifying  recent spread 

spike to 2016 highs - ignore fundamntals and don't fight the Fed

EM debt Bullish

EMB has been preferred to EM-GBI on FX risks, but current account trends and 

DM yield compression supportive - Brazil/India/ASEAN FX weakness into Q2

on growth shock but real yields stil broadly positive

Commodities

Energy Neutral/Bullish

China 'sudden stop' demand shock now going global and 15m bpd impact

overall - destructive OPEC+ price war over, but running out of storage in Q2

as refineries shut before wells - peak shale looks positive NG into H2

Industrial Metals Neutral
Virus selloff looks overdone unless factory disruption lasts into 2021, China

FAI accelerating into H2, LT fundamentals support zinc, copper

Precious Metals Neutral
Following US real yields closely - gold looks crowded long, palladium 

premium to platinum on diesel decline extreme on physical shortage

FX

USD Neutral
DXY overshot on offshore USD shortage supported by 'safe haven' inflows -

Fed foreign swap lines/repos to push back sub 100?

GBP Neutral/Bearish
Cheap on REER basis but looks rangebound through Q1 as focus shifts to

EU trade negotiations and end 2020 brinkmanship 

JPY Neutral/Bullish
Fair value on real yield, PPP basis about 110 versus USD, pandemic risk

aversion inflows supporting near term despite recession outlook

Europe Neutral
As with JPY, risk off frenzy has driven carry sharp trade unwind , 2yr yield

convergence supports and short positioning extended - can ECB offset?

GEM Neutral/Bullish

Virus panic reversing inflows - China likely to ease faster in Q2 to offset

quarantine impact, tourism/remittance reliant BOP countries like Thailand,

Ppns vulnerable on sustained travel disruption into H2 

  Rationale
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