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A global growth recovery will take place in 2021. It will be accompanied by some 

- cyclical - resurgence of inflation, resulting from commodities (oil) rebound and 

base effects (i.e. VAT reduction in Germany). Renewed fiscal stimuli, coupled with 

large public debt issuance will make it happen. This context may spell the - long-

awaited - end to the 35-year long bull market.  

 

Source: Federal Reserve, US Treasury, JPMorgan 

 

No surprise, fixed income has consequently become the unloved asset class by 

excellence. A strong consensus has recently built among global asset allocators 

for reducing fixed income exposure in global portfolios in favor of ¨defensive¨ 

equities, alternative investments, if not cash. Actually, the consensus expecting 

higher bond yields from 2021 is striking. According to the latest fund managers 

surveyed by Bank of America, more than 75% expect a steeper yield curve (i.e. 

long-term yields rising above those for short-term debt). It is the highest print in 

the survey’s history. 

Again, the rationale for higher yields seems compelling. In the last decade, it 

essentially proved wrong 

More intriguing: fund managers’ trust in this scenario is particularly elevated 

 

Bonds still deserve ... interest! 

For sure, the pile of unattractive and negative yielding debt has become 

colossal, over $15tn since last July, and rising. In a world of so extremely low 

yields, bond portfolios no longer possess the elasticity / the capacity to fully 

compensate for falling risky assets like equities, high yield bonds or commodities 

during crisis. This happened in Q2/3 2020, during the Covid shock. But, still, very 

liquid sovereign bonds provide - even if less so - negative correlation to equities. 

PERFORMANCES  2020 

 EQUITIES  

 MSCI World +14.1% 

 S&P 500 +16.3% 

 Nasdaq +43.6% 

 Stoxx 600 -4.0% 

 SPI +3.8% 

 Nikkei +15.2% 

 China +28.6% 

 Emerging +15.9% 
 

 

 BONDS  

 CHF Corp +0.5% 

 US Govt +8.0% 

 US Corp +9.9% 

 US HY +7.1% 

 EUR Gvt +4.2% 

 EUR Corp +2.8% 

 EUR HY +1.7% 

  

 CURRENCIES  

 USD index -7.4% 

 EURUSD +9.5% 

 EURCHF -0.2% 

 USDCHF -8.8% 

 USDJPY -5.0% 

 EM FX -5.2% 

  

 COMMODITIES   

 Gold +22.9% 

 Silver +50.2% 

 Brent -22.8% 

 Copper +28.7% 

 CRB index -9.7% 

Bad reputation 
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Source: PIMCO, Bloomberg 

 

Bonds also offer diversification and volatility reduction in 

multiple-assets portfolios. This feature will be beneficial 

over next years, considering secular shifts in the global 

economy and an expected higher volatility than in the 

last decade. 

Bonds offer volatility reduction and shock absorption 

characteristics in global portfolios 

Their liquidity is incomparably higher than their 

¨competitors¨  

 

Profligates cannot afford yield normalization   

Industrialized countries answered the 2009 Great 

Recession with financial repression. Ultra-low interest 

rates allowed for a temporary removal of deflationary 

risks. But this dramatic specter came back with 

vengeance last year. A relentless rise of debt has been 

taking place, with a climax in 2020. Zombie companies, 

and highly indebted governments could definitely not 

afford for - much - higher rates… 

 

Policymakers will do everything possible and imaginable 

to contain any unmeasured rise in the cost of money. 

After implementing ZIRP (zero interest rates policy) and 

huge QEs, they will not hesitate to experiment helicopter 

money and New Monetary Theory. Yield curve control is 

already in force in Japan and Australia. For now, the Fed 

is wary of embarking on it. It should prefer to ¨massage¨ 

its balance sheet first, by twisting among the duration of 

its holdings. The path is not known, but the destination is 

clear: US long rates will not slip above a ¨reasonable¨ 

threshold - say 1.5% - in 2021. 

Such a rise of long US Treasury yields would open a 

window to re-load duration in portfolios 

A tentative end to bull market does not spell a bearmarket 

 

The art of navigating more tumultuous waters 

Nimbleness will be key. Little or unconstrained bond 

funds have the profile to avoid being potentially overly 

exposed to expensive segments of the fixed income. They 

can for example allocate more to floating rate or inflation 

linked investments. Some of them can even be negative 

duration! 

 

In a recent working paper, PIMCO, the US bonds 

heavyweight, came up with a simple ¨barbell-like¨ 

proposition:  

¨By deconstructing the value of fixed income into its two 

subcomponent parts – 1. a hedging asset, and 2. a yield 

asset – investors can create a well-diversified fixed income 

portfolio that can still provide tremendous benefit to multi-

asset portfolios. ¨  

Interesting even if, in practice, this approach better fits 

institutional / pension funds portfolios than private clients’ 

ones.  

• Seasoned investors are wary of overly strong 

consensuses 

• Don’t disrespect the 35-year-old bonds’ bull market, 

which has survived many premature obituaries 

• Resist exiting bonds. Rather opt for an active 

management of fixed income allocation, as well as a re

-engineering of its structure 

 

Currencies. Will the lasts be firsts across EM? 

There was a global splurge in government borrowing in 

2020 and emerging markets were not left out. However, 

given the context, much of the borrowing took place 

domestically and in local currencies. Last year, EM countries 

response was different than their traditional way of 

thinking. Central banks have cut rates and governments 

borrowed more cheaply. Some of them have approached 

the zero rates level, enlarged their central banks remits, 

and embarked into QE-type policies to safeguard liquidity 

or for financing pandemic-related spending.  

 

Surprisingly, only 6 EM countries were downgraded in 

2020. Some due to severe solvency risks (Argentina, 

Lebanon, and Zambia) and others because they were 

particularly hardly hit by the pandemic (Ecuador, Belize, 

and Suriname). While their indebtedness has risen, most 

have not reached levels compatible with imminent systemic 

debt crisis. The larger emerging countries have borrowed 

mainly on local markets often thanks to foreign flows. Only 

the mostly frontier countries have heavily  borrowed 

externally. Therefore from an investment prospect, country 

selection is key, as there is huge variance between 

countries. 
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Public debt (% GDP) 

Source: Bloomberg 

 

EM bonds suffered from large outflows in March 2020, 

but financing flows recovered and ended the year in 

positive territory. However, the pace of local bond fund 

flows was initially slow and only began to pick up with 

any conviction as the outlook of Biden taking office has 

provided the market with hopes of an “end” to tariff war.  

 

This trend was further boosted by the positive vaccine 

news. Better economic data in Q3 and investor 

positioning helped even some of the hardest-hit 

emerging market currencies recover in Q4. EM currencies 

bore much of the adjustment brunt early in the crisis but 

tended to recover over the course of the year. Currencies 

have rallied since November, as risk on sentiment has 

taken hold. The usual suspects (BRL, MXN, ZAR, and RUB) 

have outperformed since then. 

 

Currency returns in 2020 vs. USD (%) 

 

Given our softer USD forecast, this would give EMFX a 

boost given emerging market local debt higher yields. 

However, any unexpected weakening in the global 

economy would fuel a moderation of investor interest. 

Despite the pandemic, 2020 saw record foreign inflows 

into the Chinese local bond market following its global 

bond indices inclusions. We believe this trend is set to 

continue and is likely to create new investor demand given 

its higher yield level. 

 

The EM currencies sensitivity to vaccine announcements 

clearly shows a positive relationship between positive 

vaccine news and most EM currencies. Surprisingly, China 

and India did not participate to the rebound. The INR does 

not appear to strongly react that to vaccine news, but it 

remains a top pick from a carry to volatility perspective. 

 

If one is bullish on the vaccine timeline, positioning towards 

MXN, ZAR and RUB provides strong options with a fair 

amount of carry to vol and a clear spot sensitivity to further 

positive vaccine news. The BRL positioning does not 

provide a high carry if the spot performance struggle to 

deliver. It is still unclear if Brazil will have a vaccine roll-out 

in place to mitigate the winter Covid-19 season from April 

onwards. 

 

Carry to Volatility 

 

• Recovery is underway, there is the potential for some 

catch-up amongst EM currencies 

• Our favorite picks amongst EM remain China, Russia, 

and potentially India 

 

Equities. Focus on economic recovery 

Apart from Europe, the stock markets recorded positive 

performances in 2020. At the beginning of September 

2020, a change took place with a sectoral and geographical 

rotation to the Value / cyclical segment: banks (Value) have 

outperformed FANGs (Growth) and Europe, Japan and the 

emerging zone have outperformed the US and the Nasdaq. 
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Technology contributed for 69% of the S&P 500's 

performance in 2020, with Apple, Amazon and Microsoft 

accounting for 57%. Tesla could have contributed too 

with its +743%, but the company entered into the S&P 

500 on December 21st, 2020. 

 

Despite fears of a 3rd wave after the holiday season, 

equity markets will remain focused on the ongoing 

global immunization thanks to vaccines and economic 

recovery in 2021, in a low interest rate environment. We 

remain positive on equities with an upside potential 

above 10% in H1 2021. At the end of 2020, the S&P 500 

confirmed the breakout of its resistance at 3,720, a 

comparable technical situation for other indices such as 

Europe, Japan or MSCI Emergings can be expected. 

 

On Tuesday January 5th, the election of Georgia's 2 

senators will be important for the stock market, but not 

decisive either. It could either give the majority to the 

Republicans or to the Democrats with the vote of the 

future vice-president Kamala Harris. A victory of the 2 

Republican candidates would block the new 

government’s desire to raise the corporate tax rate, 

which the stock market would appreciate. But at 3-4 

months, Congress’s first concern will be to find bipartisan 

deals to revive the US economy; many Republicans in 

Congress favor a $ 2,000 check per person.  

 

After 4 brutal years offered by the Trump administration, 

the new US government could “normalize” its global 

trade relations, especially with China and Europe. Europe 

and China have just signed an investment agreement 

providing more predictability and visibility for European 

companies investing in China such as the issue of joint 

ventures and foreign ownership. 

 

The second half of 2020 was marked by an exceptional 

rebound in global M&A activity with a volume of $ 2.300 

billion, after a dramatic stop in the first half. For the year 

as a whole, the total amount is down 5% to $ 3.6 trillion, 

according to Refinitiv. In 4Q20, the largest deals were the 

purchase of S&P Global on IHS Markit for $44 billion, AMD 

on Xilinx for $35 billion and AstraZeneca on Alexion for $39 

billion. In amounts, operations fell by 21% in the US, but 

increased by 34% in Europe and 15% in Asia. These 

operations were possible because the latest data shows 

that companies have significant cash on their balance 

sheets. The pandemic has had an impact on profits, but not 

on balance sheets. Analysts are anticipating a sustained 

M&A activity in the first months of 2021. 

Source: Refinitiv, FT 

 

• We remain confident that the stock markets will 

continue to rise over the next 4 months 

• Validation of sectorial and geographic rotation towards 

Value/cyclicals 

 

Equities. Big Tech, 3 methods, 1 goal 

The United States, Europe and China want to achieve the 

same objective to counter Big Tech: reduce their 

monopoly, allow competition to develop and impose 

transparent and secure management of private data. But 

the means are very different. 

 

United States: Launch of legal procedures at the federal 

and state levels to force a dismantling of Big Techs under 

the Sherman Antitrust Act, as had been done with Standard 

Oil (1911) and AT&T (1984), particularly targeting Facebook, 

Google, Amazon and Apple. 

 

Europe: New regulations, the Digital Services Act 

(responsibility for illegal behavior observed on their 

platform) and the Digital Markets Act (fair competition), 

which will put Big Techs in front of their responsibilities, 

with fines of up to 6% of their worldwide revenue for the 

first and 10% for the second. If that were not enough, the 
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European Commission threatens to break these groups 

into several companies. 

 

China: Use of an authoritarian and efficient method 

which has already made its proof: obligation to follow 

government orders or go to jail. 

 

In the United States, monopolies are legal, but the evil 

way of preserving if at the expense of competition is not 

allowed. The massive use of data has enabled Big Tech to 

eliminate the emergence of new competitors and 

strengthened their positions. Facebook had acquired 

Whatsapp and Instagram, 2 companies considered to be 

emerging threats. Google was able to position Chrome 

as the # 1 search engine in the world. Amazon used data 

from independent sellers active on its platform to learn 

about the most popular products. Apple used its app 

store to take sensitive data from third-party app 

customers. The Federal Trade Commission has asked 9 

companies (Amazon, Whatsapp, Instagram, Snap, Twitter, 

YouTube, TikTok, Discord, Reddit) to explain how they 

collect data and use personal data. 

 

China's central bank ordered Ant Group, the mega IPO 

canceled by President Xi in November, to rectify its 

business model and be in compliance with 1) banking 

regulations regarding credit, insurance and wealth 

management activities, 2) anti-monopoly practices and 3) 

compliance rules. Ant Group must create a financial 

holding company with adequate capital. Without 

question, the regulator's orders will limit the expansion of 

Ant Group. Ant Group's comment is unequivocal: "We 

appreciate financial regulators’ guidance and help ". Bad 

news for Jack Ma, the majority shareholder of Alibaba 

and Ant Group. For Tencent too. Since the shutdown of 

Ant Group's IPO in early November, Alibaba's share price 

had lost 35% to recover some of its losses in the last 2 

days of 2020. 

• Pressure is growing on Big Tech 

• The stock prices of the 4 US Big Techs are still 

holding up well, but, taken as a whole (NY FANG+ 

index), they have underperformed the market since 

early September 2020 

 

Equities. Our thematic convictions for 2021, and 

beyond 
Green infrastructure. The green theme, integrating all 

sectors linked to the responsible use of our planet and 

the decarbonization of the economy, has taken off since 

mid-March 2020. See WilderHill Clean Energy index. 

 

The WilderHill Clean Energy Index rose 203% in 2020 

and 352% since mid-March 2020 

Source: Bloomberg 

 

The index vertiginous vertical rise should scare off more 

than one investor, but the Earth is on the cusp of massive 

green investments. Some companies make losses like in 

hydrogen, but most make profits, often small. Stock 

valuations are (very) high, but looking towards 2023 and 

beyond, PE ratios will drastically decline thanks to a sharp 

increase in profits which are estimated to be multiples of 

current profits. Investing in diversified products is the most 

appropriate approach, because the theme covers a 

multitude of small and medium-sized companies with 

significant specific risk and high betas, but it also allows to 

participate in an M&A activity that will be intense, the oil 

companies buying green companies for their ecological 

transition and the others buying competitors to consolidate 

their positions in a very fragmented market. Sunrun, the US 

leader in the installation of solar panels and battery storage 

in the residential sector, has just integrated the No. 2 Vivint 

Solar. 

 

The best-of : 

1. Solar: Sunrun, Sunnova, PowerSun, First Solar, 

Solaria Energia (power generation). 

2. Wind: Vestas Wind, Siemens Gamesa, Orsted (power 

generation). 

3. IT, equipment manufacturers: Enphase, Solaredge. 

4. Integrated: Nextera, Iberdrola. 

5. Hydrogen (small companies): Plug Power, Ballard 

Power, Powercell, FuelCell Energy. 

 

Traditional infrastructure. With each new US president, the 

question arises of spending on traditional infrastructure 

(roads, bridges, tunnels, airports, water networks, electricity 

network, etc.), because all the experts agree on the need to 

renovate / repair the country's infrastructure. Joe Biden 

JANUARY 4, 2021 



 ♦ 6 

would prepare a $ 2,000 billion spending plan. The 

difficulty in setting up such a program is the US 

federalism where 75% of infrastructure is owned by 

states and local governments, some of which are unable 

to participate in funding due to limited budgets. The 

obvious values to play this theme are: Martin Marietta 

(cement), Vulcan (cement), Eagle Materials (cement), 

Nucor (steel), Aecom (engineering) and Caterpillar. 

 

Health. The pandemic has shown the hospital 

shortcomings in developed countries, with the lack of 

equipment and insufficient beds for intensive care. The 

pandemic has accelerated innovation and disruption, 

such as remote visits and e-medicine. Demographics will 

push governments to invest more in health. The axes will 

also be immunology and genomics, with genetic 

messenger RNA vaccines, a technology that offers hope 

for treating AIDS and cancer. In the US, according to the 

Congressional Budget Office, federal spending will 

increase from 5.4% of GDP in 2017, to 6.8% in 2028 and 

8.4% in 2040. 

 

We like OEMs with Philips, Termo Fisher, Danaher, 

Siemens Healthineers, Agilent Technologies, and 

Genomics & Immunology with iShares Genomics 

Immunology and Healthcare (IDNA US / US46435U1925). 

 

5G and the Internet of Things (IoT). 5G will accelerate the 

development of connected objects. The pandemic has 

accelerated acceptance of the digitalization of the 

economy and privacy. The pandemic is prompting 

companies to push their IoT projects. The Internet of 

Things has enabled businesses to achieve resilience 

against Covid, improve operational performance and 

offer new connected products and services. IoT describes 

a network of connected objects that communicate with 

each other, through sensors, software and other 

technologies, and exchange data with systems and 

devices across the internet. In 2030, there should be 50 

billion connected objects compared to 22 billion in 2018. 

The demand for semiconductors will “explode”. 

 

The Supercycle of Industrial Metals. We have been 

developing this theme for some weeks. The economic 

recovery and spending on traditional infrastructure will 

increase demand for industrial metals. Moreover 

investments in green energies and the low-carbon 

economy will accelerate this demand significantly over 

the coming years, particularly benefiting aluminum, 

copper, graphite, lithium, cobalt, silver and nickel. The 

2050 goal of a global neutral CO2 emissions will increase 

by 500% the demand for metals associated with the 

production of clean energy. 

 

The most efficient approach is the combination of the 2 

ETFs: iShares MSCI Global Select Metals & Mining 

Producers (PICK US) and Global X Lithium & Battery Tech 

(LIT US). 

Aluminum: Alcoa, Norsk Hydro 

Copper: FreeportMcMoran, Glencore 

Lithium: Albemarle, Sociedad Quimica Y Minera de Chile 
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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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