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Weekly - March 22, 2021 

A new variation of hyper vs hypo active 

Differences in sanitary and economic responses to Covid on both sides of the 

Atlantic are striking. While the US has proved hectic, but quick and responsive, 

Europe hesitates and lags. Europe failures may well reflect fundamental flaws in 

the continent’s institutions and attitudes, namely bureaucratic and intellectual 

rigidity. But European bungling may ultimately prove less dramatic than feared.  

 

Europe takes its feet in the carpet with the sanitary crisis 

In theory, the European health and sanitation systems have nothing to envy to 

their American (or Asian) counterparts. It was therefore to be expected that 

both the management of the pandemic and its logistics would go well. Far 

from it! 

 

The pathetic management of masks, ventilators and vaccines partly annihilated 

the politically hard efforts made to save lives with strict lockdowns. Lately, 

vaccination was delayed by attempts to pursue a common European policy, 

and national governments held back on drug contracts, while waiting for 

consensus. Deeply worried about paying drug companies too much or opting 

for vaccines that either proved ineffective or turned out to have dangerous 

side effects, Eurocrats delayed the procurement process. 

The dirigiste/military approach of the US, Israel, Australia, South Korea 

demonstrated its superiority 

Europe turns out to have a problem with widespread hostility to science 

 

Fiscal stimulus, deficits, and creative means of action 

In terms of economic growth, Europe, though not being at the epicenter of the 

Great Financial Crisis 2008/9, started to clearly underperform the US. The Covid 

crisis is likely to accentuate the growth gap between both. Indeed, the US 

administration is embarking in a sort of Roosevelt-style New Deal. It mobilizes 

a maximum of resources, very quickly. It is actually executing US third relief 

plan, approaching globally $5tn. More is contemplated by year-end with an 

infrastructure Green Plan.  

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +3.9% 

 S&P 500 +4.2% 

 Nasdaq +2.5% 

 Stoxx 600 +6.1% 

 SPI +4.0% 

 Nikkei +6.3% 

 China -3.0% 

 Emerging +3.5% 
 

 

 BONDS  

 CHF Corp -0.2% 

 US Govt -4.3% 

 US Corp -5.3% 

 US HY -0.1% 

 EUR Gvt -2.6% 

 EUR Corp -0.8% 

 EUR HY +1.2% 

  

 CURRENCIES  

 USD index +2.3% 

 EURUSD -2.7% 

 EURCHF +2.3% 

 USDCHF +5.1% 

 USDJPY +5.2% 

 EM FX -2.1% 

  

 COMMODITIES   

 Gold -8.9% 

 Silver -3.3% 

 Brent +23.2% 

 Copper +17.3% 

 CRB index +12.5% 

Of US hare &  

Europe tortoise 

https://www.eurointelligence.com/column/vaccines
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Real GDP 2009-2019 

Source: Eurostat 

 

To be honest, the sense of emergency was not the same 

in Europe, where the social network offers a better 

cushion for global employment and the ¨not-haves¨. Still, 

Europe will deliver its Next Generation EU Recovery. But 

let us face it, few understand the European 

procrastination. Indeed, the 27 Member States were in 

principle to submit their national recovery plans to the 

European Commission by the end of April 2021. But as of 

last week, only 20 of the 27 member states had 

submitted draft plans. Actually, Austria, Ireland, Lithuania, 

Luxembourg, Malta, Estonia and the Netherlands have 

not done so yet... 

 

The European turtle lags, for now... 

The European bungling hides a real vision. The 750 

billion will allow for a transition to a greener and more 

digital post-covid Europe. In particular, more than 30% of 

it will be reserved for the fight against climate change 

and more than 50% will go to investments in research, 

innovation and digitalization. 

 

In contrast to American hyper-activism, the European 

response is long-term and extensivel its ambition is to 

modernize the European economy. In particular, requests 

for subsidies will only be accepted if they meet specific 

criteria: more than 30% of the funds will be reserved for 

the energy transition and 20% for the digital transition. In 

total, backed by the European budget for 2021-2027 and 

the loans made by the States, the European response will 

amount to some 3,000 billion euros.  

• US sprints, distributes cash for consumption, while a 

tarnished Europe drags and plans investments 

• Hyperactive US risks to overheat, fuel short-term 

inflation and unnerve bond / currency markets 

• A more friendly - Goldilocks-like - environment 

should prevail in Europe 

Fixed income. The Fed is officially proud of being 

behind the curve 

The latest FOMC statement was little changed. The Fed 

sounded more upbeat on economic projections. The same 

guidance as in December prevails with a slightly more 

upbeat tone on activity for good reasons. The GDP growth 

projections for 2021 was lifted to 6.5% from 4.2% with a 

wide central tendency between 5.8% and 6.6%. 

 

The Fed still wants to send a signal that inflation will be 

allowed to overshoot target without an immediate 

tightening response. It is expecting a moderate  increase in 

the core PCE prices at 2.2% in 2021, 2.0% in 2022, and 2.1% 

in 2023. Now four out of eighteen FOMC members are 

expecting one rate hike in 2022 compared to only one in 

December. This is another way of showing that the Fed has 

turned more upbeat. However, it still remains extremely 

cautious, and a clear consensus still refrains from hinting of 

any hikes at all. None of this came as a surprise. 

 

Powell made a small mistake. He refrained from specifying 

what a moderate inflation target overshoot  means. He 

kept saying that the Fed now purposely remains behind the 

curve, needing to see actual progress, not just expecting 

ones mainly on the inflation front, before changing 

anything in its policy framework. He made a small and 

potentially costly mistake by admitting to having to 

quantify what a moderately overshooting inflation rate 

means. This will leave stakes super high ahead of inflation 

figures from April when the big inflationary basis effects 

start to kick in. 

 

US Core inflation and leading indicators 

Source: Bloomberg 

 

We remain bullish on inflation as the cocktail of widespread 

money printing and direct transfers is potentially very 

inflationary, while companies are now also more price 

hawkish than we have seen 2009. The Fed impact on both 

ends of the yield curve has been jumpy. By remaining 
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behind the curve, the Fed is anchoring the front-end, 

while favoring a  net upward tendency in long yields. This 

remains a very accommodative Fed, meaning no real 

barrier to a test higher in the US 10-year yield. The gap 

between the US PMI and the US 10-year bond yield still 

points for higher levels. We remain in the camp of 

underweighting US government bonds. The 2.0% in the 

US 10-year treasury yield looks like the next hurdle. The 

Fed will face an uphill battle in containing long bond 

yields as the nominal growth momentum will put an 

upward  pressure on yields. The Fed will also allow faster 

inflation expectations and higher long US bond yields. 

 

US Treasury 10-year yield, key markets  

levels and yield curve slope 

Source: Bloomberg 

 

Furthermore, according to fund managers’ survey run in 

the US by BoA, the two key levels to watch for the US 10-

year Treasury yield are 2.0% and 2.5%. A rise to 2.0% 

could prompt a technical correction in the stock market 

according to the responses suggested. Meanwhile, an 

increase to 2.50% would make Treasuries extremely 

attractive relative to equities, the poll of money 

managers showed. This 2.50% level should correspond to 

a yield curve slope of 250bps, which has historically been 

the steepest level area since early 1990s. 

 

Amongst the alternative the Fed could use it should have 

to choose between duration extension and QE increase. 

Increasing QE will likely rather just reflate long-term 

expectations even further and hence accelerate the 

current move in long-end yields. And moving towards a 

longer Weighted Average Maturity in its purchasing 

program (Operation Twist) could work to temporarily 

dampen the steepening pressure in the US yield curve, 

but it may not work as well as in 2011-2012 as the 

business cycle momentum is different.  

• Macro data and Fed rhetoric are both pointing for 

short term higher yields and steeper yield curve 

• Start building US Treasury exposure in the 1.75%-

2.00% range 

Currencies. BoE follows in the footsteps of the Fed 

The key takeaway from the latest Bank of England meeting 

is that it is neither  concerned by the recent rise in bond 

yields, nor by  the noticeable increase in rate hike 

expectations. Investors are now pricing roughly two rate 

hikes over the next 3 years. The statement echoes recent 

comments from Governor Andrew Bailey that the rise in 

yields reflects optimism, while financial conditions remain 

broadly unchanged. That tells us the BoE is much more 

closely aligned with the Fed than the ECB. UK policymakers 

have opted to keep the pace of gilt purchases largely 

unchanged in the near-term. 

 

GBP/USD 

Source: Bloomberg 

 

Given that the central bank did not deliver much of a 

surprise, it leaves our upbeat GBP outlook unchanged. The 

Bank is not materially leaning against higher yields and 

currency strength This vastly contrasts with continental 

Europe and suggests an earlier and faster UK economic 

recovery in Q2. 

 

With the Fed being cautious and likely to preside over 

extremely negative short-term US real yields, this should 

facilitate a further increase in GBP/USD, towards 1.50 later 

this year. 

• We are unlikely to get negative rates in 2021 and 

instead there will be a growing focus on tightening, 

though this process is unlikely to start before 2023 

• The GBP is set to continue reaping the benefit of the 

faster vaccination process 

 

Equities. Rare earths, these strategic metals 

Contrary to what their name suggests, rare earths are 

abundant on Earth. The adjective "rare" found its 

consistency in the available quantities considered low given 

their modest economic weight. Till today. With the 

expansion of 5G, new technologies, military applications 

and the ecological transition, we are now talking about rare 

earths using the terms strategic metals with a sharp 

increase in demand. In 2030, 40% of the demand for 
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strategic metals will come from their magnetic 

characteristic used for permanent magnets, an essential 

component in the electronics of smartphones, TVs, PCs, 

electric vehicles and indispensable for wind and solar 

power. 

 

The main properties of strategic metals are exceptional. 

They are electromagnetic, superconductive, soft, ductile 

(deformation without breaking), malleable and reactive at 

high temperatures or when finely divided. These metals 

include 15 lanthanides, lanthanum, cerium, 

praseodymium, neodymium, promethium, samarium, 

europium, gadolinium, terbium, dysprosium, holmium, 

erbium, thulium, ytterbium, lutetium, to which are added 

scandium and yttrium. 

 

Use of rare earths 

Source: Government of Canada 

 

World reserves of rare earths 

Source: US Geological Survey 
 

World production of rare earths 

In 1985, the US accounted for 40% of world production, 

China 40% and the rest of the world 20%. Then, gradually, 

the US reduced production for environmental and cost 

reasons. The extraction and refining of rare earths result in 

the release of many toxic elements such as heavy metals, 

sulfuric acid as well as radioactive elements. For the 

extraction, toxic products and a lot of water are used. The 

almost only source of rare earths in the US, Mountain Pass 

(cerium, lanthanum, neodymium, europim), which had 

been closed in 2002, to be reopened in 2012. 

 

In the 2000s, China accounted for 90% of world 

production. But around 2008, other producers 

acknowledged for raising prices, due to the growing 

importance of rare earths in new technologies and Chinese 

restrictions on exports, to strengthen their monopoly. 

Today, China accounts for 62% of world production. 

 

Upon his arrival, Joe Biden made rare earths one of his 

priorities for the national security of the United States. 80% 

of US rare earth imports come from China, and China has 

not ruled out using rare earths as a commercial weapon so 

far. The US cannot count on a single large mine, but on a 

patchwork of mines. The 2 largest mining companies are 

MP Materials (Mountain Pass) and USA Rare Earth. The 

Pentagon has just given Australian Lynas $ 30 million for a 

Texas mining project. In December, Donald Trump had 

released $ 800 million to finance the development of rare 

earths and other strategic metals in the United States. 

 

For its part, China has declared rare earths a strategic 

resource and has tightened its monopoly with a new 

regulation, which entered into force in December 2020, to 

protect its national interests. This regulation will negatively 

affect Chinese companies, foreign investments and Chinese 

exports. In 2019, Chinese exports fell by 12.6% and 23.5% in 

2020. There will be more restrictions from 2021 on strategic 

metals (including uranium) used in nuclear and military. 

 

More generally, China is the largest consumer of raw 

materials and depends heavily on imports to meet its 

demand. One way to reduce this dependence is to acquire 

foreign companies, which also allows it to strengthen its 

commercial position. Today in Oceania, 22.6% of Chinese 

overseas investments are in commodity companies. See 

graph below. China is also seeking to diversify its sources 

of imports from autocratic countries, to avoid the frequent 

changes in attitude of democratic countries, often hostile, 

towards China. In iron ore and metallic coal, Australia 

accounts for 60% of Chinese imports. China wants to 
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reduce this dependence and strengthen its ties with 

Brazil and Guinea. 

Source: CNBC, Wood Mackenzie, Verisk Maplecroft 

 

Back to rare earths. The demand for magnetic rare earths 

such as neodymium, praseodymium, dysprosium and 

terbium, is expected to increase by 9.7% per year 

according to Mining Weekly. The market value of 

magnetic rare earths will increase fivefold by 2030, from 

$ 3 billion to $ 15.6 billion. 

 

To invest in rare earths, there is an ETF with global 

exposure, 50% dominated by Chinese companies, but 

the new Chinese regulation could negatively affect these 

companies. It seems preferable to us to invest directly in 

Lynas or MP Materials which will be supported by the 

United States. A new US company, USA Rare Earth, will 

go public this year with a capitalization of over $ 1 billion. 

MP Materials has a market capitalization of $ 6.6 billion 

(free float of $ 1.7 billion) and Lynas stands at $ 4.4 

billion. 

 

VanEck Rare Earths ETF 

 

Source: Bloomberg 

VanEck Rare Earths, MP Materials and Lynas 

Source: Bloomberg 

 

• Rare earth prices will continue to strengthen 

• But investing in this segment is difficult due to a limited 

choice of investment vehicles and market 

capitalizations are small 

• We would rather buy the individual stocks MP 

Materials and Lynas than the VanEck Rare Earths ETF 

 

Equities. Volkswagen wants to become the 

benchmark in the electric car 

With the rise in interest rates and expectations of an upturn 

in inflation, valuation/discount models are in favor of 

companies with low PER to the detriment of high PER, or in 

favor of Value/Cyclical to the detriment of Growth. 

 

In 2021, traditional manufacturers outperform the new 

electric manufacturers. In this phase of interest rate 

normalization, investors clearly favor low PERs like 

Volkswagen at 11.7x 2021, GM at 11.5x 2021 or Stellantis at 

6.7x 2021 and sell Tesla at 155x 2021 or NIO at 818x 2022 

(losses in 2021). 

 

2021 Volkswagen, GM, Tesla and NIO performance 

Source: Bloomberg 

 

After valuing Tesla $1,400 per share in January 2020, Cathie 

Wood, the star of ARK Innovation, who made its fortune 

with Tesla, has just revised upwards her price target to $ 
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3,000 in 2025 which is mainly based on additional 

EBITDA of $ 160 billion in 2025 from the activities of 

autonomous taxis, robot taxis. Like with other 

manufacturers, insurance income (integration of car 

insurance whose premium varies according to the driving 

manner and the distances traveled) should have an 

increasingly important contribution. Bad news for Tesla is 

the Chinese military's ban on buying Tesla cars for 

national security grounds because of the cameras. In a 

trade, technology and geopolitical war between the US 

and China, Tesla could be a collateral damage, whereas 

China is the automotive market of the future. 

 

We must not forget the ability of traditional 

manufacturers to position themselves quickly in electric 

vehicles. In 2021, Volkswagen's share price jumped 68%, 

Ford's by 46%, GM by 44%, Daimler 27% and Stellantis 

23%. These companies have significant net cash to 

succeed in the transition to electricity: € 40 billion for 

VW, € 19 billion for Daimler, $ 5 billion for GM, $ 7 billion 

for Ford and € 3 billion for Stellantis. Between March 16 

and 17, Volkswagen's ordinary share jumped 50% on the 

group's announcement of its 2025 ambitions to 

standardize key technologies in the group to generate 

significant synergies, to build 6 battery factories in 

Europe and to become the world's largest manufacturer 

of electric cars. The possible IPO of 25% of the capital of 

the Porsche brand should revalue Volkswagen. 

 

Source: Heravest 

• In the short term, we prefer traditional manufacturers, 

more sensitive to the economic recovery, than the new 

electric manufacturers with high PER 

• We favor Volkswagen, Stellantis and GM 

• We value Volkswagen at € 360 per ordinary share 

 

Equities. Tensions on the green theme 

The Joe Biden’s victory and the Democrats in Congress 

resulted in high expectations over green spending with the 

new administration. But Joe Biden had to focus on 2 

priorities: vaccination and the $ 1.9 trillion relief plan. The 

plan has been accepted by Congress and 100 million 

Americans have been vaccinated. 

 

After reaching peaks around mid-February, the green 

theme fell by nearly 40% in 3 weeks, only to recover a bit 

thereafter. The biggest drops are credited to solar and 

hydrogen. 

 

The main reason for this drop is the correction of high PE 

ratios, following the January craze, with rising interest rates. 

The green theme is a growth theme that has been 

penalized by the sector rotation from Growth to Value/

Cyclical. 

 

Recently, two negative news have been added to this 

corrective phase: 

1. Plug Power (hydrogen) has reported accounting 

errors over the past 3 years, requiring accounting 

restatements. 

2. Solar values have fallen with the demand from 

California power producers to question the current 

rules of the NEM (net energy metering) which 

consists of reducing the bill of households who put 

their surplus electricity into the grid from their solar 

panels. Power producers want to charge households, 

which feed their electricity back into the grid, for 

infrastructure and distribution costs. If this proposal 

were to pass, the benefits of solar would disappear 

completely. 

 

Joe Biden's green spending is expected at $ 2 trillion, 

enough to a sustainable support for the green theme. But 

these spending will oppose to the US deficit widened by 
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Porsche-Piëch family

controls Porsche SE
100% of ordinary shares with voting rights
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support for economy and households. There will be 

intense discussions in Congress about funding these 

green investments. But climate change is irreversible and 

there is an urgent need for a Green New Deal plan. 

• We are impatiently awaiting Joe Biden's Green New 

Deal plan, necessary to relaunch the green theme 

• This corrective phase is an opportunity to strengthen 

green positions, but after a short speculative phase, 

investors must position themselves on the medium to 

long term 
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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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