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Weekly - April 19, 2021 

In the past years, housing market has been completely out of sync with the rest 

of the economy. While ultra-loose monetary policy buoyed assets, namely 

property, it did not create meaningful new supply. The rise of housing is in no 

means replicated in the Consumer Price Index. 

 

US property price far exceed CPI’s OERR 

Source: S&P Case-Shiller, BLS 

 

The US is experiencing an acute shortage of supply. For multiple reasons, there 

is a severe lack of inventory, hence of affordable homes for sale. Indeed, the 

supply of new homes for sale - around 2 million units - is as low as it has ever 

been on record (over 5 million on average in the early 2000’s and ... above 10 

million in 2010-2012).  

 

The pandemic has just amplified this process, by featuring further disruptions 

and dislocations. There has been an increase in people moving because of it. 

According to CoreLogic, prices rose 10.4% in February year over year. 

 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +9.8% 

 S&P 500 +11.4% 

 Nasdaq +9.0% 

 Stoxx 600 +11.0% 

 SPI +8.4% 

 Nikkei +8.2% 

 China -2.4% 

 Emerging +4.4% 
 

 

 BONDS  

 CHF Corp -0.1% 

 US Govt -3.5% 

 US Corp -3.5% 

 US HY +1.8% 

 EUR Gvt -2.8% 

 EUR Corp -0.5% 

 EUR HY +2.0% 

  

 CURRENCIES  

 USD index +1.7% 

 EURUSD -1.9% 

 EURCHF +1.9% 

 USDCHF +3.9% 

 USDJPY +5.0% 

 EM FX -1.8% 

  

 COMMODITIES   

 Gold -6.3% 

 Silver -1.9% 

 Brent +28.4% 

 Copper +21.0% 

 CRB index +15.1% 

US housing bubble in the 

(re)-making? 
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The latest polls confirm the - widespread - optimism 

Source: Reuters Polls 

 

Are we headed for a redux of the subprime crisis?  

Are banks - again - at risk? 

Is US property inflation going to impact the Fed monetary 

policy (like in New-Zealand)?   

 

Healthy financing and homebuilders restrain  

Unlike during the course of last decade great housing 

crash, mortgage underwriting has been strict. Sizable 

down-payments have become the rule. US owners have 

now more than $21trn equity in their houses, compared 

to $12trn before the subprime and... $6trn after it! In 

short, most homeowners can afford the homes they are 

currently living in, as featured by the rise of the credit 

score of mortgage takers since 2019. 

Source: New York Fed Consumer Credit Panel 

 

In the aftermath of the subprime crisis, homebuilders 

pulled back on the number of homes they built. This 

scars and scares are still present and the restrain is still 

prevalent. Indeed, the number of building permits and of 

housing starts remain respectively 25% and 37% below that 

of the - frothy - early 2000’s. 

 

Where do we go from here? 

The recent tentative normalization of long-term interest 

rates, as featured by the 10-year government bonds, has 

started to push mortgage rates somewhat higher. In the 

meantime, US banks have also tightened their lending 

standards. If monetary policy continues to follow the path 

of a smooth and gradual normalization over the next 

couple of years, as advocated by the Fed, this should 

remove some pressure to rising house prices, but most 

probably it will not interrupt their rising trend. Two 

alternative scenarios could also develop. Firstly, an 

accentuation of the financial repression, hence a recourse 

to New Monetary Theory or yield curve control by the US 

administration. A boom (bubble) and burst process then 

would ensue over the next decade.  Secondly, a rapid taper 

tantrum or a rapid rise of long-term rates. This would cause 

a cyclical pullback of house prices, but not a crash. That is 

for macro factors. 

 

When it comes to behavioral changes linked to the 

Pandemic, the jury is out. How is Corporate America going 

to re-deploy its activities, logistics and revisit home-office 

recent habits with the re-opening of the economy? Who 

knows for sure? This will no doubt impact in depth on the 

nature / shape of the future demand of households, 

regarding housing localization, size, etc.  

Lots of unknown definitely lie ahead for US housing 

Sort of a correction could occur; but the odds of a crash are 

pretty low 

• US housing is clearly expensive, though not in a bubble 

territory 

• We prefer to buy home builders (ETF ITB : 

US4642887529) compared to REITS 

• As an investment, it has a low medium-term expected 

return, just like G7 sovereign bonds 

• Housing price inflation is unlikely to impact on US 

monetary policy 

 

Fixed income. Are the rate setters changing their 

tune? 

Surprisingly, Powell comments did not cause more of a stir 

in markets - positioning is maybe part of the answer. 

What has been surprising over last week was the contrarian 
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markets price action following some chunky US inflation 

data of which there is more to come. US March CPI came 

0.1% higher than expected at 2.6% its highest levels since 

August 2018. The inflation rate will continue to climb over 

the next few months as prices levels in a vibrant, stimulus 

fueled, re-opened economies contrast starkly with those 

of 12 months before.  

 

Firms are seemingly more able to pass higher costs on. 

The National Federation of Independent Business (NFIB) 

reported the strongest intentions to raise prices since 

mid-2000’s. We need to go back to the mid-1970s/early-

1980s to see consistent readings at these levels. The ISM 

reports are also pointing out that the new orders are 

close to record highs while customers’ inventories are at 

record lows. This suggests companies have strong 

pricing power. 

 

US inflation, NFIB price and ISM  

new orders minus inventories 

Source: Bloomberg 

 

The housing components will also be carefully 

monitored. Primary rents and owners’ equivalent rent 

account for a third of the CPI basket. These components 

tend to lag by 12-18 months house price developments. 

The housing components may well be the story to watch 

through H2. Headline inflation could temporarily move 

above 4%. 

 

Housing prices are a source of inflation 

Source: Bloomberg 

At the same time, there has been a lack of market 

reaction to what seems to be a very substantial shift in Fed 

rhetoric. Powell noted that US rates would not be raised in 

2022. So, implicitly he admitted they could be in 2023. This 

is a full year before the "nothing until after 2023" comment 

he previously issued. He also noted that any tapering of 

asset purchases would happen "well before" any rate liftoff. 

So, what does "well before" mean?  A year? If so, and 

backtracking from the new guidance on rates, then it is 

entirely possible we see a taper this year. Not only this, but 

the Fed now appears to be not only talking about talking 

about the timing of the taper but actually talking of  the 

timing of the taper. Most of the recent move in US long-

end yields has been driven by lower real yields. They still 

remain into the highest part of their year-to-date range. 

Long-end real yields still have a long run before coming 

back into positive territory. 

 

So why did the market not  react more? One reason is that 

it was already priced in the Fed funds futures for December 

2022 some time ago. So, the Fed has moved in line with 

the market. This does not rule out a further market move 

now. Also, there has been quite a lot of position shifting. 

We follow this by looking at the net long positions of non-

commercial (speculative) investors. 

 

US Treasury 10-year speculative positioning 

Source: Bloomberg 

 

Furthermore, Treasury International Capital flow data for 

February showed Asian countries were big sellers as 

Treasury yields rose. It would not be a surprise to learn that 

a reversal of this position is also behind recent swings.  

 

Even if it is lagging data, it gives some colors about the 

next potential move. China sold about $15bn of US treasury 

bonds, and Japan about another $6bn. 

• Bets on US Treasuries have been sharply scaled down 

by both speculators and foreigners 

• There is limited further upside to come, potentially 

bringing a return to rising yields back into play 

Currencies. GBP short-term noise, not long-term 
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In the 2016 EU referendum, Northern Ireland and 

Scotland voted overwhelmingly to remain part of the EU. 

The elections for Scotland’s 129-seat Parliament will be 

held on May 6th. The latest polls put the SNP well ahead 

of their rivals. Some poll  estimates suggest the SNP 

could win an overall majority of 11 seats. Such an outturn 

would lead to arguments for another referendum on 

Scottish independence. The fact that the SNP wants 

another referendum does not mean it will happen soon. 

If the SNP wins an outright majority next month, it will be 

politically difficult to resist a referendum indefinitely. 

 

The Northern Ireland protocol paved the way for the 

passage of the Withdrawal Agreement between the UK 

and EU. It maintains an open border between Northern 

Ireland and the Republic of Ireland, keeps Northern 

Ireland in the EU for another 4 years. It is not easy to 

implement the protocol and the EU has accused the UK 

of breaking international law by unilaterally extending a 

grace period. Trust between the UK and EU is low. UK 

Prime Minister Johnson wants to reach a trade 

agreement with the US. The US will insist that agriculture 

is part of that agreement. The EU and US have long been 

in trade talks, but the EU will not accept a  FTA with the 

US that includes agriculture. The focus on the internal 

political aspects of Brexit and the longer run implications 

for the four-country union is behind the GBP short-term 

weakness. 

 

GBP notable Q1 outperformance against the EUR came 

under pressure in early April. The weaker GBP tone has 

emerged despite the phased re-opening of the UK 

economy and evidence that the downturn in Q1 was not 

as severe as initially thought. The success of the 

vaccination program has bolstered economic sentiment 

and activity. 

• Still favor the GBP over most of its peers 

 

Equities. A thunderous start for the US results 

season 

US banks opened the season with 1Q21 results well 

above expectations, which translates into an upward 

revision of the S&P 500 profit growth in 1Q21 from 24% 

(a week ago) to 31%. 

 

US bank profits in 1Q21 will stand at $81.6 billion compared 

to $37.7 billion in 1Q20. The highlights are: 1) sharp rise in 

profits in trading and investment banking, 2) reduction in 

provisions for customer losses thanks to government aid 

reducing the fear of a wave of defaults, 3) increasing 

deposits and 5) declining loans. The CEOs of JPMorgan and 

Well Fargo are expecting the beginning of a strong 

economic recovery with consumers willing to spend after a 

year of building financial reserves and reducing private 

debt (credit cards). Large companies reduced their bank 

loans through capital increases and bond issuance, while 

small companies benefited from government assistance 

from the Paycheck Protection Program. 

 

Bank stock prices did not benefit from these excellent 

results. The explanation comes from the decline of the US 

10-year from 1.77% to 1.59%, with a low of 1.52% on Friday, 

as bank stock prices are highly correlated with long rates. 

But we remain overweight on banks, because this normal 

temporary consolidation (discussion in Congress on Joe 

Biden's infrastructure plan, pause with the Johnson & 

Johnson / Janssen vaccine, US inflation in March in line with 

expectations) represent opportunities to strengthen 

positions. 

 

According to Moody’s, consumers around the world have 

stockpiled an extra $ 5.4 trillion of savings since the 

coronavirus pandemic began, ready to be spent when the 

economy fully opens. US consumers have $ 2 trillion more 

in their accounts than before the pandemic. If consumers 

spend a third of this excess savings, they will boost overall 

GDP by 2 percentage points in 2021 and 2022. 

 

Excess savings (% of GDP) since the start of the pandemic 

Source: Moody’s 
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Results for this quarter and beyond will be important in 

determining whether rising costs and higher commodity 

prices, as well as disruptions in production lines, will 

affect margins or whether companies can pass them on 

to customers. 

 

The Dallas Central Bank's Texas Manufacturing Outlook 

Survey (see chart below) shows rising operational costs in 

most industries. In this survey, 36% of respondents report 

disruptions in production lines accompanied by 

increased operational costs, but only 41% can pass them 

on to customers. The manufacturing industry is the most 

affected, while retail sales can relatively easily pass higher 

costs on to customers. 

Source: Federal Reserve Bank of Dallas 

 

This is going to be interesting, because there has been a 

lot of talk about the ability of companies to cut costs and 

change business models during the pandemic. 

 

The chart below shows that historically the S&P 500's 

operating margin improves as commodity prices rise. 

Rising commodity prices as a whole, as they are today, 

coincide with an economic recovery and facilitate the 

transfer of rising costs to customers, helping to maintain 

or even improve margins. 

 

S&P 500 Commodity Price Indices and Operating Margin 

 Source: Bloomberg 

The Value segment has outperformed the Growth / 

Momentum segment since September 1st, 2020 with 

expectations of an economic recovery, vaccines and the US 

10-year increase going from 0.5% in August 2020 to 1.77% 

at the end of March 2021. Now, things are getting more 

complicated, because many companies classified as Value 

(valuation compared to intrinsic value) are no longer 

considered as Value with the sharp rise in share prices. 

From now, we will focus on cyclical companies, and those 

that will benefit from the rise in long interest rates (banks) 

and inflation. 

 

The strong sector rotations since September 2020, the 

return of large caps since mid-March and a larger number 

of rising stocks (the breadth indicator) are signs of a 

healthy market and wider participation. The percentage of 

S&P 500 stocks above their 200-day moving average is 

95%, the highest level since October 2009; since 2000 this 

has only happened 3 times and each time it has resulted in 

the S&P 500 rising between 6 and 12 months. Another 

indicator is the percentage of stocks above the 50-day 

moving average: last week it passed the 90% mark; during 

the past 15 times when that has happened, the S&P 500 

has finished 14 times higher a year later for an average 

increase of 16.4% according to Truist Advisory Services. 

 

The current "turbulence" features the collision between 

Value and Momentum. We have revised our S&P 500 

target upwards to 4,800 for the second half of 2021, but in 

the short term, the US and European indices are entering 

overbought areas. Asia, including Japan, seems interesting 

to us if there were to be a rotation in regions. 

 

On Monday we will follow the results of Coca-Cola, IBM 

and United Airlines. Tuesday Johnson & Johnson, Procter 

and Gamble, Netflix, Abbott Labs, CSX, Lockheed Martin, 

Intuitive Surgical, Fifth Third. Wednesday Verizon, Chipotle, 

Whirlpool, Anthem, Canadian Pacific Railway, Lam 

Research, Halliburton. Thursday AT&T, Intel, DR Horton, 

American Airlines, Union Pacific, Seagate Technology, 

Biogen, Dow, Valero Energy, Freeport-McMoRan. Friday 

American Express, Honeywell, Schlumberger, Kimberly-

Clark. 

• The bull market is solid according to some indicators 

• We favor the cyclical segment, banking, energy, 

industrials, materials and discretionary consumption 
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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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