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TRUMP’S ELECTION LOSS
HAS NOT DERAILED EQUITIES

Overview

Equity markets staged a V-shaped rally last
week in the wake of their sharp correction in
late October, encouraged as the US presidential
election went smoothly ahead on 3 November.
At the same time, many companies reported
better-than-expected earnings, and economies
continued turning the corner. On a global scale,
equity markets recovered by 7% despite the
worsening Covid-19 pandemic. Nasdag even
surged by 10%.

The official proclamation on 7 November that
Joe Biden had won the election, after a lengthy
counting of votes, has not halted the party at-
mosphere in equity markets, even if Donald
Trump has not yet conceded and is threatening
legal action left, right and centre. The split Con-
gress is seen in a positive light. Indeed, the ‘blue
wave’ —in which the Democrats would have tak-
en control of Congress as well as winning the
White House — did not happen. If the Senate re-
tains a Republican majority (pending the result in
Georgia), it will be difficult to force through major
legislative changes. For the time being, this is
welcomed by investors, who believe that any tax
corporate increases will be blocked. As far as re-
lations with China are concerned, the trade war
is not necessarily going to end as it started even
before Trump took office. But communication
channels are likely to be more open, with rounds
of talks centring on mutual benefits. Moreover,
foreign investors had strongly increased posi-
tions in Chinese shares ahead of the election.

Key data

The US employment figures released on 6 No-
vember were cheered by investors. In October,
the unemployment rate fell from 7.7% to 6.9%
and private-sector job creation clocked in at
906,000. The figure for all sectors combined to-
talled 638,000 versus the consensus forecast
of 600,000.

The UK economy looks set to contract even fur-
ther in the fourth quarter amid new virus-related
restrictions and the Brexit process. The Bank of
England last week boosted its asset-purchasing
facility by USD 150bn to USD 800bn between
now and the end of March 2021 to bridge the
gap in household and corporate funding. Mean-
while, the US Federal Reserve is due to main-
tain low rates as long as inflation does not ex-
ceed 2% and will continue purchasing Treasury
bonds. Interest rates are set to remain low for
a long time, which reinforces the ‘Tina’ effect
(‘there is no alternative’), driving the valuations
of risk assets and growth stocks ever higher.
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The SMI is hovering on
resistance at 10400
points but this is unlikely
to bar its way upwards.
Our first focal point is
10600 followed by 10950
points.
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(Daten vom Freitag vor der Publikation)
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ALIBABA (ISIN: US01609W1027, PRICE: USD 299.95)

ANT GROUP ownership structure

m Alibaba

® Junhan (some members of Alibaba
Partnership)

Junao (Alibaba and Jack Ma employees)

Other shareholders

Alibaba’s share price plunged last Tuesday
after the IPO of Ant Group, its financial arm
(with subsidiary Alipay), was suspended and
may not even take place at all now following
the meeting between Jack Ma, founder and
chairman of Alibaba Group, and Chinese reg-
ulatory authorities.

A change in the regulatory environment for fin-
techs — which operate at the leading edge of
innovation, offering online payments, lending,
wealth management and insurance services —
is under way in China. They are accused of
increasing systemic risk. However, the political
aspect undoubtedly looms large, with a desire
to limit the power of the sprawling Ant Group
and Jack Ma by the same token. Speaking at
a conference on 24 October, Ma compared
China’s big banks to “pawnshops” that lend
only to the rich and state-owned enterprises.

16.8%

According to him, there is be no financial risk
in China because there is no financial system.

Ant Group’s valuation prior to the IPO, priced
at HKD 80 per share, suggested a target of
approximately USD 280bn. The company may
now require additional capital to comply with
stricter regulatory constraints. In particular,
the collateral requirement for loans could be-
come significantly higher, which would imply
a reduction in the initial valuation from 4.4x to
2x book value, in line with the benchmark for
major Chinese banks.

Alibaba reported a 30% year-on-year increase
in revenues for its second quarter, lifted by a
steady recovery in consumer spending. Earn-
ings were far above expectations. The cloud
computing division, which saw its revenue
surge by 60%, could become profitable next
year.
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