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A legendary / philanthropic investor on the edge 

J. Grantham is a highly renowned British investor, who founded the world-class 

Boston based asset manager called GMO. JG is considered a highly 

knowledgeable investor in traditional asset classes like stocks, bonds, and 

commodity markets. He was particularly recognized for his prediction of various 

bubbles. He is a very strong and successful advocate of the ¨return to the mean¨ 

process. He has also a clear bias for value investing.  

 

In the past decade, JG has been a strong promotor of climate change, an active 

detractor of the ¨carbon bubble¨, a vibrant opponent to the KeyStone pipeline 

(transporting oil from Canada to the US), and a large investor in the timber 

industry. JB plans to devote 98% of his net worth, or about $1 billion, to 

addressing the effects of climate change. About a fifth of Grantham's own 

portfolio is "mission-driven" - startups working on fusion power, ultra-efficient 

cars, "next-gen" agriculture, and innovative batteries. The billionaire believes that 

while capitalism "does a million things better than any other system," it completely 

fails on major threats such as climate change. 

JG is a contemporary of W. Buffet, less known in Europe 

He is a kind of visionary, politically and socially engaged investor 

 

A sign of times? 

According to its long and well-proven investment model, GMO has been counting 

on a rebound of Value stocks for a few years. But the opposite actually occurred. 

Worse, the pandemic reinforced the negative trend, by strengthening the relative 

attractiveness of disruptive companies. According to the latest investment 

narrative, Tech stocks could benefit - ad aeternam? - of their competitive 

advantage and quasi monopolistic position… 

 

Correlation between growth and value stocks 

 

 

 

 

 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World -1.3% 

 S&P 500 +2.1% 

 Nasdaq +21.6% 

 Stoxx 600 -13.0% 

 SPI +0.3% 

 Nikkei -0.6% 

 China +11.8% 

 Emerging -5.0% 
 

 

 BONDS  

 CHF Corp -0.3% 

 US Govt +9.1% 

 US Corp +6.6% 

 US HY -0.1% 

 EUR Gvt +2.7% 

 EUR Corp +0.1% 

 EUR HY -3.5% 

  

 CURRENCIES  

 USD index -1.9% 

 EURUSD +3.7% 

 EURCHF -0.5% 

 USDCHF -4.0% 

 USDJPY -3.0% 

 EM FX -12.0% 

  

 COMMODITIES   

 Gold +22.5% 

 Silver +27.2% 

 Brent -37.0% 

 Copper +6.3% 

 CRB index -20.1% 

When the “taulier” capitulates... 

https://en.m.wikipedia.org/wiki/Speculative_bubble
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Near zero interest rates have disqualified the traditional 

metrics of equity valuation. Indeed, how should one 

gauge the present value of future cash-flow, with such 

infinitesimal discount rates? As a mechanical result, high 

quality growth stocks have been thriving, possibly to 

overextended levels. Time will tell. But one thing is clear: 

a craze has finally reached retail investors - namely the 

Robinhood cohort - who practically worship J. Bezos 

(Amazon), E. Musk (Tesla), W. Hastings (Netflix) and E.S. 

Yuan (Zoom).  

 

Value investing has proved a nightmare in the past 

decade, underperforming massively and relentlessly 

growth investing. Fearing to lose - finally - their 

credibility (if not their clients and assets under 

management), most value fund managers have become 

silent lately. For instance, GMO after having managed 

more than $120bn in 2014, reported - only - $65 billion in 

AuM at the end of H1 2019... 

Equity Value investors have had no relief, they are 

desperately looking elsewhere to capture risk premia 

 

Like its peers, GMO has been trying to find new 

segments, where its return to the mean mantra could 

apply. In an audacious latest move, GMO made a call on 

volatility - say VIX - as an interesting pocket for investing. 

GMO considers that “option markets are pricing in plenty 

of risks and uncertainty in the months ahead” ... “Current 

levels suggest implied volatility should revert to more 

normal levels following a historic rally”. Let us be clear: 

other gurus, like namely B. Gross (ex-Pimco boss), 

formerly focused on volatility developments, but at their 

own peril.  

Source: GMO insight, September 2020 

 

In doing so, GMO is exiting its comfort zone. Such a 

departure from his roots - traditional asset classes - is 

significant. Indeed, if markets’ history is any guide, it should 

either feature a new investment paradigm / regime, or a 

tipping point where “return to the mean” finally occurs (and 

value style experiences a durable come-back).   

 

GMO’s call on volatility may look audacious, considering 

the demise of other gurus. But, in practice, GMO does not 

take massive positions / risks on derivatives, when investing 

its clients’ money! This call is therefore low risk. It rather 

features an attempt to restore GMO’s image. It may indeed 

prove visionary, again, if volatility were to normalize over 

coming months! 

• The - endless - Financial Repression shakes the 

foundation of investment 

• Most talented investors need to adapt if they want to 

survive 

 

Fixed income. When the inevitable... happens  

Two and a half years after Bloomberg Barclays announced 

that China would be included in their Global Aggregate 

Index, FTSE Russell has announced that Chinese 

Government Bonds will make it into the World Government 

Bond Indices (WGBI) starting October 2021. This is still 

subject to final confirmation, but there is no reason for 

inclusion not to go ahead. The Chinese authorities have 

implemented significant changes to address the concerns 

of foreign investors. They have most recently extended 

bond trading hours and allowed access to onshore 

hedging tools, such as forwards and interest rate swaps. 

The 12-month lead-time is like the lead-time provided by 

Bloomberg Barclays. It is reasonable to assume that China 

will carry a weight of around 6% like it will be in the Global 

Aggregate Index.  

 

According to FTSE Russell, WGBI is tracked by around $1 

trn of passive funds and $1-3 trn of active funds. So, if we 

consider only $2 trn of funds tracking the WGBI, a 6% 

weight would imply $120bn of inflows to the onshore China 

government bond market. This would translate into $10bn 

of inflows per month over the coming year. 
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Source: Bloomberg 

 

Overall, it is constructive for the Chinese bond market, 

but will not cause a material fall in yields. The Chinese 10-

year will range-trade around 3.0% in the coming months. 

The cyclical upturn in the Chinese economy and the rise 

in PPI inflation should drive the yield higher. This should 

be compensated by the international demand. The wide 

yield spread between CGB and UST is set to persist, and 

with expectations that inflows will continue, this will be 

supportive of the yuan. The downtrend in USD/CNY is 

still intact after correcting form oversold levels. 

 

USD/CNY 

Source: Bloomberg 

 

• Chinese government bonds stay a source of 

diversification in the fixed income space 

• The Yuan remains the only attractive  carry trade 

amongst EM countries 

 

Currencies. The SNB is still in a period of 

expectancy  

There is no change in the SNB monetary policy. The 

Swiss central bank did not change its monetary policy, 

the key rate is still at -0.75% and the CHF is still described 

as highly valued. But the bank did a marginal change by 

announcing that FX market interventions will now be 

published on a quarterly basis instead of just annually. This 

will therefore provide a clearer picture of the situation. It 

cannot be ruled out that this decision is linked to the fact 

that Switzerland is on the US authorities watch list for 

currency manipulation. This additional transparency is 

intended to allay US fears. 

 

The interesting element of the September meeting is the 

upward revision of GDP and inflation outlooks, although 

this was clearly expected. The SNB now believes GDP will 

contract by -5% in 2020, compared to -6% in June. For 

inflation, the SNB is revising its outlook slightly upwards by 

forecasting -0.6% for 2020, 0.1% for 2021 and 0.2% for 

2022 (compared with -0.7%, -0.2% and 0.2% respectively in 

June). 

 

One might be tempted to see a “less dovish” sign of these 

upward revisions, but that would probably be a mistake. 

Anticipating 0.2% inflation by 2022 is low, extremely low, 

and implies  that the SNB will have  difficulty in keeping 

inflation in positive territory on a long-term basis.  

 

Given that inflation has been negative over 7 of the last 20 

years (including 2020) and that, with inflation forecasts of 

0.1 and 0.2% for 2021 and 2022, the risk of another year of 

deflation is substantial, achieving its monetary policy goal 

has become very complicated. The risk is, of course, that 

the inflation target will become less and less credible.  

 

A new rate cut is also difficult to envisage now. The ECB 

would probably have to lower its own key rates to see a 

rate cut in Switzerland, and again, this would depend on 

the appreciation of the CHF that would result from such a 

decision by the ECB. 

• The SNB remains spectator 

• The CHF remains overvalued but will remain strong, 

unless Brexit is solved  

 

Equity. Technical conditions become good again 

Since September 2nd, stock market indices have been in a 

corrective or consolidation phase, initiated by a set of 

factors: 

A. Unfavorable seasonality in August and September. 

B. Technology and FAANG+ were really overbought. 
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C. Increase in Covid cases in Europe, France, Spain 

and the UK in particular, resulting in targeted but 

restrictive lockdowns. 

D. Brexit. 

E. US: 1) presidential elections, 2) blockade in 

Congress to pass a business and household 

support program and 3) brawl between 

Democrats and Republicans over the election of 

the new judge to the US Supreme Court. 

F. Fed officials are pushing the US Congress to 

quickly adopt fiscal stimulus at the risk of 

endangering an economic recovery. 

G. Bank scandal over transfers ($ 2,000 billion) 

between Venezuela and some Western banks. 

H. Growing tensions between the United States and 

China (Covid, Tik Tok, WeChat, etc.) 

I. Difficulty of Nikola (fraud?) which weighed on 

innovating / disrupting companies. 

 

But there are also positive factors: 

A. Entry into a more favorable seasonality. 

B. Correction has occurred in a controlled volatility 

and a very calm bond market. 

C. With 9 vaccines in clinical trials phase 3, we will 

start to have positive news from mid-October. This 

will be good for the Value and Cyclical segment in 

particular, but also for equities in general. 

D. Collective immunities (to be confirmed over the 

next few weeks) are tentatively observed in 

Sweden, in the Grand-Est of France or in Northern 

Italy. 

E. Large-scale infrastructure spending (traditional 

and green) should be launched in 2021 for a 

necessary boost of the economy. 

F. Short rates will remain low until 2023 according to 

the Fed’s boss. If they succeed to manage a 

capping of long rates, that will justify market 

valuations higher than the historical average. 

G. We are approaching the release of results for 

3Q20 where Nike and FedEx have already shown 

excellent numbers. 

H. In September, M&A and IPO activity was strong. 

I. Technical situation becomes positive. 

 

After a 15% correction in 5 business days, the NY FANG + 

index is consolidating on its 50-day moving average, ready 

to rebound. The S&P 500 should stabilize at its 100-day 

moving average. 

 

NY FANG+ Index 

Source: Bloomberg 

 

S&P 500 

Source: Bloomberg 

 

The Value / Cyclical segment - including Europe and Japan 

which is a Value / Cyclical bet - is expected to outperform 

the Growth segment when a vaccine is announced. But, in 

recent years, all attempts of outperformance have quickly 

ended in failure in the face of the omnipotence of US 

technology and FAANG+, but also because of a sluggish 

economic growth without inflation which favors growth 

stocks. 

 

The week will also be the start of a fierce confrontation 

between Joe Biden and the current president with the first 

televised debate on September 29th where Donald Trump 

is "ready to step into the ring." This debate will provide a 

direction for investors; Donald Trump is seen as positive for 

stocks and the economy, while Joe Biden is expected to 

SEPTEMBER 28TH, 2020 



 ♦ 5 

increase corporate taxes and to implement more 

regulation. 

 

The debates : 

 On September 29th, Trump-Biden, Case Western 

Reserve University, Cleveland. 

 On October 7th, the only debate between current 

Vice-president Mike Pence and Biden’s running 

mate Kamala Harris, University of Utah. 

 On October 15th, Trump-Biden, University of 

Michigan. 

 On October 22nd, Trump-Biden, Belmont 

University, Nashville. 

 

• Equities should resume a rally after a healthy 

correction/consolidation 

• With vaccines, we always bet on outperformance 

(short term) of Value and cyclical segments 
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Disclaimer - This document is solely for your information and under no circumstances is it to be used or considered as an offer, 

or a 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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