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Weekly - February 1st, 2021 

Financial markets are a-washed with excess liquidity, even more so since the Covid

-19 crisis. Negative real interest rates favor leverage and... speculation. A 

consequential asset price reflation regime (APR) is actually in place since the 

aftermath of the Great Financial Crisis. It has accelerated since H2-20.  

Untamed investors’ greed is emerging 

The outstanding success of IPOs and SPACs deserves careful attention 

 

SPACs echo the dot.com bubble 

Also known as "blank check companies”, SPACs - special purpose acquisition 

company - are companies with no commercial operations. They are formed to 

raise capital through an initial public offering (IPO). Their sole purpose is to 

acquire private existing companies. At the time of their IPOs, SPACs have neither 

existing business operations, nor defined targets for acquisition.  

 

In a way, SPACs resemble certain segments of Private Equity. Practically, SPACs 

have two years to complete an acquisition or they must return their funds to 

investors. SPACs facilitate the quotation of companies that would otherwise face 

too high regulatory / compliance requirements. They also tend to embed opaque 

- say extremely favorable - schemes of remuneration for their owners and 

promotors...  

 

Their selling proposition is very appealing: with the help of financial / business 

experts they filter companies at an inflection stage of their cycle. Most of the 

money they raise is expected to be invested in ¨unicorns¨. For instance, auto-tech 

start-ups have been a particular favorite, with names like Nicola.  

 

As a matter of other examples regarding ¨fintechs¨, 1) the former Credit Suisse 

chief executive, M. Thiam is launching a $250m SPAC to invest ¨in financial 

services businesses in the developed and developing world¨ and 2) Bakkt 

Holdings, a cryptocurrency platform, announced plans to go public thanks to a 

¨blank-cheque company¨. Sounds good, right? Actually, SPACs emerged lately as 

major fund raisers.  

PERFORMANCES  2021 

 EQUITIES  

 MSCI World -1.1% 

 S&P 500 -1.1% 

 Nasdaq +1.4% 

 Stoxx 600 +0.2% 

 SPI -0.3% 

 Nikkei +2.4% 

 China +4.0% 

 Emerging +3.0% 
 

 

 BONDS  

 CHF Corp +0.1% 

 US Govt -1.0% 

 US Corp -1.3% 

 US HY +0.3% 

 EUR Gvt -0.6% 

 EUR Corp -0.1% 

 EUR HY +0.4% 

  

 CURRENCIES  

 USD index +0.7% 

 EURUSD -0.9% 

 EURCHF +0.1% 

 USDCHF +0.9% 

 USDJPY +1.4% 

 EM FX -1.2% 

  

 COMMODITIES   

 Gold -2.0% 

 Silver +11.3% 

 Brent +7.5% 

 Copper +1.5% 

 CRB index +3.8% 

Unrealistic expectations 

http://dot.com
https://www.investopedia.com/terms/b/blankcheckcompany.asp
https://www.investopedia.com/terms/i/ipo.asp
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Source: Dealogic, FT 

Source: Refinitiv, FT 

 

When prices no longer matter... 

The current investment regime (APR) is visibly generating 

¨bubbly¨ excesses. Indeed, the ongoing ¨mania¨ for tech 

unicorns is indiscriminate. Lots of targeted companies are 

loss-making. They have lately been acquired irrespective 

of the price to pay. See below graph. 

 

This mindset is reminiscent of the late 90’s, when it 

sufficed for a company to present itself as a member of 

the ¨internet revolution¨, for its stock price to sky-rocket. 

Veterans probably remember the iconic story of 

¨pet.com¨. At that time, this mania prefigured the burst 

of the IT bubble.  

Source: Bloomberg 

According to Goldman Sachs, SPACs drained a firepower of 

about $70bn in 2020, which translates into $300bn, when 

considering the potential leverage of their operations... 

¨Free money¨ is exacerbating unrealistic investors’ 

expectations 

By selling flamboyant dreams, SPACs have a strong power of 

attraction, namely for unexperienced / retail investors 

 

If history is any guide, SPACs have - very rarely - fulfilled 

expectations. According to a Financial Times analysis of US 

SPACs between 2015 and 2019, these cash shell structures 

proved a dicey bet for ordinary investors. Indeed, the 

majority lie below $10 per share, the standard price where 

they first sell their shares to the public. 

• Investors hunt for growth and fear of missing out are 

reaching climax levels 

• SPACs symbolize the speculative mania developing in 

specific ¨hot¨ segments of the financial markets 

 

Currencies. The latest unloved segment 

Following Biden inaugurated as US president, risk appetite 

remains nuanced. Flows into EM are back into positive 

territory at the start of 2021. However, investors prefer 

relatively safe developed bonds over Emerging ones at the 

exception of China. While Emerging markets equities, 

including China, are showing a more positive picture. They 

have attracted $17bn in inflows in the first three weeks of 

January. 

 

EM Bond et equity monthly flows ($bn) 

Source: Institute of International Finance, FT 

 

Emerging local currency government bond index is just 

back into negative territory and the EM currency index has 

not been able to deliver positive performance this year yet. 

That reverses the Q4 2020 trend when EM currencies raised 

in average by 8%. The dissonance between stocks and 

currencies suggests 2021 is not following a usual pattern. 

The current correlation is very close to lows. 
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The emerging market currency index had an average 

beta of 0.25 relative to stocks over the past decade. Since 

March 2020 lows, when the equity market rally began, 

the emerging equity benchmark has advanced by 83%. 

That suggests the currency index should have risen by 

20% over the same period, based on the beta. It only 

climbed by 10%. In other words, currencies are lagging. 

 

Speculative positioning amongst EM currencies 

Source: Bloomberg 

 

The lack of demand or appetite is confirmed by the 

current speculative positioning on the most well-known 

emerging currencies. The RUB, MXN, and BRL speculative 

positionings are clearly highlighting a lack of  demand/

interest for those currencies. They have remained into a 

tight range since mid-March last year. 

• EM currencies are lagging the rebound 

• We favor the most liquid currencies like BRL, MXN, 

and RUB 

• We also stay constructive on the Yuan 

 

Fixed income. The BoJ is drawing a new 

paradigm 

The Bank of Japan has kept its main policy unchanged 

after forecasting that the economy will be stronger than 

previously thought once it starts to recover from the 

COVID-19 pandemic. The BOJ held its interest rate and its 

asset purchasing program parameters intact. 

 

However, Japanese policymakers discussed the merits of 

allowing long-term yields to move more flexibly around 

their 0% target set in Q3 2016, when it launched its Yield 

Curve Control policy. This idea will be a key element of 

its monetary policy review in March. The coronavirus 

pandemic has forced the bank to maintain a massive 

stimulus program for a prolonged period. The BoJ plans 

to announce in March ways to make its tools more 

sustainable. The next monetary easing steps could allow 

for the 10-year government bond yield to move upward 

and downward to some extent around the target. This 

would  contribute to financial system stability. 

Allowing 10-year yields to move more widely will not hurt 

the economy much. It is crucial for the BoJ to conduct yield 

curve control and purchases of assets more flexibly. Under 

its yield curve control, the BoJ guides short-term rates at -

0.1% and 10-year bond yields around 0% through huge 

bond purchases. The measures have recently drawn 

criticism for drying up market liquidity and distorting 

pricing. These  aggressive comments to the BoJ look 

exaggerated as the BoJ has already purchased less bonds 

than designed into its plan.  

 

Monthly BoJ government bond purchase before  

and after YCC announcement 

 

This came at a time the Fed announced it will not increase 

its support programs and maintains its $120bn purchase 

per month unchanged. This was slightly surprising given 

the December Fed comments calling for more government 

spending. With the Biden fiscal packages already 

announced we could have expected a more supportive 

Fed. The upcoming debt mountain and a wait and see Fed 

will lead to the central bank no longer over-

monetizing  debt issuance as it did in 2020. Leaving 

purchases unchanged is sort of light-tapering.  

• The BoJ will not overhaul the YCC or QE, it will just 

restore market self-determining 

• The Fed unchanged monthly purchases are sort of light

-tapering 

• Towards a healthy fixed income volatility comeback 

• Stay underweight government bonds 

 

Equities. A difficult start for the global vaccination 

The discovery and validation of vaccines took place in 

record time. After a month of starting global vaccination, 

production and distribution are proving chaotic, at least 

from a European point of view. The first deliveries are much 

lower than expected. National preference is visible 

(AstraZeneca for the UK, Pfizer/BioNTech and Moderna for 
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the US) and big payers are privileged. In short, the 

industrial process and global distribution are proving 

more complex than expected. In production, Sanofi and 

Novartis will provide support to Pfizer/BioNTech, from 

2Q21 for Novartis and from July for Sanofi. 

 

Production estimate made in  

December 2020 for the end of 2021 

 Source: Airfinity, Swissinfo 

 

The European Commission is seeking to block exports of 

vaccines, mainly to the UK, which are manufactured in 

the European Union. It targets the Pfizer/BioNTech 

vaccines produced in Belgium. AstraZeneca announced 

last week that it could deliver only 25% of the vaccines 

ordered. 

 

Dose purchases by country 

 Source: Duke Global Health Innovation Center 

 

Vaccine production by country 

Some pharmas / biotechs have cut production estimates by 

around 20% for the end of 2021. Johnson & Johnson is 

forecasting 800 million doses instead of 1 billion expected. 

But it is too early to know exactly where production will be 

at the end of 2021, as the sector is in the process of 

organizing itself, using subcontractors. For AstraZeneca, 

out of the 3 billion doses planned, 1 billion will be 

produced by the Serum Institute of India for India, a 

vaccine called Covishield; India's second vaccine is Covaxin 

manufactured by the local company Bharat Biotech. For 

Novavax, 50% of its production will be made in India by 

Serum Institute of India. 

 

In this global and complex industrial and distribution 

process, we will also monitor the manufacture of vials, 

essential for vaccines, which could be under pressure; the 

world leader is the German Schott, followed by another 

German Gerresheimer and the Italian Stevanato 

 

Despite this chaotic start, the global vaccination will 

accelerate. This week, Johnson & Johnson / Janssen and 

Novavax (89% efficacy rate expected) will release their 

clinical phase 3 results. FDA validation is expected in 

March. J&J's vaccine could be a game changer, as one dose 

will be needed versus 2 for all other vaccines. For 

developed countries, the current vaccines are those from 

Pfizer/BioNTech, Moderna and AstraZeneca. For 

developing countries, there is the Russian vaccine Sputnik, 

which is said to be very effective according to reliable 

sources, the Chinese vaccine Sinovac and the Indian 

vaccine Covaxin. 

 

We must not forget the 2 antivirals of Regeneron and Eli 

Lilly, which are very effective for severe forms of Covid. 

• A chaotic start to global vaccination, but production 

and distribution will accelerate 

• Countries seek national immunity around fall 2021 

• The stock exchanges will integrate a normalization of 

production and distribution 
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Equities. Retail renaissance 

The event at the end of January is the offensive launched 

by Robinhood e-traders against US hedge funds. Thanks 

to a collective force created on social media Reddit, they 

attacked short strategies, forcing hedge funds to sell 

their winning positions to cover losses, especially 

technology, FANG+ and green stocks. E-trading 

platforms have had to restrict trading in certain securities, 

due to SEC capital requirements, reinforcing the will of 

Robinhoods and reigniting conspiracy theories and anti-

elite sentiment. It is amazing to see such big moves on 

the US stock market from insignificant stocks, because 

for months some investors have been talking about 

equity risk due to the big size of Big Tech, but the 

volatility has come from GameStop, AMC Entertainment 

and Bed Bad & Beyond; GameStop had a market 

capitalization of $ 1.2 billion before the short squeeze of 

these young e-traders, and even $ 250 million in summer 

2020! 

 

In recent months, we have wondered if the emergence of 

e-traders was a new paradigm. We have part of the 

answer that some are already calling Retail renaissance. 

The new power of retail investors could shake up the 

traditional approach of portfolio managers. In 2020, e-

trading platforms opened more than 10 million trading 

accounts. E-trading is one of the “activities” that have 

greatly benefited from the pandemic with its 

confinements. Before the pandemic, retail trading 

accounted for 14% of stock market volumes; for the past 

few months, retail has accounted for more than 20%. 

According to Deutsche Bank, e-trading platforms would 

have doubled their options trades in 2020 compared to 

2019 and in January small buyers would have 

represented 2x more volume on options than large and 

medium players. Perhaps also conspiracy theories push e

-traders to play against the elites, the establishment and 

the billionaires; they see themselves as part of a 

Community. 

 

E-traders are coming together to create a force that 

matters. A month ago, the WallStreetBets group had 1.7 

million members; they are over 6 million today. They 

think they will make money together, not individually. 

They have codes and adopt a us-versus-them mentality, 

that is, all against the Wall Street insiders. Short sellers 

are their main target for the moment. Hedge fund Melvin 

Capital announced that it closed its short position on 

GameStop, a big win for Redditors. 

 

And nothing illegal for these Robinhood / Reddit traders as 

long as they don't manipulate the market by spreading 

false information. Anyone can buy terribly overvalued 

stocks. 

 

The short-term impact will be less publicity by hedge funds 

on their short strategies. The SEC could tighten the 

conditions for calling options margins. The market will have 

to learn interpreting messages coming from Reddit or 

WallStreetBets in real time. Financial robots will need to 

understand investment signals through emojis. The 

environment for buy-and-hold investors may be less easy, 

as things can go very quickly when the Community decides 

to move. 

• If we are in a new paradigm, the volatility could be 

higher 

• The e-traders community considers that they are 

playing against the elites and against the past 
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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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