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Disgusted by the 2008/2009 Great Financial crisis, private investors disinterested 

of the stock market for more than a decade. But from early 2020 a cohort of 

retail investors managed to shake the established order of Wall Street. Not 

everyone is happy about it. Indeed, January 2021 has been the scene of major 

setbacks for some financial stars, namely in the world of short-selling Hedge 

Funds.  

 

Some argue that this retail investors’ renaissance spells the democratization of 

investing, the revolt of the millennial & Z generations against the boomers. 

Others consider this as just another temporary speculative phase fueled by cheap 

money. Let us try to figure out what is actually going on. 

 

The support of structural and cyclical factors  

The intense competition among US financial intermediaries has marked the end 

of the discrimination of ¨small¨ investors for three reasons.   

1. Size. Any investor can now buy just a portion of a stock. Pricy stocks, like 

Amazon for example, have therefore become accessible for retail 

investors. 

2. Fees. Commissions on trading, for example on smartphone applications 

like Robinhood, have disappeared. It has become painless for any investor 

to multiply trades virtually limitless each day, including on derivatives 

instruments.   

3. Leverage. Getting additional - borrowed - capital via margin loans has also 

become mainstream. Very little regulation exists for now.   

 

Financial information and analysis have been commoditized in recent years. Most 

of it is also accessible to individuals. It is largely shared through social networks 

and financial platforms.  

 

Free money, pandemic, and government checks. Sport betting has severely 

decelerated and households’ disposable income has risen, thanks to a collapse of 

discretionary expenses (closing of many service providers) and government 

¨generosity¨. Lots of unemployed people now have ample free time to attempt 

earning money at Wall Street.  

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +4.3% 

 S&P 500 +4.0% 

 Nasdaq +7.7% 

 Stoxx 600 +4.0% 

 SPI +0.6% 

 Nikkei +9.9% 

 China +7.4% 

 Emerging +10.7% 
 

 

 BONDS  

 CHF Corp -0.3% 

 US Govt -2.5% 

 US Corp -2.5% 

 US HY +1.3% 

 EUR Gvt -2.2% 

 EUR Corp -0.4% 

 EUR HY +1.3% 

  

 CURRENCIES  

 USD index +0.5% 

 EURUSD -0.8% 

 EURCHF +0.9% 

 USDCHF +1.7% 

 USDJPY +2.4% 

 EM FX -0.2% 

  

 COMMODITIES   

 Gold -5.5% 

 Silver +3.9% 

 Brent +22.3% 

 Copper +17.0% 

 CRB index +12.4% 

These Disturbing  

Digital Friends 
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Evolution of Robinhood Monthly Active  

Users and government stimulus 

Source: BofA Global Research, Bloomberg 

 

Individual investors face much less competitive 

disadvantages vs institutions 

Covid-19 pandemic and government checks exacerbated 

their cult for equities 

 

A series of unquestionable victories  

Warren Buffet, the guru of finance, sold last spring all his 

holdings in US airlines. In a surprising reaction, a well-

organized cohort of little investors decided to massively 

invest in those stocks. Thanks to their synchronized 

purchases, they rapidly moved airline stocks much higher 

than when Buffet sold them. As of today, this strategy 

remains highly profitable.  

 

Tesla “Short Squeeze” was the first victory claimed by 

individual investors against hedge funds across social 

networks. According to reliable sources, short sellers that 

bet against the stock lost a massive $40 billion in 2020, 

making it the single most unprofitable short of the year.  

 

Obviously, Tesla short sellers have  

literally capitulated ! 

We could probably see there the genesis of a targeting 

philosophy against Wall Street’s villains, here short sellers, 

which progressed in the last months, up to a paroxysm last 

January.  

 

Unloved small and penny stocks. In 2020, value fund 

managers suffered large underperformance against their 

benchmark. Solid and regular retail flows propelled 

unloved value stocks, including micro caps. According to 

value fund managers, never before, so many loss-making 

small companies similarly thrived for so long out of any 

fundamental reason.  

 

Gamestop, AMC, and Co. Last month, this saga led to i) 

abyssal losses for some concentrated hedge fund 

managers, ii) forced deleveraging of some market 

participants, and iii) a large reduction of exposure by Long/

Short Equity funds globally.   

Retail investors communicate and coalesce efficiently via 

social networks  

Their unprecedented modus operandi through financial 

platforms makes them powerful 

The HF’s strategy of short selling is probably getting close to 

a capitulation point 

 

Last month, short interest was as  

low as post IT bubble burst 

Source: FactSet, Goldman Sachs 

 

A tricky dilemma for policymakers  

Last January, during a short period of time, the fear rose 

that the stability of the financial system could be 

endangered, in sort of a remake of the LTCM drama. 

Indeed, the unprecedented volume and the speed of 

transactions had no commonality with the financial 

strength / depth of the financial intermediaries in charge of 

their execution. In less than a couple of weeks, some of 

them have been heavily recapitalized, and the collateral 

required by the clearing house adapted. This risk is now 

fixed. 
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US lawmakers are discussing new regulation to better 

frame hyper-active retail investors investment activities. 

The SEC also promised to scrutinize actions taken by 

brokers that may “unduly inhibit their ability to trade 

certain securities.” This resembles more a side-show than 

a prelude to new binding regulations. 

The renaissance of retail investors is a delicate issue, with 

deep political roots (wealth inequality) 

• Wall Street is experiencing a probing come-back of 

retail investors 

• It does not look like a temporary epiphenomenon 

• But it is exaggerated to call it a - new - major driver 

of equity markets 

 

Fixed income. Inflation is on everyone’s lips 

The bond market sell-off has continued over the past 

week, and with it the increased scare of a potential 

inflation comeback. Still there is plenty of scope for 

bonds to sell off more since the last time the 5-year 5-

year forward inflation expectation rate was running at 

current levels, in December 2018, the 10- and 30-year 

bond yields were significantly higher. They were 

respectively at 2.91% and 3.17%, compared with the 

current 1.30% and 2.05%. 

 

We have already mentioned in the past that an inverted 

breakeven curve is a signal of close-to-peak market-

priced inflation bullishness. But maybe it is even simpler 

than that. Since 2014, 5y5y inflation expectations have 

topped and troughed almost exactly during the months 

of topping or troughing base effects from oil prices. 

Should this simple pattern continue to play out, then we 

will not see a top in inflation expectations until April. 

 

Oil prices change and inflation expectations 

 

Source: Heravest 

There are reasons to be more structurally upbeat on 

inflation this time around compared to earlier reflationary 

cycles. China’s output prices are rising, supply chains have 

been disturbed, freight rates are elevated, but more 

importantly the policy mix has changed. 

 

Copper to gold ratio as a US 10-year 

 yield leading indicator 

Source: Bloomberg 

 

Keeping easy financial conditions is a key target for both 

the Fed and the ECB, which emphasized it in their past 

week minutes. The recent government bond yields rise has 

not been enough to turn the tide on already easy financial 

conditions in neither the US nor the Euro area. As long as 

bond yields rise for the right reasons, then they will be 

allowed to go higher. 

 

Main countries financial condition indices 

Source: Bloomberg 

 

• Continuous easing of financial conditions is a 

prerequisite for the Fed if it wants to overshoot its 

inflation target for a while 

• Inflation expectations will continue to increase for a 

couple of months 

 

Currencies. Higher yields, lower dollar 

The most significant market move over the past weeks has 

been seen in the bond market, with US 30-year yield 

moving above 2% for the first time since February 2020, 

while 10-year is back at pre-pandemic panic levels. 

These  moves higher in yields have not, however, led to a 
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general USD rally. Indeed, over the past 2 weeks the US 

10-year yield rose by 18bps to 1.30% but, at the same 

time, the DXY has fallen by over 1%. 

 

Why this apparent disconnect? Because the move higher 

in yields has been driven by an increase in market 

inflation expectations. On a year-to-date basis, the US 10

-year breakeven has increased to 2.20% from 1.95% and 

the 2-year to 2.66% from 2.0%. But this has not been 

matched with a rise in higher Fed Funds rate 

expectations. The long-end yields rise has steepened the 

yield curve further. 

 

Why is this relevant for the USD? Because a steeper yield 

curve makes for overseas investors the long-end US 

Treasuries more attractive on a-hedged basis. So, it is 

harder for the USD to benefit from international inflows 

via the bond market. Higher yields are not that positive 

for the USD unless they are accompanied or triggered by 

higher Fed Funds rate expectations. 

 

Domestic yields vs. US Treasury hedged 

Source: Bloomberg 

 

This environment is going to last. The January FOMC 

meeting minutes released last week provided no fuel to a 

USD rally. The tone stays dovish. There were still some 

things to highlight.  

 

The Fed had more confidence in the medium-term 

outlook based on vaccine progress. But at this stage, the 

Fed is not concerned about the economy running too 

hot as it still thinks is far away from its goal. It is 

premature to talk about balance sheet tapering. 

 

There was an interesting reference to front-end liquidity 

conditions. The Fed noted that reserves were projected 

to rise rapidly through the summer reflecting the 

ongoing QE program, but also the Treasury choosing to 

spend chunks of its $1.7bn sitting on the Fed's balance 

sheet into its stimulus packages. This will add liquidity to 

the system, placing downward pressure on money 

market rates. The Fed alludes to the interest rate on excess 

reserves (IOER) and repo as a mean to ensuring that the 

effective funds rate remains above zero. This is code for a 

potential IOER rate hike. Such a move would be purely 

technical but is added evidence of the need for more work 

to control the excess of liquidity in the system. 

• The Fed will be patient in tightening its monetary policy 

• The recent USD rally is just a bear market correction 

 

Equities. The market believes in Janet Yellen's 

“time to act big” 

The US 10-year is at 1.39% and is back on pre-pandemic 

levels which were between 1.5% and 2%. The strong 

expected economic recovery is reviving inflationary fears, 

an inflation which will inevitably rise. As we said, inflation is 

expected to rebound in April and May by a base effect. 

Rising interest rates and inflation are weighing on stock 

valuations and the volatility regime is changing, from an 

average of 15 for the VIX between 2012 and 2019 to an 

average of 25 since April 2020. Can one fear a correction in 

the stock markets on this sole basis? We do not think so. 

 

The sharp rise in cyclical stock prices last Friday confirms 

that investors are anticipating a strong economic recovery, 

strong growth in corporate profits, as well as improving 

margins. The rise in the prices of industrial metals and oil 

confirms strong expectations of a recovery. 

 

Rising prices for industrial metals and oil  

will translate into higher inflation 

Source: Bloomberg 

 

The market is expecting a lot from Janet Yellen who keeps 

saying that now is time to act big, big, big. After central 

banks, which will remain vigilant, governments are 

expected to take over with important fiscal and budgetary 

plans. Former central bankers Janet Yellen and Mario 

Draghi arrive at the best time for the US and Europe. The 

arrival of Janet Yellen would signal the return to a closer 

relationship between the Fed and the US Treasury, a 
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situation that prevailed before 1997. Janet Yellen 

definitely controls well 1) the theory and practice of 

monetary policy, 2) how monetary and fiscal policies are 

interconnected and 3) spend-now-pay-later, that is, how 

the Fed can finance additional spending. Janet Yellen 

would also signal the end of overdependence on 

monetary policy to favor a world where pragmatic 

monetary policy, where inflation would no longer be the 

obsession of central bankers, and fiscal policy would be 

mixed with a powerful combination on the real economy 

and financial markets. 

 

We begin to draw a comparison with the 1950s, at the 

end of World War II, when the Fed kept rates low to 

relieve the national debt, while the US Treasury was 

engaged in powerful fiscal activism. Between 1950 and 

1960, the S&P 500 had gained 260%, with a short 

correction of 20% in 1957. 

 

The return to a strong alliance between the US and 

Europe, as well as Mario Draghi's call for a more powerful 

Europe and a larger common budget are positive factors. 

 

Historically, when the US 10-year is below 3%,  stocks rise 

when rates rise 

 Source: The Leuthold Group 

 

After the US fiscal plan, Joe Biden will attempt to launch 

a major spending plan in traditional and green 

infrastructure, well in excess of the $ 2 trillion anticipated 

for the Green New Deal. 

 

In the past, the rush of retail investors into speculative 

and/or momentum stocks has been a sign of overheating 

and a nearing correction. In 2020, the number of 

opening accounts on e-trading platforms had exploded 

with a change in the profile of investors, younger, faster, 

active in options, more speculative, anti-elites where greed 

is more intense emotion than fear. Today, it is no longer 

certain that the euphoria of retail investors signals an 

imminent correction. Call / put ratios and other derivatives 

on the VIX are no longer, according to JPMorgan and 

LeutholdGroup, reliable indicators of market fears. 

• Equities will continue to go north 

• Rising profits can absorb rising interest rates 

• We favor cyclicals 

• Buy mining companies, cement companies, Caterpillar, 

Deere, Aecom, etc… and banks 

 

Equities. Oil companies, a buying opportunity? 

Clearly, the performances of oil companies are lagging 

behind those of physical oil and mining companies. The big 

oil ETF did more than half as good as Brent, while the 

mining ETFs did more than twice as good as physical 

metals. 

 

Performances since mid-March 2020 

Source: Heravest 

 

This underperformance of the oil companies is explained 

by 1) the extraordinary drop in demand during the 

pandemic, 2) the lack of interest of investors in fossil fuels, 

3) the negative pressure from shareholders, banks and 

environmentalists on fossil fuels, 4) the difficulty of 

exploiting new wells due to heavy ecological and political 

constraints and 5) the high financial cost of their ecological 

transition, while for mining companies, demand has not 

weakened, supported by demand from green energy and 

the semiconductor industry, as well as China's rapid 

economic recovery. Metals will also benefit from necessary 

spending on traditional US infrastructure. 

 

Oil majors - BP, Shell, Total, ExxonMobil and Chevron - 

posted losses of $ 77 billion in 2020, as mining companies 

posted excellent results with higher dividends. 
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Since October 2020, we have been talking about a 

sustainable Supercycle for industrial metals. For oil, it 

could be different. In June 2020, we estimated a Brent 

price between $45 and $50 per barrel in H2 2020, then $ 

60 in H1 2021. We believe that Brent could push to the 

$80-$100, because the price of oil is political; OPEC-

producing countries and Russia account for 45% of world 

production and control oil prices through production 

management. These countries need a Brent price 

between $80 and $100 to balance government budgets. 

We believe in a cyclical rebound in prices, but the 

acceleration of the electrification of road and maritime 

transport will have a negative impact on demand, which 

will be offset by a reduction in supply by OPEC and 

Russia. Tighter restrictions on US oil extraction, especially 

shale oil, could provide relief to other oil-producing 

countries. Demand will therefore level off, then decline 

with the ecological transition, but prices should stabilize 

with political control of supply. 

 

In the short term, a technical rebound for oil companies 

is possible: 

A. Dividend yields are attractive. 

B. The PER 2021 is low: 14x for Total, 13x for BP and 

11.5x for Shell, while the PER for the WilderHill 

Clean Energy Index is 123x with half of the 

companies in the index recording losses. 

C. With a recovery in demand and a higher Brent price, 

the sector's results should rebound strongly. 

D. The market should recognize at some point 1) efforts 

made by European oil companies for ecological 

transition, 2) acquisitions in the production of 

electricity with renewable energies, investments in 

hydrogen and 3) their unique network of charging 

places for electric cars (currently petrol stations). 

 

iShares Global Energy. A break of $23.5  

should allow a target of $28 

Source: Bloomberg 

  

• A Brent price between $80 and $100 is possible in 2021 

• A technical catch-up is likely 

• We keep Energy in neutral, because industrial metals 

should do better 
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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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