
PriapusIQ

Morning Ramble - 24th April 2020

Apr 24 14 min read

EU Council Fails To Deliver... AGAIN.

 

Another crisis for the political Bloc, another chance for the EU to come together in an epic

show of solidarity. 

 

But, as is de rigueur for the Bickering Bloc, they fail when it matters.  

 

Now, more than ever, EU leaders need to come out with a unified front to tackle the CV19

health and economic crisis. 

 

Good luck with that. 

 

As Pantheon note -  

 

To put it bluntly, this is a disappointment, though it is also fair to say that expectations were

probably too high. In a nutshell, the European leaders decided, once again, to kick the can

down the road, despite the implicit call by finance ministers—in the Eurogroup on April 9—for

leaders to progress urgently with work on a Recovery Fund, ostensibly to settle on a joint

response, in addition to the €365B package* already agreed. On this point, European leaders

failed miserably, opting instead to nod at the package already agreed, while deferring the

question on the Recovery Fund. The issue that couldn’t be bridged, apparently, is the

distinction between whether such a fund should be disbursing loans or grants to member

states, a distinction that is implicitly tied to how it is financed. This is to say, will it be via a form

of Eurobonds or not? Needless to say, southern Europe prefers grants, while countries in

northern Europe want loans, tied into the EU budget, the MMF or so-called Multiannual
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Financial Framework. The MMF, incidentally, is an abbreviation that you will hear lot in the

next few weeks, as the debate on this continues.  

 

In the end then, European leaders chose tonight to put it to the Commission to come up with

a proposal. This is good news insofar as goes that the Commission undoubtedly will be

friendly towards the demands of southern Europe and France. But the clock is ticking.

Commission president Ursula von der Leyen vowed at the press conference that the

Commission will work quickly to come up with a common proposal including both an increase

in the MMF, to appease the north, and a Recovery Fund, presumably financed via some form

of “innovative financial instrument.” The key point in the near term, though, is that markets will

soon ask for a clear picture of what this will look like, and we can’t promise that they’ll ask

nicely. 

 

As we type, we are listening to the press conference, and journalists are understandably

pressing council president Charles Michel and Ms. von der Leyen about an interim solution

while they try to hash out the balance between increasing the EU budget for the next five

years, and a debt-financed Recovery Fund. The response suggests that something is in the

works, but colour us sceptical of that!  

 

In conclusion, the will among the major economies seems there, but as is typical with the EU,

the bureaucracy is working extremely slowly, and it would be naive to think this doesn’t, at

least in part, reflect the fact that differences remain on key issues. In the meantime, the EZ

economy is in free fall and even worse, national governments in the south now have a

perverse incentive not to provide support, knowing that they might be able, eventually, to tap

a much more lucrative aid package compared to using their national budgets. That makes

sense politically, but it could be devastating for the economy in the near term.  

 

We still see a path towards a substantial package, with all the bells and whistles of a one-off

joint debt issuance. The problem is that it is now all but certain that it will be used for a clean-

up operation, rather than as a tool to prevent the presently unfolding calamity. 

 

This is bad news for EU citizens and the €uro, the longer we go without an agreement, the

worse the pain and suffering for both get. 

 

If you aren’t already short €uro in one form or another (thankfully the Model Portfolio is), I’d be

looking for an entry. 

 

 

Chart Of The Day – Surging Stimulus 



As governments dedicate more than $8 trillion to fight the coronavirus pandemic, a further

widening in the gap between rich and poor countries threatens to exacerbate the global

economy’s pain. Wealthy nations like Germany and Italy have delved deep to cushion the

blow. But many African and Latin American economies have failed to reach even a few billion

dollars in fiscal aid. 

CV19 Roundup 

 

Deaths 

 

Reported cases of the coronavirus have crossed 2.7 million globally and 189,970 people have

died, according to a Reuters tally as of 0200 GMT on Friday. 

 

Americas 

 

* The U.S. House of Representatives overwhelmingly approved a $484 billion coronavirus

relief bill on Thursday.  

 

* An array of U.S. merchants in Georgia and other states prepared to reopen for the first time

in a month.  

 

* A preliminary survey of New York state residents found that nearly 14% of those tested had

antibodies against the coronavirus.  

 

* California recorded its deadliest day of the coronavirus pandemic on Thursday.  

 

* Drugmaker Gilead disputed a report that said its experimental coronavirus drug failed a trial

in China, saying results were inconclusive as the study was terminated early.  

 

* Canada pledged new money to develop and eventually mass-produce vaccines.  

 

* Costa Rica has for the past week reported a steady fall in the number of people currently

infected.  

 

* Ecuador's authorities added 11,000 new infections that resulted from delayed testing. 

 



* Cuba's decades-old rationing system is staging a comeback in a bid to prevent virus

transmission during frantic shopping hunts.  

 

Europe 

 

* France offered retailers some relief on Thursday, saying it wanted them to reopen when a

nationwide lockdown ends on May 11.  

 

* Spain's daily increase in fatalities further steadied at around 2%, as the government

apologised for confusion over lockdown rules for children.  

 

* Germany has chosen a home-grown technology for smartphone-based tracing of infections,

putting it at odds with Apple Inc.  

 

* Britain's health minister Matt Hancock promised to expand testing to all those considered

key workers.  

 

* Greece extended its general lockdown by a week to May 4.  

 

* Irish hospital admissions of COVID-19 patients have fallen from an average of around 100 per

day at the start of April to around 40 now.  

 

Asia-Pacific 

 

* South Asia's infections have crossed 37,000, with more than half in India.  

 

* China is preparing to buy more than 30 million tonnes of crops for state stockpiles to help

protect itself from supply chain disruptions.  

 

* Thousands of Hong Kong students were among the first in the world to take their final

secondary school exams on Friday, all wearing face masks and having their temperatures

checked.  

 

* As many as 91 crew of an Italian cruise ship docked in Japan's southwestern port of

Nagasaki are infected with coronavirus. Tokyo's first drive-through coronavirus test centre

was launched this week.  

 

* Philippine President Rodrigo Duterte has extended a strict lockdown in the capital Manila

until May 15.  

 

* Indonesia will temporarily ban domestic air and sea travel starting Friday, barring a few

exceptions.  

 

* Malaysia will extend travel and other curbs by two weeks to May 12.  

 

* Australia will push for an international investigation into the coronavirus pandemic at next

month's annual meeting of the World Health Assembly.  

 

Middle East & Africa 

 

* South African President Cyril Ramaphosa said the government will allow a partial reopening

of the economy on May 1.  

 

* The governors of Nigeria's 36 states agreed to ban interstate movement for two weeks.  

 

* Algeria will ease confinement measures from the first day of the holy month of Ramadan on

Friday.  

 



* Israel's religiously devout Jews, who traditionally shun the use of internet or smartphones,

are increasingly going online to shop, study and video chat.  

 

Economic Fallout 

 

* Asian shares and U.S. stock futures fell on Friday, spurred by doubts about progress in the

development of drugs to treat COVID-19 and new evidence of U.S. economic damage.  

 

* The UK's government borrowing is soaring to the highest levels in peacetime history.  

 

* The closure of bars and restaurants may have slashed global wine sales and winemakers'

revenues in Europe by half.  

 

* Japan's core consumer inflation eased in March for the second straight month.  

 

* Half of German companies are using the government's short-time work facility as most see a

decline in revenues.  

 

* Italian government debt yields fell after EU leaders agreed to move towards joint financing of

a recovery.  

 

* Latin America's biggest economies, Brazil and Mexico, will likely struggle with increasing

deficits this year.  

 

 

Headline Roundup 

House Approves $484 Billion Bill to Aid Small Businesses, Hospitals 

 

House lawmakers, returning to the Capitol in the midst of the coronavirus pandemic, donned

masks and kept their distance from colleagues Thursday as they voted to approve the next

infusion of aid for small businesses and hospitals grappling with the outbreak’s toll. 

 

The $484 billion bill, which the Senate approved Tuesday, replenishes two depleted small

business-relief programs, offers additional assistance to hospitals and funds an expansion of

testing capacity nationwide. The bill had strong bipartisan support, passing 388 to 5, with four

Republicans and Democratic Rep. Alexandria Ocasio-Cortez of New York voting against it.

Rep. Justin Amash (I., Mich.) voted “present.” 

 

President Trump is scheduled to sign the legislation Friday at noon. 

 

House leaders conducted Thursday’s debate and votes—the first roll-call votes since the

pandemic largely shut down Congress—with the dangers of coronavirus in mind, laying out

rules to keep members safe but upending decades of tradition. Lawmakers were divided into

eight groups of roughly 60 people, based on the alphabetization of their last name, and asked

to stay in their offices until their group was permitted to vote. As a result, the vote on the

stimulus bill took about 90 minutes.

Oil Prices Climb as Traders Prepare for Wild Ride to Continue 

 

Crude-oil prices jumped Thursday, extending a string of wild moves that are ricocheting

across financial markets and roiling the global energy industry. 

 

While prices have clawed back ground over the past two sessions, oil now trades at a fraction

of where it started the year and is well below levels that make it profitable for companies to

produce. The longer most of the world practices social distancing due to the coronavirus, the

bigger the global glut of crude grows. 

 



Many analysts are skeptical that the large percentage rebound from the past few days will

persist, noting that such big gains tend to cluster around long-term declines. Traders are

bracing for more gyrations in the coming weeks. 

 

U.S. crude-oil futures for delivery in June rose 20% to $16.50 a barrel Thursday. The

benchmark started the year above $60 and is still near its lowest level in more than two

decades. Brent crude futures, used to set prices for oil throughout global energy markets,

rose 4.7% to $21.33 a barrel. 

 

Helping prices regain some lost ground: signs of a recovery in demand for oil in China, which

is emerging from coronavirus lockdowns, and tensions between the U.S. and Iran. The two

nations engaged in a new round of antagonism Wednesday, when Tehran said it had

launched its first military satellite into space. 

 

Earlier in the day, President Trump threatened to destroy Iranian boats that harass the U.S.

Navy, boosting oil prices. Such barbs can lift crude because traders are very sensitive to

tensions in the region that could disrupt the movement of oil through the Strait of Hormuz, a

vital shipping channel for tankers. 

 

“When you look at China, road traffic and refinery operations are back up,” said Norbert

Rücker, head of economics at Swiss private bank Julius Baer. “Don’t forget the geopolitical

side, too.” 

 

Thursday’s advance continues a period of outsize moves in oil that is rippling to stock, bond

and currency markets. Investors are concerned that damped spending, bankruptcies and

layoffs in the energy industry could make the economic damage from the coronavirus

pandemic even more severe. 

 

Many analysts are still reeling from Monday’s chaos in oil. That day, a futures contract for

delivery next month tumbled below $0 a barrel, a first in crude-market history. The plunge

meant traders effectively had to pay buyers to take oil off their hands due to a lack of

available storage for crude around the world. 

 

That futures contract expired in positive territory on Tuesday, but analysts are wary of a

repeat with supply overwhelming demand. Traders say investors unfamiliar with oil markets

were likely stuck holding some of the May futures contracts near expiration, not realizing that

they would either have to sell them or accept delivery of physical barrels that—with storage

full—likely would have nowhere to go. 

 

That allowed counterparties on the other side of the trades to send futures prices plunging

well below $0. 

 

“It was the perfect storm,” said Donald Morton, a senior vice president at Herbert J. Sims &

Co. who oversees an energy trading desk in Haverhill, Mass. 

 

Global inventories also continue to climb, highlighting the growing glut collapsing the market.

U.S. stockpiles rose 15 million barrels last week, Energy Information Administration data

showed Wednesday, continuing a series of large increases. Many analysts project inventories

to break through record levels in a matter of weeks and near capacity. 

 

As a result, many investors expect more big oil-price swings ahead. One gauge of how

volatile U.S. crude prices are expected to be over the next 30 days, the Cboe Crude Oil ETF

Volatility Index, has risen roughly 730% this year to its highest level on record. 

 

Like the better-known VIX gauge that tracks volatility in the stock market, the index uses

options prices to calculate how far traders are expecting prices to move over the next month. 

 

Sunak Bends to Pressure for 100% Guarantees on Small Business Loans 



 

Chancellor Rishi Sunak is preparing to offer 100 per cent guarantees on loans to Britain’s

smallest businesses, after sustained pressure from Conservative MPs and the Bank of

England. 

 

Mr Sunak’s colleagues say he is “weighing up” whether to go against his instincts and offer

full state backing to loans of up to £25,000 to “micro-SMEs” struggling to get credit to see

them through the coronavirus crisis. 

 

He said this week he was “not persuaded” that a total state guarantee was the right thing to

do despite pleas from Tory MPs, Bank of England governor Andrew Bailey, and former Tory

chancellor George Osborne to change course. 

 

But senior bankers are working with the Treasury on a new scheme, which could be launched

as early as next week, targeted at as many as 1m of the smallest companies, typically

employing a handful of workers. 

 

Shop owners, hauliers and pub owners represent a mainstay of Tory support and

Conservative MPs have been furiously lobbying Mr Sunak to speed up bank lending to local

companies by offering full Treasury guarantees. 

 

“We have got to keep these small businesses alive,” said Mark Francois, a leading

Eurosceptic Tory MP. “The banks should be stepping up to the plate but they are not. If that is

the case, the government may have to go to 100 per cent.” 

 

The Treasury declined to comment and government officials stressed that no final decision

had been taken. People close to the talks said Mr Sunak wants to ensure a new scheme can

be delivered at speed and at scale. 

 

He is looking at creating a new scheme for microbusinesses, running alongside the larger

coronavirus business interruption loan scheme, which carries an 80 per cent state guarantee

on loans of up to £5m for companies with a turnover of less than £45m. 

 

A person close to the talks said the chancellor believed the overall CBILS system was now

starting to work: new data showed that more than 16,600 smaller companies have received

almost £3bn of loans under the scheme, which has doubled since last week. 

 

Hedge Funds Are on Defense and Testing the Stamina of a $5 Trillion Stock Rally 

 

It’s a fundamental characteristic of the rally that has restored $5 trillion of equity value in a

month. As encouraging as the gains have been, they’re occurring in a market where people

give every indication of being convinced the economy doesn’t warrant them. 

 

Take hedge-fund positioning, for example. While professional speculators have tiptoed back

into equities in the past two weeks, they’ve done so while playing it safe. Managers are

snapping up shares of health-care and consumer staples companies, and shunning industries

that are more dependent on growth. 

 

Similarly, stock managers whose charters confine them to bullish bets have been gravitating

toward defensive firms. Measures of their positioning hasn’t shown more pessimism on the

economy in at least 16 years. 

 

“They’re jumping in the water with their water wings on,” Jonathan Golub, Credit Suisse’s

chief U.S. equity strategist, said by phone. “Even those going back into the market are doing

so pretty defensively. That to me is a really big sign that there’s no real conviction. 

 

Stocks both plunged and recovered with unprecedented speed, prompting strategists

everywhere to question the staying power of the rebound. Since history provides no blueprint,



maybe it makes sense investors are buying while bracing for the worst. 

 

According to an Evercore ISI survey of institutional equity managers and hedge funds,

exposure to more economically sensitive industries versus more classically safer ones has

fallen to the lowest ever in data going back to 2004. 

 

To be sure, some of the trend reflects an appetite for health-care stocks, a traditionally

defensive group that you don’t have to be a worrywart to love right now. The share of

respondents saying they’re overweight the sector jumped to the highest ever versus those

who have a smaller weighting to the industry than their benchmark. 

 

 

Model Portfolio 

 

Weaker €uro and Weaker Equities seem the flavour of the past 12hrs and long may that

continue.  

 

Very unlikely any of the current positions are touched today, ahead of the weekend. 

 

There is, however, an incredibly good chance I’ll be adding a position!  

 

I say “an incredibly good chance”, what I mean is, “I will be adding a position in the next hour

or so. 

 

I’m getting short the CAD! 

 

Against the USD.  

 

As I said yesterday, it plays well with the view that bearish fundamentals for North American

Crude are here to stay (note, I’m still looking for a long entry point in the Brent complex),

particularly for the inefficient production methods such as Canada’s oil sands.  

 

Oil sands are very costly to produce and are of an inferior quality, so if you’re struggling to

find buyers (and storage) for the high-grade crude, then your chances of getting a fair price for

oil sands garbage is near to none. 

 

As JPM have noted previously, the future isn’t rosy for the sector even with crude prices

~$40... let alone <$20.



Given that the CAD has a high correlation with the price of oil and given that Oil Sands make

up ~70% of Canada’s 4.2mbd oil output, you can see why I’m getting pretty bearish! 

 

But it’s not just the price of oil that makes me bearish the Loonie, Canada is getting hit

particularly hard by the CV19 crisis, and unlike their neighbours to the south or the single

currency bloc to the East, they have minimal firepower to tackle what will be a mammoth

economic challenge. 

 

It seems nailed on that hardship is coming, and the Canadian economy wasn’t on an excellent

footing coming into this mess, I fear the worse when bankruptcies start ticking up!



Another issue I am considering is the fact that a decent chunk on the Canadian economy

stems, in some form, from Chinese money.  

 

Be that direct spending or the colossal boom in Chinese investments like we have seen with

the dramatic rise in property prices. 

 

A vast cloud now hangs over this source of money, and that uncertain outlook will also weigh

heavily on the CAD. 

 

I’ll likely be getting long USDCAD in the next hour, as always, check @PiQViP for any updates

throughout the day.

Looking Ahead 

 

Fair bit going on today to finish the week with.  

 

UK Retail Sales have just come out, and they were, as you’d expect, pretty crap. 

 

This morning at 9 am BST sees the German IFO survey data landing, and given the strong

ZEW expectations reading we saw yesterday the market will be looking for more of the same.

If yesterday gave us a view on anything its to expect appalling current conditions but with
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smaller shops reopening, and apparent optimism taking a bid, don’t be surprised to see a

beat above the polled 81 figure for the future expectations. It’s the hope that kills you. 

 

US figure wise Durable Goods data for March gets top billing where awful numbers are

expected, nice little rundown from the guys at NewSquawk –  

 

The headline is seen declining by 11.4% in March following a 1.2% gain in February. Boeing

(BA)reported -282 net orders in the month, which will mean around half of the headline fall will

be a result of the aircraft component, Credit Suisse says; the bank also expects ex-transport to

decline by 5%, which would be the largest monthly fall since the GFC in 2008. "Durable goods

data are a key input into estimates for business equipment investment, and our forecast

would suggest a third consecutive quarterly decline in capex spending," CS writes, and notes

that

 

in the last recession, the worst quarters for consumer spending and business investment

occurred one quarter apart, but with the current shutdown affecting both households and

businesses, business investment should start falling immediately 

 

Given the sh*t show that was yesterday’s EU meeting to (dis)agree on coordinated CV19

financial support, we should all be expecting various angry swipes from all sides of the Bloc. If

Merkel or Lagarde’s comments yesterday were anything to go by, politicians are P!ssed! 

 

Have a great day, a fantastic weekend and keep it tight! 
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