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Weekly - March 1st, 2021 

When the best is the enemy of the good 

Vaccination is accelerating, paving the way for a gradual reopening of the 

economy from Q2 and a herd immunity by year-end in lots of countries. 

Economic recovery will sharply accelerate. The new American administration is re

-establishing many international links and is restoring its credibility. Italy avoided 

a political crisis by appointing a technocrat maestro. 

 

All these developments have resulted in a significant rise - about 50 bps - of long

-term bond yields in a short period of time (about a month). Per se, this spells a 

welcome confirmation that recession and deflation risks belong to the past. This 

will also relieve some pressure on pension funds and life insurance to match their 

long-term liabilities. Savers and banks would also applaud. But, ultimately, such a 

multiplication of good news is creating a snag for policymakers and central 

banks. Indeed, their capacity to maintain ultra-low rates, for a very (very) long 

time, is under careful markets’ scrutiny. 

The pursuit - if not the essence - of financial repression is challenged 

 

End of bonds’ artificial coma 

The cost of ensuring / protecting bond portfolio, i.e. the Move index, collapsed in 

the aftermath of the pandemic. It even remained below the 20 mark for 

numerous months last year. But the resurgence of adverse developments in the 

US bond market, not only at the very long end of the curve, is definitely shaking 

the fixed income boat. This is clearly visible with the sharp rise of the index above 

40 in just a few days.  

Source: Bloomberg 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +1.4% 

 S&P 500 +1.5% 

 Nasdaq +2.4% 

 Stoxx 600 +3.2% 

 SPI +0.1% 

 Nikkei +8.1% 

 China +4.0% 

 Emerging +3.7% 
 

 

 BONDS  

 CHF Corp -0.4% 

 US Govt -2.8% 

 US Corp -3.0% 

 US HY +0.7% 

 EUR Gvt -2.9% 

 EUR Corp -1.0% 

 EUR HY +1.0% 

  

 CURRENCIES  

 USD index +1.2% 

 EURUSD -1.3% 

 EURCHF +1.5% 

 USDCHF +2.9% 

 USDJPY +3.3% 

 EM FX -1.7% 

  

 COMMODITIES   

 Gold -7.9% 

 Silver +1.8% 

 Brent +26.6% 

 Copper +17.9% 

 CRB index +13.5% 

Entering learning zone 
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This represents a warning signal for central bankers. They 

cannot any longer just obfuscate and kick the can down 

the road, when addressing markets. Actually, this is not 

just a US story. European and Japanese yields also 

experienced adverse developments. For now, the 

¨damage¨ for global and long-term oriented investors, 

like endowments, pension funds, and global balanced 

managers has been very limited, if any. Still, for awfully 

long duration segments the story is different. For 

example, a few high-flying IT stocks, among them Tesla, 

corrected by more than 20% from recent highs. Similarly, 

the iconic Austrian century bond - maturing in 2117 - 

experienced a fall of similar magnitude. 

Source: Bloomberg 

 

• Markets are entering the learning zone 

• In doing so, they challenge financial repression 

• World policymakers must urgently adapt / 

recalibrate their policies 

 

Fixed income. Too fast, too furious 

It is not often we get moves like the ones we have seen 

in US bond market in recent weeks. The yield curve was 

stretched in quite a dramatic fashion too. The backstory 

here is twofold. First, a good news story on recovery, 

largely driven by the US. And a sense of post-pandemic 

euphoria did the rest. This is logical for the long end of 

the yield curve to increase quite substantially. 

 

In recent days, overnight SOFR (secured overnight 

financing rate) has been in the 0.01% to 0.03% area, 

having drifted down from around 0.10% at the turn of the 

year. This is dangerously close to zero. The SOFR is not 

the Fed Funds rates, and the Fed does not have an 

official mandate to control it. But still a move into 

negative territory would not be ideal. The drivers on this 

front-end yield are an exceptional excess of supply of 

liquidity. Added to that, the US Treasury has made clear 

that they have an ambition to spend down a chunk of the 

$1.7trn sitting on the Fed balance sheet. Furthermore, the 

Fed remains fully engaged with a monetary policy stance 

that is in full-on easing mode. Exceptionally easy monetary 

policy is pushing front-end yields lower. 

 

Expectations on Fed Fund rates 

The yield curve steepening has hogged a lot of attention 

lately, it was mainly on the long end of the curve that the 

focus was. But, recently, things have derailed. Investors 

have positioned more aggressively for policy tightening, 

and much sooner than the Fed currently envisages. 

Eurodollar futures were almost fully priced for a quarter-

point hike by the end of next year. 

 

US Yield curve (2y5y) 

Source: Bloomberg 

 

The 2- to 5-year segment has moved pretty dramatically as 

those suspicions about policy tightening spilled into parts 

of the market. There is no clear cause for alarm, however 

the speed of the moves is disconcerting. Do not forget that 

the Fed is still purchasing a large amount of Treasury and 

that it focused on the 1- to 5-year maturity bonds. 
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We also still expect to see more steepening ahead. 

Historically, the 1.4%-1.5% range is still crazy low for the 

US 10-year yield. If we use the history as a guide the 10-

year should be heading at least to 1.8-2.1% before the 

move is done. Gauging from the 5 most recent 

tightening cycles, the curve tends to peak roughly a year 

ahead of the first new Fed hike and should reach 

between 200 and 250 bps. And surely the Fed will not 

hike already in March 2022. This is more a story of 2023. 

 

US yield curve (2y10y) 

Source: Macrobond and Nordea 

 

• Market expectations regarding Fed Funds hike are 

too optimistic 

• Time to reload 5-year US Treasury 

 

Equities. The green theme is oversold 

The correction on the green theme was severe. The 

WilderHill Clean Energy index lost 30% over one month, 

with stronger  declines in some stocks like Plug Power  

(-50%), Ballard Power (-40%) or Sunrun (-42%). 

 

WilderHill Clean Energy Index is oversold 

 Source: Bloomberg 

 

The green theme had recorded an exaggerated rise until 

the end of January with the victory of Joe Biden and the 

high expectations of the US Green New Deal plan. But 

Joe Biden had 2 priorities: accelerating vaccination in the 

United States and passing his $ 1.9 trillion household and 

economy support plan. Once this is done, visibility will be 

better on spending on green energy and traditional 

infrastructure. 

 

The hydrogen segment experienced its moment of 

madness with the announcements made by Europeans on 

the development of hydrogen with billions of euros and 

the acquisition of 10% of the capital of Plug Power by the 

Korean SK for $ 1.5 billion. Plug Power is an US 

manufacturer of fuel cells. 

 

The precious metals linked to green energy, platinum and 

silver, outperformed gold and palladium. Since the start of 

the March 2020 rally, silver has risen 122% and platinum 

107%, compared to +42% for gold and +20% for 

palladium. The demand for silver will increase in electric 

cars, solar and wind power for electrical connections and its 

electrical conductivity characteristics. More than 50% of the 

silver is used in industrial applications compared to 10% for 

gold. Platinum jumped with the new hydrogen craze thanks 

to its indispensable use in hydrogen technology. On the 

other hand, if all-electric were to dominate in automobiles 

and hydrogen failed, platinum would be of no use. 

Palladium and platinum are two metals necessary for the 

manufacture of catalytic converters for gasoline engines 

(80% of demand), which are used alternately according to 

their price (we take the cheapest). Palladium and platinum 

had benefited from falling sales of diesel cars in favor of 

gasoline engines, but diesel seems to be recovering with 

technological advancements, which explains the poor 

relative performance of palladium. Platinum stays on 

course thanks to hydrogen. 

 

In 2020, Europe became the #1 worldwide in electric car 

with a 137% sales jump, whereas we were waiting for China 

to become #1. Europe encouraged buyers with heavy 

subsidies and the arrival of a larger choice with 65 new EV 

models, twice as many as in China. The two "classic" stocks 

that often come up with analysts are GM and the 

equipment manufacturer Aptiv. 

• The green theme is oversold. Buy 

• The US Green New Deal plan will arrive 

• After a strong correction, investors should favor green 

blue chips 

• Silver and platinum, the 2 green bets 
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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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