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Weekly - March 8, 2021 

¨Come on let's twist again 

Like we did last summer! 

Yeaaah, let's twist again, 

Like we did last year!¨ 

Chubby Checker, 1961 

 

There is a lot of talk about the disturbing slippage in the large countries ’ public 

accounts, namely the US. Such situations have very rarely occurred in economic 

history. One of them deserves our attention, because it forced the leaders of the 

United States to take exceptional measures to curb the country's debt drift.  

 

We are not there today, but this debate has already begun in the experts’ and 

political circles for some time (should we cancel the public debt?). Moreover, with 

our hyper-connected and fast financial markets, the central banks are already 

under markets’ pressure, which anticipate different scenarios, including the one 

that took place at that time: the nationalization of interest rates (the YCC, for 

yield curve control).  

 

History never repeat itself, but it often rhymes (M. Twain) ... 

In terms of fiscal and monetary policies, the current post-pandemic period looks 

like the 1940s. Federal debt and deficits are extremely high. Their rout cause was 

twofold: the Eisenhower New Deal (1933-1938) launched to address the 

aftermath of the Great Depression and the World War II efforts. 

 

US Federal debt and deficit 

Source: Committee for a Responsible Federal Budget 

 

In the 40’s, the administration was confronted with accelerating - spiraling-up - 

inflation, which would have necessitated a rise in interest rates. But such 

restrictive monetary policy was deemed totally incompatible with a plethoric 
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public debt (>100% of GNP). Indeed, it would risk causing 

systemic insolvency. In order to avoid it, the US locked 

for a decade, from 1942 to 1951, its T-bills yield at 0.38%, 

and its long-dated Treasuries yield at 2.5%. For sure, the 

resulting extreme and long-lasting financial repression 

imposed deeply negative real interest rates, which 

favored the digestion of the excess debt. But inflation 

rose durably to overly dramatic level.   

 

US interest rates were ¨nationalized¨ for almost a decade 

Source: B. Carlson 

 

Incidentally, the United States entered the Korean War in 

June 1950. Worried by the perspective of further 

monetization, the FOMC tried various tactics to raise 

short-term interest rates but was successfully opposed by 

the Treasury. In practice, by February 1951, CPI inflation 

had reached the intolerable annualized rate of 21 

percent. In March 1951, to avoid a dramatic institutional 

crisis and a definite loss of policymakers’ credibly, the US 

Treasury and the Federal Reserve reached an agreement 

to separate government debt management from 

monetary policy, laying the foundation for the modern - 

independent - Fed. 

YCC had long-lasting negative consequences, namely 

rampant inflation  

The Fed has bad memories of the 40’s when it temporarily 

lost all of its independence 

 

The mechanics of YCC, now and then 

To control the full spectrum of the yield curve last 

century, the Fed increased its Treasury security holdings 

by tenfold (!) in three years. We can differentiate 

between two phases:  

1. Phase I between 1943 and 1946:  purchases on the 

short end of the duration curve 

2. Phase II between 1947 and 1949: balance sheet 

swing (arbitrage) into to long-term debt 

 

Fed Securities portfolio 

Source: Board of Governors 

 

There are undeniable similarities between now and then. 

The ongoing ¨war¨ against Covid. Grands plans on the 

verge of being launched by the Democrats, echoing 

Roosevelt New Deals. Abyssal public debt and deficits. And, 

finally, the current stance of economic / monetary policies, 

which actually replicate the Phase I described above… 

 

As a very pragmatic institution, aware of history, we think 

that the Fed will prefer sort of a twist, in the context of 

recent tensions (rapid rise) of long-term rates. It is indeed 

necessary to slow-down the rise of 30y government bond 

yield, which serves as an anchor to fixed mortgages. The 

US could not afford, at the onset of a recovery, a 

(commercial) real estate crisis. 

 

There are different ways of doing it. For instance, rather 

than defining (like Japan and Australia) relevant yield levels, 

it could raise - gradually - the average maturity of its 

securities portfolio. Therefore, it would keep the flexibility 

to accentuate / reduce its purchases according to 

developments of the economy, inflation, and markets’. It 

could also buy more mortgages securities than 

government bonds. Etc.  

The most informed commentators will denounce the Twist as 

a masked form of YCC 

But a non-quantitatively binding Twist would be adequate in 

today's circumstances 
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• The stigma of the nationalization of interest rates in 

the US is still very much present 

• The US will definitely not replicate last century’s ¨full 

YCC¨ 

• But, even if reluctantly, it may soon be forced by the 

market to engage in Twist operations 

 

Currencies. Powell did not convince markets 

Chairman Powell stuck doggedly to the script and gave 

no sign of an intention to rein back what is now a pretty 

substantial rise in yields. Investors will face a week of 

silence from the US central bankers, ahead of the next 

policy meeting on March 17th. Yields are not at 

worrisome levels. The US 10-year yield, at close to 1.60%, 

is only regaining the altitude it had just before Covid-19 

was declared a pandemic. But the speed of the move - 

more than 50bps year-to-date - has unnerved markets, 

and Powell and his colleagues admit it caught their eyes. 

Chairman Powell should be scratching his head 

wondering why the market is pricing in a rate hike cycle 

of 100bps between December 2022 and December 2024, 

when the Fed is repeating that they are not even thinking 

about thinking of raising rates.  

 

Fundamentally it is difficult to argue against the recent 

USD strength, even if one of the key USD drivers is 

collapsing. The trade balance widened $1.2 billion to a 

deficit of $68.2 billion in January. The data indicate global 

trade is slowly coming back online. We should get the 

same pattern on the budget deficit side. The US 

economy is generally rebounding faster than most of its 

trading partners. All the other drivers continue to 

improve. 

 

DXY 

Source: Bloomberg 

 

Technically speaking, the EUR/USD just broke down its 

past months support at 1.1950 and the Dollar trade 

weighted is challenging its upward 100-day moving 

average. 

• We acknowledge the USD upward pressure 

• We turn neutral on the EUR/USD in this context 

 

Fixed income. ECB meeting to be more talk than 

action 

Last week data surprised investors by showing that the ECB 

recently slowed its bond purchases, despite Lagarde 

comments about policymakers closely monitoring the rise 

in nominal bond yields. Investors have been closely 

watching for any signs of ECB market intervention. Given 

the lack of stimulus in the Euro area, compared to the US at 

least, it is probably too early to allow rates to rise too much 

in Europe. 

 

Recently, ECB purchases have sharply slowed  

Source: Bloomberg 

 

ECB policymakers see no need for drastic action to fight 

rising bond yields, believing the risk to the economy is 

manageable with verbal interventions and the flexibility of 

their asset-purchase program. Multiple Governing Council 

members have spoken out and there has been a 

cacophony.  

 

How to interpret these disparate voices? First, it is 

important to clarify who decides what. Although the 

Governing Council decides on new policy proposals, for 

instance whether to change the asset purchase envelope or 

the deposit rate, the decision on the pace of PEPP 

purchases within the envelope is a decision for the 

Executive Board. The Governing Council delegates to the 

Executive Board the power to set the appropriate pace and 

composition of PEPP monthly purchases within the total 

overall envelope. 

 

Five of the six ECB  members have made recent statements. 

While Mr. Panetta is on one side of the spectrum in being 

explicit that yield rises are already problematic, Ms. 

Schnabel is on the other side in seeming to suggest that 

they are not and focusing on real yield moves. The other 
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three speakers (Lagarde, Lane and de Guindos) have not 

been as explicit. They have highlighted the importance of 

rising nominal yields and signaled that they are at least 

approaching problematic areas. 

 

This raises the question of what level of bond yields 

would trigger an action. Given the mixed commentary 

above, this is obviously not a straightforward issue. What 

is to notice is that the Eurozone 10-year government 

bond yield (GDP weighted) is just back into positive 

territory to levels prevailing in 2019. The spike in 2020 

was more related to risk-off episode and peripheral 

spreads widening than a global European government 

bond yields increase. 

 

Higher government bond yields have not  

led to tightener financial conditions yet 

Source: Bloomberg 

 

The yield level the ECB finds acceptable is mainly 

determined by the growth and inflation outlook. For 

instance, if the ECB becomes more optimistic regarding 

the inflation outlook, it would likely be more comfortable 

with tighter financial conditions and vice versa.  Although 

the ECB will likely raise its inflation forecast for 2021, the 

ECB is likely to remain committed to fight any further 

bond yields rise. 

 

What could be the potential ECB announcements? 

A step up in the pace of net asset purchases is the first 

and most obvious point of call for the ECB. 

 

Raising the size of the PEPP envelope does not seem 

necessary given the ammunition that is already in place.  

The central bank could strengthen its forward guidance 

to reign in expectations of relatively early ECB deposit 

rate hikes. 

 

Finally, the ECB has kept the option on the table of 

cutting the deposit rate , however this is more a last 

resort, given the negative impacts on the banking sector. 

• ECB is not out of ammunition 

• More talks that acts are expected 

 

Equities. Transition phase 

We are entering a transition from pandemic to both macro 

and microeconomic growth. It enshrines the change from 

(very) low rates/inflation to rates/inflation that are in the 

process of normalization. It favors the change of 

investment themes, from Growth to Value/Cyclical. In the 

short term, the price to “pay” is an increase in volatility, and 

therefore in risk. The steepening of the yield curve gives a 

positive message for equities and commodities: economic 

growth and return to inflation (moderate in our opinion). 

The rise in long rates is disturbing for equities, but we are 

convinced that the Fed will not allow for any major 

slippage during this first half of the year. 

 

The NY FANG+ index is in a corrective phase (decline> 

10%), while the Nasdaq and Philadelphia Semiconductors 

were intraday, but not at closing prices (as of Friday, March 

5th). 

Source:  Bloomberg 

 

Last week, emerging assets suffered their first net cash 
outflow since October 2020, according to IIF, with - $290 
million compared to daily inflows of $325 million in 
February, due to rising US rates and a dollar stronger than 
expected. 
 

Source: FT, Institute of International Finance 
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Indices Intraday Closes

S&P 500 -5.8% -2.5%

S&P 500 Equal Weight -4.8% -1.0%

Nasdaq -12.5% -8.7%

NY FANG+ -17.3% -12.0%
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          Corrective phase

Declines from highest in February 2021
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In the US, further stimulus is expected to come after the 

$ 1.9 trillion plan is accepted by Congress. We are 

targeting spending on traditional infrastructure and 

green energy.  

 

Other factors will support the global economic recovery: 

lockdowns and fiscal stimulus measures have resulted in 

significant excess savings and the ex-financial companies 

of the S&P 500 have accumulated $2,150 billion in cash 

at the end of 2020 - the top 20 companies account for 

49% of the total - which likely signals an increase in 

dividends, share buybacks and M&A activity in 2021. 

 

Excess savings in the United States 

Source: Federal Reserve, Bloomberg Economics 
 

 Source: Strategas 

 

Weight of the top 20 S&P 500 companies  

on the $ 2,150 billion in cash 

Source: Bloomberg 

 

• The current correction/consolidation is not a surprise 

and represents buying opportunities 

• NY FANG+ is in a corrective phase (decline> 10%) 

• The enthusiasm for SPACs probably signals that 

Growth is coming to the end of the race, in relative 

terms. 

• The great return of Value/Cyclicals 

• Overweight the Value and Cyclical segments: finance, 

materials, industry, energy (from neutral to overweight) 

and discretionary 

 

Equities. Semiconductors become a national security 

issue 

The pandemic has exposed the fragility of production 

chains in developed countries, as well as their dependence 

on Asia and China in particular in certain areas such as 

pharmaceutical ingredients, semiconductors and 

automotive parts. On February 26th, Joe Biden signed an 

executive order to secure US supply chains in drugs, 

batteries, rare earths and semiconductors. 

 

For the past month, a shortage of semiconductors has 

forced car manufacturers to reduce their production. Game 

consoles are also affected. The sharp increase in demand is 

due to the economic recovery, electrification, connectivity 

and autonomy of cars, 5G, the cloud, data servers, 

connected objects, artificial intelligence and growing 

importance of teleworking (more PCs or electronic 

products). This demand will accelerate in the coming years. 

To meet demand, TSMC foundry announced investments 

of $ 28 billion in 2021 and Samsung of $10 billion. 
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The sector is made up of integrated companies like Intel, 

Samsung, SK Hynix, Micron, designers (fabless) like 

Nvidia, AMD, Broadcom, Qualcomm and foundries like 

TSMC, GlobalFounderies (US). While American 

companies are the undisputed leaders in design, Asia 

largely dominates production with Taiwan accounting for 

22% of global capacity, Korea 21%, Japan and China 15% 

each and the US 12%; the US represented 40% of world 

production in the 90s! 

 

The US accounts for 47% of semiconductor sales, ahead 

of Korea with 19%, Japan 10%, Europe 10%, Taiwan 6% 

and China 5%. The technological war between the US 

and China is pushing the Chinese to reduce their 

dependence on US technology. On the other hand, 

Americans and Europeans depend on Asians (75% of 

world production) for production. China is developing its 

semiconductor industry with SMIC, while the US and 

Europe want local production. Taiwanese TSMC will 

spend $12 billion to build a production site in Arizona. 

Samsung is also looking for a location in the US. The US 

administration is also putting pressure on Intel to return 

to local production. US manufacturer GlobalFounderies 

(GF) has partnered with the US Department of Defense to 

produce militarily sensitive chips. GF is the 3rd largest 

foundry in the world, behind #1 TSMC and #2 Samsung. 

The US Congress introduced 2 bipartisan bills to revive 

domestic production, the CHIPS for America Act and the 

American Foundries Act, with spending of nearly $50 

billion. Federal grants are needed to build factories in the 

US, as the industry spends 20% of its sales on R&D, one 

of the highest rates of any industry. Increasing federal 

investments in semiconductor R&D will provide a good 

return on investment for taxpayers and grow the 

workforce. Every dollar the federal government invests in 

semiconductor research generates $16 in GDP growth. 

 

Europe also wants to produce semiconductors on its soil, 

where TSMC and Samsung are said to be involved, with 

public-private spending of €30 billion. This industry is 

essential for Europe, which is a major car manufacturer. 

 

With the new production capacities expected, equipment 

manufacturers seem interesting to us. Growth is expected 

to outpace semiconductor sales with an estimate of +9% 

per year through 2025. 

 

Swiss company VAT is expected to benefit from its 

position as #1 worldwide in vacuum valves used in 

semiconductor manufacturing equipment. Its clients are 

Applied Materials, LAM Research, Samsung, Intel, TSMC, 

GlobalFoundries and LG. 

 * VAT Group is not a major OEM, it is a niche player.  

Source: Heravest, Bloomberg 

 

Over the next 5 years, the demand for semiconductors will 

grow at a higher rate than in previous years and expected 

at +7% in 2021. Since its peak in mid-February, the 

Philadelphia Semiconductors (SOX) index has lost nearly 

10%. % due to the current transition phase which favors the 

Value and Cyclical segments to the detriment of growth 

stocks, including technology. 

 

Philadelphia Semiconductor Index (SOX). The index  

emerges from an overbought situation in December  

and January to return to the 100-day moving average.  

The RSI is approaching an oversold area. 

Source: Bloomberg 

  

• We are Neutral on Technology, but overweight 

semiconductors through SOXX 

• Designers to buy : NVIDIA, NXP, AMD, Micron and 

STMelectronics 

• Equipment suppliers to buy : ASML, Applied Materials 

and the Swiss VAT 
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