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The ¨terrible¨ fate of autocrats 

In the course of history, many autocrats, much more illustrious, like Nero, had 

taken this same dramatic path. Others, much closer to us, like Saddam Hussein or 

Ceausescu, too. Historians will decide on Trump's motivations: blindness, 

narcissism, error of judgment, of ¨calibration¨? Anyway, in wanting too much to 

ruin Joe's life, Donald self-destructed. He is politically dead. However, a part of his 

doctrine will survive him, so great and deep is the fracture of American society. By 

his latest outrages, Trump gave Democrats a serious short-term helping hand. 

And definitely lost his legitimacy for lots of Republicans, formerly belonging to his 

political base.  

 

Not only Trump torpedoed the Republicans in Georgia. He also re-legitimized 

Biden. Still, the task of reunification and reconstruction of the Democrats is 

gigantic. Despite having the majority in the Congress, its extreme narrowness 

should have rendered Biden’s mandate the weakest since Jimmy Carter in 1976. 

But, following last week event, Democrats are likely to benefit from the inevitable 

decomposition of the Republican Party, now accused of a certain cowardice in the 

face of Trump's hyper-power. Let us bet that, short-term, a certain sacred union 

will animate the moderates of the party, making it possible to launch a series of bi

-partisan reforms, on climate, infrastructure, Keynesian revival. 

Trump endgame is ¨awful¨ for him:  a ¨legitimate¨ Biden and a blue Congress 

 

Short-term tailwinds for Biden yes, but... 

Trump administration deficiencies on Covid will belong to the past from Q2/3 

2021. Just when Biden will complete its grace period, usually about 100 days, he 

may gain additional political capital with US electors. Indeed, the effective vaccine 

rollout will help the pandemic to subside and the economy to strongly rebound 

from the recession. Still, the impoverishment of American society and the 

deepening of its inequalities are unprecedented. This is trivial when looking at 

homelessness, lower Life Expectancy if not the Opioids crisis.   

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +2.4% 

 S&P 500 +1.8% 

 Nasdaq +2.4% 

 Stoxx 600 +2.8% 

 SPI +1.0% 

 Nikkei +2.5% 

 China +4.4% 

 Emerging +4.8% 
 

 

 BONDS  

 CHF Corp +0.1% 

 US Govt -1.2% 

 US Corp -1.5% 

 US HY +0.2% 

 EUR Gvt -0.5% 

 EUR Corp -0.1% 

 EUR HY +0.4% 

  

 CURRENCIES  

 USD index +0.6% 

 EURUSD -0.4% 

 EURCHF +0.2% 

 USDCHF +0.6% 

 USDJPY +0.8% 

 EM FX -1.2% 

  

 COMMODITIES   

 Gold -2.5% 

 Silver -4.7% 

 Brent +6.8% 

 Copper +2.9% 

 CRB index +3.3% 

Sweep 
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Source: CDC 

Source: NYC Department of Homeless Services 

 

The return of a sacred union - at least in the short term - 

and the launch of mega-recovery plans are essential for 

the US to regain political stability and economic health. 

This will imply even more fiscal incontinence and the use 

of monetary subterfuges, which will cause interest rates 

to rise somewhat and the dollar to become more volatile. 

As mentioned in our previous publications, this period is 

reminiscent of the aftermath of World War II.  

 

Markets have begun to sniff this scenario, where US 

government spigot could be in overdrive mode soon, 

paving the way for gargantuan stimuli and orgiastic 

auctions of public debt. Long-term rates are moving up, 

entering a tentative new range (i.e. between 1% and 1,5% 

for the US 10y government bond), commodities resurge 

and in the equity space, cyclical sectors outperform. This 

bears watching carefully, as very expensive assets can’t, 

ultimately, be good bedfellows with rising interest rates.   

• The US needs a New Roosevelt to get back into gear 

• Expectations of Reflation will continue to dominate 

markets 

• This should support risky assets, over the short-term 

 

Fixed income. US inflation break-evens still 

have  some room 

While things are not getting out of control, markets are 

experiencing the highest inflation level in almost 2 years. 

The recent rise in nominal yields coincides with higher 

inflation expectations as real yields have remained quite 

steady below -1.0%. The US 10-year breakeven hit its 

highest point in more than 2 years, at 2.11% last week. That 

is substantial given that the breakeven was trading at 1.50% 

in average last year. It is probably welcome to policy 

makers as an endorsement of their commitment to support 

the recovery. The rising breakeven trend since March abyss 

is proving persistent. However, at this stage it is not an 

outlook over the next decade that squarely meets the Fed's 

criteria for tighter policy.  

 

ISM price pressure and US 10-year breakeven 

Source: Bloomberg 

 

The Fed preferred personal consumption expenditure 

measure of inflation is still a little shy of target. And 

Richmond Fed President Barkin expressed what has 

become a familiar mantra among his colleagues by saying 

that price pressures are still tilted to the downside. 

Nevertheless, Chicago Fed President Evans mentioned that 

he welcomed an inflation above 2% and that an inflation 

running at 3% would not be so bad. He also added that the 

Fed proved too conservative  in the past,  when it comes to 

worrying about inflation going modestly above some 

predefined targets. Now, the Fed is moving it in the other 

direction. 

Fed TIPS holdings (% market) 

Source: Bloomberg 
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While over the past 10 and 20 years, the market-based 

inflation expectations have been close to 2.0%, the 

realized inflation has substantially missed the 2.0% Fed 

target. Over the past decade, the core PCE has only been 

in average at 1.60% and the core CPI at 1.80%. The Fed 

has played a major role in purchasing sizeable amounts 

of TIPS over the past few months to keep real yields low, 

boost market-based inflation expectations and become 

the largest holder of TIPS. It will continue to be a market 

driver. 

• Fed will stay behind the curve 

• TIPS still have upside potential 

 

Fixed income. The ECB is still searching its own 

road 

The last European inflation data for 2020 was not all that 

surprising. Headline inflation remains unchanged since 

September at -0.3%. The same holds true for core 

inflation unchanged at 0.2%. From here, we can expect 

some downward pressure to reverse. The German VAT 

reduction ends, negative price effects from the oil price 

drop in early 2020 will fade out, and services inflation 

later in the year will improve as social distancing 

becomes less of an issue. In the medium term, higher 

unemployment rate and significant output gaps will keep 

a lid on inflation. So, inflation expectations will only move 

gradually, and the ECB should not be too concerned 

about higher price growth in the months ahead. 

 

Pablo Hernández de Cos - an ECB Governing Council 

member and the Bank of Spain governor - has suggested 

that the central bank should consider a yield curve 

control (YCC) policy. Foreign experiences suggest that, if 

the central bank is sufficiently credible, it could achieve a 

YCC with lower purchases amount. Japan is targeting the 

long-end maturities while other central banks have 

targeted shortest maturities to reinforce forward 

guidance on policy rates. 

 

How would the ECB conduct such a policy? The 

complication in the eurozone context is that there is not 

a single government bond market. So, the first question 

is what yield the ECB should target. The ECB would be 

using a GDP-weighted approach like it already does for 

its macro projections. That would avoid it targeting any 

specific sovereign yield. It should then reduce the 

dispersion amongst European yields to avoid 

fragmentation. A YCC framework looks possible. 

However, an explicit published YCC target still seems 

unlikely. First, de Cos is one of the few supporting such a 

move. Second, the ECB might be concerned by legal 

challenges. Third, having an explicit target reduces the 

ECB’s flexibility. Finally, and more importantly, a recent Fed 

paper highlights that YYC is an indirect government 

funding support. The ECB is already clearly engaged in 

ensuring governments can finance themselves at favorable 

conditions, and even more aggressively than the Fed given 

the size of its balance sheet extension and negative yields. 

 

Main central banks’ balance sheets (% GDP)  

and 2020 increase 

Source: Bloomberg 

 

The final and perhaps the most important argument 

against explicit YCC is that the ECB is already engaged in a 

policy of implicit YCC. It is reaping the benefits of an 

explicit policy but avoiding some of the costs. Indeed, the 

ECB has managed to drive the euro weighted average yield 

level stable below zero since last September, and this 

despite slower bond purchases than during the first wave 

of the pandemic. 

 

Main European government 10-year yields 

 and its GDP-weighted average 

Source: Bloomberg 

 

• An explicit ECB yield curve control looks unlikely given 

the success of its implicit policy 

• ECB will continue to maintain average European yield 

below 0.0% as long as the inflation is not structurally 

resurfacing 
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Equities. Reflation and green disruption 

The stock markets are supported by the prospects of a 

strong economic recovery in 2021 thanks to the end of 

the pandemic crisis with vaccines and stimulus packages. 

Then, Democrats' control of the US Congress and Donald 

Trump attempting a constitutional coup is a scenario that 

appeals to investors, at least in the short term: to turn the 

page of the calamitous Trumpist management, some 

moderates/centrists Republicans would be ready for a 

more bipartisan approach, the time of the end of the 

pandemic and economic recovery. 

 

The 1st week of 2021 was marked by an outperformance 

of the Value and cyclical segments, in particular mining 

companies, finished base metals and oil companies. On 

the announcement of the victory of the 2 Democrat 

candidates in Georgia, the green stocks ¨exploded¨, with 

a small smell of exuberance, with increases between 20% 

and 50% over the last 3 days of the week. More globally, 

during the 1st week of 2021, the MSCI World rose 2.5%, 

the S&P 500 by 1.8%, the Euro Stoxx by 2.6%, the UK by 

6.4%, the Nikkei by 2.5% and the MSCI Emergings by 5%. 

 

We are in a bull market. In the short term, we could be 

worried about a bitcoin at 40,000, a Tesla share at $ 880 

(90x 2021 cash flow, while Amazon has never been above 

30x during the last 15 years) and some impressive 

increases in the Green segment (solar, wind, hydrogen), 

but some indicators like CNN Money's Fear & Greed or 

RSI are not yet in bright red areas. 

 

In a more comfortable situation with the majority in 

Congress, Joe Biden said a lot of money has to be spent 

now. For his first presidential term, he announces 

spending of $ 3.9 trillion for households, states, local 

governments, traditional and green infrastructure, health 

and education. Joe Biden will call on Congress to forgive 

$ 10,000 in student debt for all borrowers, often paid by 

parents. Democrat Chuck Schumer is calling for the 

cancellation of $ 50,000 per student by government 

administrative order. 

 

This week, Joe Biden will present in more detail his 

spending program and the financing through tax hikes 

on the richest households and corporations. 

Joe Biden's tax plan: 

1. Marginal increase of the tax rate from 37% to 39% 

for income over $ 400,000. 

2. Increase in the corporate tax rate from 21% to 28% 

and a floor rate of 15%. 

3. Increase the rate on capital gains and dividends 

from 20% to 39.6% on income over $ 1 million. 

 

This plan is mainly addressed to wealthy households and 

corporates. But in the short term, the market believes that 

this plan will not be fully implemented until 2022 due to 

the fragile economy. The increase in the corporate tax rate 

would reduce the S&P 500's profits by 7% and affect 

indirectly and adversely share buyback programs. The 

Growth segment would be the most affected, with Big 

Tech, Technology and Pharma in the lead. 

• Still a bull market 

• Indices can still progress 

• Favor global green stocks linked to the carbon-free 

economy (solar, wind power, batteries, hydrogen, etc.) 

and base metals that will benefit from this transition, 

such as aluminum or copper 

• Favor sectors in traditional infrastructure in the United 

States (cement, steel, engineering) such as Martin 

Marietta, Vulcan, Nucor or Aecom 

• Reflation and increase in the corporate tax rate will be 

unfavorable to Big Tech, in relative performance in any 

case 

 

Equities. The social media debacle 

Big Techs and more particularly social networks were under 

strong pressure with new antitrust regulations, private data 

management and content. The attack on the Capitol in 

Washington is certainly the far-too-much event that will 

push Congress to regulate the industry. While Donald 

Trump is primarily responsible for the assault on Capitol 

Hill, social media is under fire. The decision of Twitter, 

Facebook, Instagram, YouTube and Snapchat to shut down 

Donald Trump's accounts was necessary, but far too late 

for Democrats. Some investors consider Twitter and 

Facebook largely responsible for the last 4 years of violence 

and the rise of conspiracy theories. 

 

The US Congress will challenge Section 320 of the 

Communication Decency Act which immunizes internet 

companies from user-posted content if they take steps to 

mitigate hateful, violent, racist messages, etc., except for 

violations of copyright, illegal sex and violations of federal 

criminal law. 

 

In May 2020, Donald Trump wanted to abolish Section 320 

to prevent social networks from censoring messages, his 

own in particular. Democrats are not fans either and Joe 

Biden would like to abolish Section 320 as well, as this law 
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protects social media. The assault on Capitol Hill will 

accelerate new regulation with more censorship of 

content. 

• The stock market cycle and the new regulations 

become frankly unfavorable to social networks like 

Google, Facebook, Twitter and others 

 

Equities. Confusion over Chinese stocks listed in 

the US 

At the beginning of last week, the New York Stock 

Exchange announced the withdrawal of 3 Chinese 

companies, China Mobile, China Telecommunications 

and China Unicom, to say the opposite a few hours later, 

then confirm eventually the withdrawal. The NYSE had to 

comply because an executive order from the US 

Administration signed on December 18th, 2020 comes 

into effect on January 11th, 2021 with fines for those who 

fail to comply. 

 

On December 2nd, 2020, the US Congress passed a 

bipartisan law, The Holding Foreign Companies 

Accountable Act (HCAA), which requires foreign 

companies listed in the US to comply with US accounting 

requirements and to accept accounting audits from the 

SEC. This law obviously targets Chinese companies as a 

priority. 

 

On December 18th, 2020, Donald Trump signed the 

executive order on the HCAA which allows Chinese 

companies to be banned from American stock exchanges 

if they do not comply with American audit standards. To 

this was added the blacklist of Chinese companies that 

pose a risk to the security of the United States and that 

would work with the Chinese military, with the ban on 

federal pension funds from investing in these listed 

companies. 

 

Alibaba and Tencent's stock prices fell last Wednesday 

amid rumors of their inclusion on this US blacklist. 

Donald Trump's administration also wanted to ban 

payment platforms Alipay (Alibaba) and WeChat Pay 

(Tencent). 

 

This techno-financial war of the United States against 

China is causing a lot of confusion for investors where 

HCAA and blacklist are mixed up: 

1. How will the new US Administration position itself? 

Will it follow the same path? 

2. Must all US investors comply with the blacklist? 

3. For foreign investors, will there be extraterritoriality 

of US law? 

4. How to comply with the HCAA and the blacklist and 

avoid fines from January 11th, 2021? 

5. What are the sanctions and how much are the 

penalties? 

6. Are the subsidiaries of companies on the blacklist 

concerned? 

  

Index providers like MSCI, FTSE Russell, Dow Jones Indices 

and Nasdaq removed blacklisted Chinese companies from 

their indices. Following the NYSE decision, the London 

Stock Exchange released the ADRs of China Mobile and 

China Unicom. 

• For several months now, we avoides Chinese stocks 

listed in the US 

• We overweight China through domestic A-shares 

• The CSI 300 index is very close to its all-time high of 

October 2007 
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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 
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