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In our world of rule of law, debtors must honor their commitments and pay their 

debts. This is a basic principle, allowing for trade and business to develop in trust. 

Defaulting is a symptom of failure. In Anglo-Saxon countries, it is more acceptable 

than in Europe, because the cult of entrepreneurship / innovation spells that risks 

must be promoted. Trump is the extreme example of it. In Lutheran countries, 

default is anathema, featuring the definite preference for austerity to profligacy. 

The political career and unwavering support for A. Merkel illustrates it well. 

 

Both school of thoughts converge on ¨acceptable¨ exceptions: when 

¨fundamentally weak¨ debtors face the impossibility to repay. The situation of 

several emerging / frontier countries spring to mind. Like, closer to us, that of 

Greece a couple of years ago. Students’ loans in the US will most likely be the next 

- partial - organized bailout.  

 

But most developed countries will eventually be confronted with such a question 

in the coming years, following the debt incontinence process that started in 2020 

to cope with Covid-19. For now, QE does the trick. Tomorrow, central bank could 

even monetize new government issuance of Treasuries. Ultimately, the return of 

capital will become a key issue! 

The topic of (public) debt cancellation is inevitable  

Hopefully this will take place in medium-term 

 

De facto cancellation 

Central banks have entered a new phase of monetary experimentation. Their 

quantitative easing operations have increased - considerably - in volume and 

become persistent. At their maturity, the acquired bonds are effectively ¨rolled 

over¨. The stock of government debt that they own is therefore constantly rising. 

Admittedly, there is no accounting write-off of debt. But it is in fact a form of 

sterilization that does not say its name. 

 

This process protects countries' credit ratings and reduces the cost of money to 

governments. Like Japan has done, United States and Europe feel comfortable to 

continue this exercise for a while longer before a crisis occurs. Let us recall in 

passing that Japan is taking advantage of a special situation, because most of its 

sovereign debt is held by the Japanese (both private and institutional), providing a 

ballast that neither Europe nor the United States enjoys.  

 

Such an arrangement whereby the left hand of the government allows the right 

one to owe a lot of money is ultimately toxic. But first, pandemic legitimizes 
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unprecedented measures: orthodox / conservative 

politicians and economists will stay mute over the near 

term. And second, printing money to ¨cancel¨ 

government debt is admissible - according to different 

school of thoughts - as long as there is very little 

inflation...   

It is too early to worry about slippage of monetary policy 

But the end of pandemic and a synchronized recovery 

might prove a different landscape 

 

Tongues are loosening! 

BlueBay Asset Management, founded in 2001, is a 

success-story boutique, i.e. one of Europe's largest 

specialist managers of fixed income credit and alternative 

strategies. By nature, it supports financial engineering 

and the like. In short, the company does not really qualify 

as a nest of conservative and orthodox thinkers. Still, its 

CIO wrote a - highly - surprising article in the FT a couple 

of weeks ago, entitled ¨it’s time to think about debt 

cancellation¨. Quite a pavement in the pond! 

 

He actually refers to a recent episode, when some senior 

officials asked the ECB to ease the debt burdens by 

forgiving sovereign bonds it owns: a pure and simple 

cancellation i.e. a ¨write-off¨. For sure, C. Lagarde 

immediately dismissed the proposal, urgently followed 

by other central bankers and economists. But, on the 

substance, Dowding scores points when he suggests 

that, to respect convenience/sensitivities, governments 

should issue bonds with a maturity of ... 10'000 years at 

zero interest! Would it be really less respectable to savers 

than issuing negative interest rate loans which practically 

plunder them? On the very principle of historic debt 

cancellation, one naturally thinks of hyperinflation in 

Zimbabwe or Germany in the 1930s. However, there are 

other significant cases: in 1868, at the end of the civil war, 

the US declared the debt of the Confederation to be 

zero. Twice, Mexico repudiated its debt (1857-1860 and 

1863-1867)... 

Public debt cancellation is anathema in principle 

But in very special circumstances, it might ultimately prove 

necessary 

 

According to the Institute for International Finance, 

global debt among the advanced nations soared, to 

approach the unprecedented level of nearly 400% of 

GDP.   

 

Global debt topped $272tn in Q3 20 

Source: IIF, BIS, IMF, National sources 

 

Bluebay rightly considers that cancellation would create 

major financial shocks, through a reconstruction of a risk 

premium.  Sovereign yields would experience a sharp and 

sudden rise. One should differentiate between two 

scenarios: 

A. The worst if governments were to unilaterally default 

on some of their debt. This would create a major 

shock to the global financial system... 

B. The most benign if a central bank decides canceling 

some sovereign debt it holds. It would mechanically 

provoke an accounting loss of the same magnitude. 

Therefore, any such initiative must be put in the 

perspective of the actual net worth of a central bank. 

The Fed, for example, has an advantage compared 

to peers, as it could reevaluate its significant gold 

reserve to market prices, to compensate for part of 

it.  

 

The most pragmatic thinkers argue that, to avoid a 

dramatic confidence crisis, safeguards are necessary: 

calibrating the size scope and duration of operations, 

implementing a clear legal / constitutional framework, etc. 

But let us face it: preparing for such safeguards would 

equal telegraphing to markets the will to write-off debt. 

Probably impracticable in practice.  

There would be an undeniable first-mover advantage for the 

country which decides first for it  

Success would rather imply to rely on the surprise effect / 

fait accompli  

• In 2021, the debate on - public - debt cancellation will 

move from the circle of specialists to mainstream 

• As soon as the pandemic is over, it will put growing 

pressure on governments 

• Despite major fiscal stimuli, central banks will remain 

in the very spotlight medium-term 
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Fixed income. The risks are not where you think 

Financial conditions have been the main driver of the 

recent global spreads tightening. Risk appetite will 

remain supported by the flood of fiscal and monetary 

stimulus. So, the main source of stress will not come from 

that side. However, risks are also increasing as most of 

the credit universe sub-segments are already back to 

levels not visited since 2019. 

 

Highest yielding bond indices 

Source: Bloomberg 

 

Not so long-ago investment-grade debt was the darling 

of the fixed income world. It was a haven of peace for 

investors thanks to dedicated Fed support facilities and 

still a high level of yield. Now, the central bank backstop 

is decreasing, and with spreads at 3-year lows, high-

grade investment will be more complex. Investors should 

fret about the level of duration risk in the credit indexes. 

Given easy money last year, most issuers have rolled-

over their debts and significantly increased  the weighted 

average duration of the market. In the US, the credit 

duration has jumped from 7.75 to 8.75 in just a year. 

 

Fixed income segments duration 

Source: Bloomberg 

 

There is still a case for tighter credit spreads in the trend 

of deleveraging, corporate savings and lower default 

rates that could follow this crisis. 

Investment grade mutual funds are still drawing sizable 

inflows, despite a negative return so far this year and an 

historical low yield level. But shifts are afoot. One notable 

rotation seems to be occurring into sectors that took the 

brunt of the pandemic's assault. The recovery trade that is 

arisen from optimism about vaccines and their distribution 

has driven record inflows into the US Fallen Angels Bond 

ETF. Meanwhile, HY indices have improved in credit quality 

over the course of the year, due to the influx of fallen 

angels. Downgraded bonds to the sub-investment grade 

segment have improved the average rating of the HY. 

Furthermore, it is the segment which has the lowest 

duration. 

 

Our key observation is that investors should be careful 

when comparing spreads across different markets and time 

periods, due to the credit quality differences. Higher US HY 

spreads largely reflect their lower aggregate quality 

compared to Europe. Similarly, the quality of the global HY 

universe has meaningfully changed since the start of last 

year, whereas IG indices are still of comparable quality 

overall.  

• Consider reducing investment grade credit 

• At the benefit of HY into the credit space 

 

Currencies. Change with continuity 

Treasury Secretary nominee Janet Yellen stated that the US 

does not seek a weaker currency to gain competitive 

advantage. That is quite different from saying that she 

believes in a strong USD.  

 

The focus on market determined exchange rates suggests 

that a Yellen Treasury may continue where the Trump 

administration left off i.e. putting pressure on countries that 

are deemed to have undervalued their currencies. With 

most of Asia on the US Treasury’s monitoring list and 

Vietnam classified as a currency manipulator, the US wants 

to see a strengthening of Asian currencies. The region’s 

policymakers will be more receptive towards allowing their 

currencies strengthening, given the strong export outlook. 

 

And now, what to expect from this week’s Fed meeting? 

While no policy changes are likely we will get an update on 

how the Fed sees the outlook for the economy in the wake 

of new fiscal stimulus and the vaccine roll-out. A more 

positive assessment could bring forward expectations of 

QE tapering and eventual rate hikes. 
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At the last December FOMC meeting, 2 days after Covid 

vaccinations started in the US, the Fed remained cautious 

on the economic outlook. Only 5 of 17 FOMC members 

expected a move in 2023 or sooner. All of them agreed 

that QE would continue until substantial further progress 

has been made towards the Fed’s inflation and 

employment goals. 

 

DXY vs US inflation expectations 

Source: Bloomberg 

 

Since then, the news-flow has been positive on the 

medium to longer term, but undoubtedly more negative 

in the very near-term given clear signs of a loss of 

economic momentum. The medium-term outlook has 

improved though with the Democrats winning both 

Senate seats in the Georgia run-off elections, 

emboldening President Biden to go big with a proposed 

$1.9tn fiscal support package. 

 

Inflation is also becoming a more significant theme with 

both market and consumer inflation expectations having 

pushed higher in recent months. The 2-year break-even 

rates has risen  from to 1.2% in mid-November to 2.5% 

currently and the 10-year to 2.1% from 1.65% over the 

same period. In this regard the Fed will have been 

focusing on the pick-up in longer dated borrowing costs, 

which has seen the 10-year yield break convincingly 

above 1%. On the one hand, this is a positive in that a 

steeper yield suggests growing confidence in the idea of 

reflation. On the other hand, it has been a large move 

over a short period of time. 

• Given this backdrop we believe the Fed will leave 

monetary policy unchanged 

• But the risks are skewed towards earlier action 

 

Equities. Waiting for the 6G ! 

5G is accelerating and will open up the world to the 

connected object ecosystems, but we are starting to talk 

about 6G. Europe has set up a research and development 

hub, Hexa-X, with Nokia and Ericsson at its head. Huawei, 

LG and Samsung, NTT DoCoMo are also in the 

development of 6G.  

 

While 5G is based on millimeter waves (mmWave), allowing 

to significantly increase the speed to the detriment of the 

range, requiring a multiplication of antennas, 6G will be 

based on terahertz frequencies, that is to say waves 

between 100 GHz and 30 THz. Using terahertz frequencies, 

this new network could achieve speeds 100x faster than 5G 

and could create a whole new way of communicating on 

land, at sea, in the air and even in space.  

 

6G is scheduled for 2030. It will power artificial intelligence 

and finalize the reliability of self-driving cars. By reaching 

space and satellites, 6G coverage will be global. 

 

5G is based on 3 frequency bands: 

1) The 3.5GHz band allocated to 5G. 3.5 GHz is the heart of 

5G, it offers the best speed / volume ratio of throughput / 

wavelength / penetration inside buildings; 3.5 GHz 

frequencies have an average range of 400 meters in urban 

areas and 1.2 km in rural areas. 

 

2) The frequencies of 2G, 3G, 4G (700 Mhz, 800 Mhz, 900 

Mhz, 1.8 Ghz, 2.1 Ghz, 2.6 Ghz), be switched by operators to 

5G. The 700 MHz band, already well occupied by current 

operators, incorporates low frequencies which offer less 

throughput, but a longer range; they have a large range, 2 

km in urban areas and 8 km in rural areas. 

 

3) The 26 GHz band is the one that will allow 5G to express 

its full potential. It will be attributed to 5G in the coming 

years, not until 2022 or 2023. One of the goals of 5G is to 

use the 26 GHz band to meet data consumption and the 

explosion of connected objects, which will double by 2030. 

The speeds will be comparable to fiber. But very high 

frequencies have little penetration into buildings and their 

range is limited to 150 meters in urban areas, which will 

require the deployment of a large number of antennas. 

Today, it takes 3-4x more antennas from 700 MHz to 3.5 

GHz; then, we can imagine how many antennas we need 

with 6G in the 100 GHz-30 THz range. 
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6G will be based on terahertz frequencies 

Source: Frandroid 

 

The multiplication of antennas will accelerate the exit of 

carriers from this activity. They will stop installing them 

and manage them. Telefonica has just sold its 

telecommunication towers to the US company, American 

Tower for € 7.7 billion. The telecom operators will rent 

the antennas. Divesting the antenna activities will allow 

operators to generate cash to reduce debts and stop 

colossal investments in this field. Many operators have 

already done so: T-Mobile US, AT&T, Verizon, Bouygues 

Telecom, Altice, Sunrise. It is a cultural revolution where 

antennas were an ultra-strategic asset for telecom 

operators. 

 

Telecommunications towers are considered a very 

promising sector, particularly in Africa. 

Telecommunications tower providers have very profitable 

business models, because they can lease sites on a tower 

from multiple operators. With 5G, the demand for 

antennas will explode, because with higher frequencies, 

the coverage will decrease. 

 

We follow 4 suppliers of telecommunications antennas: 

1. American Tower Corp (AMT US / REIT): global 

presence, market capitalization $ 99.4 billion, 1 

year performance of the share +36%. 

2. Crown Castle International (CCI US, REIT): US 

presence, market capitalization $ 68.5 billion, 1 

year performance of the share +46%. 

3. Cellnex Telecom (CLNX SM)): presence in Europe 

(Spain, Italy), market capitalization € 24.5 billion, 1 

year performance of the share +151%. 

4. Helios Towers (HTWS LN): presence in Africa, market 

capitalization GBP 1.5 billion, 1 year performance of 

the share +36%. 

 

• 5G and connected objects are among our themes for 

the coming years 

• Telecommunications tower suppliers will grow in 

importance 

 

Equities. A boom in semiconductors 

Since March 2020, the MSCI World Semiconductor has 

gained 130% and the Philadelphia Semiconductor Index 

143%, compared to 73% for the MSCI World. 

 

MSCI World Semiconductors 

Source: Bloomberg 

  

In 2020, semiconductor sales should grow by 15%, with 

increases beyond 30% at Qualcomm, Nvidia, MediaTek and 

AMD. The sector has proven to be more resilient to the 

health crisis than expected. The pandemic has resulted in a 

drop in demand for chips in certain sectors such as the 

automotive industry, but offset by a strong demand for 

products and services related to stay-at-home (mobile 

games, PC, TV, etc. …) and at work-at-home (PC, cloud, 

etc…). The expansion of 5G and connected objects is 

starting to translate into increased demand for chips, a 

trend that will accelerate exponentially. 

 

Rising demand for semiconductors from tech companies, 

for example, making smartphones, tablets, and PC gaming 

products, and electric car makers is disrupting some 

industries. Car manufacturers VW, Ford, Honda, Nissan, Fiat 

Chrysler, Subaru have to slow down their production, 

because their equipment manufacturers like Continental or 

Bosch have to face a shortage of semiconductors. But also, 

after a production halt in spring 2020, the recovery in car 

sales volumes was stronger than expected. Semiconductor 

manufacturers/designers favor tech companies that are 

willing to pay higher prices, while automotive OEMs tend 

to push purchase prices down. 
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Faced with the shortage of chips, Taiwanese TSMC 

announced spending of $ 28 billion to increase its 

production capacity. Historically, TSMC's capital 

expenditures have been a good leading indicator of 

future demand; its managers use to adopt a conservative 

management. Samsung plans to spend $ 116 billion over 

the next 10 years on semiconductor production. 

 

Analysts maintain a deficit supply scenario in 2021. 

Nvidia, AMD and Qualcomm have the greatest growth 

potential. A recovery in auto sales will favor Infineon, 

NXP and Texas Instruments. Micron anticipates that an 

imbalance between supply and demand for DRAM chips 

will continue in 2021. Intel will is under pressure given its 

new CEO strategy. We prefer AMD, Nvidia, NXP and 

others. 

• Overall, supply should remain in deficit compared to 

demand in 2021 

• The semiconductor sector should continue to 

outperform in 1H21 

• We recommend AMD, Nvidia, Micron, NXP and 

Infineon 

 

 

Market Perf 1Y Share Bloomberg

cap $bn % price consensus

Intel 73.9 230 17 12 56.7 63

Samsung 60.5 470 106 16 $1'962 $2'400

TSMC (foundry) 45.4 601 191 29 650 735

SK Hynix 26.5 85 93 25 128500 148000

Micron 21.7 92 143 15 82 97

Qualcomm (fabless) 19.4 184 199 21 162 167

Broadcom (fabless) 17.1 189 80 18 465 468

Nvidia (fabless) 15.9 340 269 47 548 590

Texas Instruments 13.1 158 79 28 173 180

Infineon (including Cypress) 11.1 55 93 32 35 40

MediaTek (fabless) 10.8 52 279 25 917 945

Kioxia 10.7 - - -

Apple 10 - - -

STMicroelectronics 10 36 161 26 33 38

AMD (fabless) 9.5 112 369 53 93 110

NXP 9 48 118 21 172 230

Sony 9 - - -

WD/SanDisk 7 15 35 12 50.7 55

Fabless : chips conception/design, but outsourcing for production.

Foundry : chips/processor production. But conception/design are made by others.

Source : IC Insights/Bloomberg/Heravest

The main semiconductor manufacturers

Sales $bn PER 21
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