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Weekly - April 26, 2021 

“I say, don't you know? 

You say you don't know 

I say: take me out” 

Franz Ferdinand, 2004 

 

Speculation spells instability 

In the middle of last century, Hyman Minsky elaborated his famous theory - 

subsequently confirmed - linking the business cycle, animal spirit, credit and 

framing the process of bubble formation. According to him, ¨Stability leads to 

instability¨. In short, economic agents borrow - more - when calm sets in...  

 

Over last years, low volatility has been artificially engineered by central banks 

with their policies of financial repression. The gigantic size of central banks’ 

balance sheets is a symptom of the unprecedented pile of liquidity a-washing 

financial markets. As a logical consequence, investors’ appetite for flamboyant 

investments has been raging. The recourse to debt has become widespread.  

 

Margin debt level exceeds former tops of 1999, 2008, 2018 

Source: TheFelderReport 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +9.5% 

 S&P 500 +11.3% 

 Nasdaq +8.8% 

 Stoxx 600 +10.0% 

 SPI +8.2% 

 Nikkei +6.1% 

 China -2.2% 

 Emerging +4.8% 
 

 

 BONDS  

 CHF Corp -0.1% 

 US Govt -3.3% 

 US Corp -3.3% 

 US HY +1.7% 

 EUR Gvt -2.9% 

 EUR Corp -0.6% 

 EUR HY +1.8% 

  

 CURRENCIES  

 USD index +0.9% 

 EURUSD -0.9% 

 EURCHF +2.3% 

 USDCHF +3.2% 

 USDJPY +4.3% 

 EM FX -1.8% 

  

 COMMODITIES   

 Gold -6.3% 

 Silver -1.7% 

 Brent +26.4% 

 Copper +24.7% 

 CRB index +16.8% 

Take me out! 

« Even the most circumspect friend of the market would 

concede that the volume of brokers’ loans-of loans collateraled 

by the securities purchased on margin-is a good index of the 

volume speculation. » 

John Kenneth Galbraith, The Great Crash 1929 
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Margin debt investing (MDI) has been widely adopted to 

enhance investment returns, including by retail investors. 

Basically, MDI is the capital an investor borrows from his 

broker(s) via a margin account. This money can be used 

to buy securities or sell short a stock. Regulation (T) sets 

an initial margin of 50% of the account balance. Margin 

debt exacerbates investors gains, but also losses. MDI is a 

good indicator of investors’ appetite for risks.  

 

Lately, government checks and greed have contributed 

to the formation of high - unrealistic - expectations, 

namely of retail investors. The capital invested into high 

risk profile investment vehicles is unprecedented.  

 

Lately the AuM raised by IPOs and SPACs defy gravity 

Source: Dealogic 

 

Investors speculative behavior is spreading 

Early signs of financial instability / cracks have emerged 

 

Breaching the stainless - LLC - Golden Rule 

Ultimately, broad-base speculation ends badly. Actually, 

three large investment structures, which were, however, 

well established, have - loudly - imploded in 2021. These 

are Melvin, Greenshill and Archegos. So far, despite their 

very large size, these collapses proved idiosyncratic and 

not systemic. Indeed, they largely exceed the dramatic 

collapse of LTCM, in 1998, which forced the Fed to 

organize a $3,5bn bailout. For instance, the Archegos 

debacle, just itself, is likely to approach $10bn.  

Disillusionment for high flying investments is spreading 

Source: Compound 

 

These fatal destinies have come down to the non-respect 

of the LLC golden rule of successful risk taking / 

speculation. Controlling the level of Leverage. Ensuring 

proper Liquidity of investments. Avoiding excess 

Concentration of holdings.  

 

In principle, - some - regulation exists as a landscape to 

supervise leverage and concentration. But sophisticated 

institutions, like Hedge Funds or Family Offices, largely 

escape from it. Despite the high speed and ease of access 

to financial information that characterize our age, bankers 

and other prime brokers continue to take frightening risks. 

Indeed, despite his past as a crooked (and convicted) 

financier, Mr. Hwang (owner of Archegos) managed to pile 

up an unbelievable amount of derivatives (swaps), without 

alerting the risk/compliance departments of several - very - 

large financial institutions! 

Current regulation is insufficient to prevent from other - 

dangerous - financial accidents 

 

Significant changes at the SEC 

G. Gensler, 63, has spent most of his career in the financial 

services sector. He has definitely a high profile. For 

instance, he has been teaching at the MIT Sloan School of 

Management. His research focused on blockchain 

technology, digital currencies, financial technology, and 

public policy. He has been a virulent critic of overzealous 

financial risk-taking. As the Chairman of the CFTC, he 

namely set-in the oversight of the post-financial crisis 

futures market (during the Obama administration). 

Incidentally, he successfully probed financial institutions 

that engaged in the manipulation of LIBOR. 
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Considered as an aggressive regulator, he has just been 

appointed as the new SEC Chairman last week. His 

nomination has been well-received by the most 

progressive members of the Congress... His agenda is 

already as long as the arm. He is namely expected to 

rapidly clamp down on the quick proliferation of new 

investment products and to impose deeper disclosed 

information when selling them. He should also review 

dozens of rules regarding online trading platforms, viral 

rallies, easy access to options trades and the implication 

of the social media clout with the stock market. 

 

In a Bloomberg interview last October, he said that the 

blockchain technology - whose most notable application 

is the Bitcoin cryptocurrency - has the potential to trigger 

changes in the financial sector. He also considered that 

the application of the technology in the cryptocurrency 

space must be regulated either by the SEC or the CFTC. 

In his view, some cryptocurrencies may be classified as 

securities, which would de facto put them under the 

SEC’s regulatory responsibility... 

Some wholesale change in the way financial markets 

operate are needed 

This has become necessary to enhance investors’ 

protection 

• Successive large-scale financial accidents are a 

warning sign of instability of the financial system 

• Hopefully, the new SEC leadership will adopt more 

adequate regulation and enlarge the perimeter of its 

supervision 

• The odds / risks are rising of a US policymakers’ 

engagement (regulation?) on private cryptocurrencies  

 

Fixed income. ECB confirmed its difference  from 

the Fed 

The ECB made no new policy announcements or changes 

in its forward guidance. However, there were interesting 

points from the press conference. 

 The ECB President made it clear that they have not 

discussed the phasing out of the pandemic 

purchasing program at this meeting as it is 

premature. This was in response to several 

hawkish national central bank heads mentioning 

that they would be in favor of tapering purchases 

in H2 2021. 

 The financing conditions are judged broadly stable 

after interest rates spike earlier in the year, but 

risks to wider financing conditions remain. The ECB 

reconfirmed its very accommodative monetary 

policy stance and higher purchases over the current 

quarter. Some confusion remains about what the 

ECB is trying to achieve. Chief Economist Lane 

suggested earlier that the aim was to return to 

December yields levels, but Lagarde remarks 

suggest that they are content to roughly stabilize 

yields. 

 Eurozone is different from the US. Lagarde made it 

clear that the eurozone economy was not on the 

same page as the US. Therefore, monetary policy 

would not move in tandem. Indeed, she signaled 

that the ECB exit would likely significantly lag that of 

the US. The big difference between eurozone and 

the US outlooks is far more aggressive fiscal support 

in the former. 

 Once again, the ECB strengthened its call for the 

Recovery Fund to become operational and therefore 

provide fiscal support without further delay. 

 

The key point that will continue to underpin the ECB 

monetary policy is that inflation is set to significantly 

undershoot the close to but below 2% goal in 2022 and 

2023. In addition, that goal will likely be made more 

ambitious following the expected ECB strategy review 

which will switch to a goal of symmetry around 2.0%. This 

means a continued undershoot of the new goal in 2024. 

So, a policy rate hike looks still unlikely in the coming years. 

 

The most open election in decades in Germany will be hold 

in September. The German elections will be the first in 

decades in which the incumbent chancellor will not be 

running for re-election. No additional large fiscal spending 

should be expected before.  

• Higher European yields is more a story of H2 2021 

 

Currencies. The dreaded taper is here 

The Bank of Canada announced new elements about the 

economy and its policy stance. As expected, it trimmed the 

pace of its bond purchases to $3 bn per week. This pace for 

government bonds purchases will continue to expand its 

holdings in that asset class, but the Bank is eyeing gradual 

further reductions ahead as the economy improves. The 

policy rate was of course left unchanged. Maybe the BoC, 

like so many of us, has a case of Covid fatigue, as is gone 

from being generally in the more pessimistic camp over the 
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past year, to a much more optimistic take. It revised 

strongly up its growth forecasts to about 6.5% this year 

and 3.75% in 2022. This is driven by a much better 2021 

start and closing the output gap earlier. This will move 

the timing of the first rate hike into S2 2022. Markets 

were already discounting such a scenario but are now 

backed by the BoC. 

 

The Bank does not seem particularly worried about near 

term inflation pressures, noting that the current spike in 

price change reflects abnormally low prices a year ago. 

Interestingly, it is willing to let inflation overshoot the 

2.0% target this year because of those base effects, but 

also forecasts a 2.3% inflation for 2023. If that is designed 

to send a message, it is that like the Fed, it can allow a bit 

of overheating in inflation after having seen only an 

average of 0.7% in 2020. 

 

Doing so it opens a notable gap with a still-cautious Fed 

that is claiming that it can wait until 2024 for US rate 

hikes. The BoC should hike in Q4 2022, but the Fed 

should also drop its own pessimism even more 

dramatically, and hike earlier next year. 

• Central banks are relaying commodity prices 

rebound 

• Stay long commodity related currencies 

 

Equities. The pandemic is accelerating, 

vaccination too 

The stock market is looking for direction. Negative 

factors came to support a slightly overbought technical 

situation a week ago (no longer the case today), for the 

US and Europe. This “nervousness” is normal: S&P 500 

has gained 90% since March 2020 and the Stoxx 600 by 

65%. And the pandemic is far from over. But we remain 

positive on equities, with a potential of 10-15% in 2021 

from current levels, which is mainly based on the strong 

recovery in corporate profits and the thirst for 

consumption of households and companies with excess 

savings created during the pandemic. 

 

Positive: S&P 500 profits. After banks, industrial 

companies posted excellent results, coupled with positive 

guidance. Companies seem to be able to pass higher 

prices onto customers. Nucor (steel) announces the best 

quarter in history with improved pricing and margins; 

customers are in tight flow and inventories are low due 

to disruptions in supply chains. Cleveland-Cliffs (iron ore) 

passes price hikes onto its customers. Everything is also 

going very well in household appliances, industry, real 

estate and health. All predict a very good 2nd quarter and 

year 2021. 

 

Neutral: the financing of the 2 plans of Joe Biden. Last 

Thursday, the S&P 500 was down with the announcement 

of a tax hike on capital gains (for people who earn more 

than $ 1 million), from 20% to 39.6%, plus 3.8% in taxes on 

net investment income, to finance its new plan, the 

American Families Plan (AFP), presented in a few days, of $ 

1'000 billion and $ 500 million in tax credits, to support 

underprivileged families and the education of children. AFP 

is joining the American Jobs Plan (AJP, with spending of  $ 

2 trillion on infrastructure) with its corporate tax rate hike 

from 21% to 28%. These funding proposals are not new 

and do not come as a surprise. In addition, the tax increase 

will be used for productive investments (infrastructure and 

education of children / adolescents). 

 

As expected, Republicans arrive with much lower spending 

counter-proposals than Joe Biden's: $ 568 billion for AJP ($ 

2,000 billion for Joe Biden) and $ 650 billion for AFP ($ 

1,000 billion and $ 500 billion tax credits for Joe Biden). 

They all exclude tax increases. 

 

Negative: the pandemic is accelerating globally, especially 

in Asia, in particular in India, and in Latin America, Chile 

also while 40% of the population is vaccinated. Variants are 

scary, like the Brazilian variant, which has failed to 

dominate in Europe and the US, and the new Indian 

variant. Japan has declared states of emergency in some 

major cities with severe lockdowns. 

 

Global situation of Covid infections. Strong  

acceleration in Asia and Latin America. 

Source: WHO 
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Good news (short term?), the UK has gone from 

pandemic to epidemic. Vaccination is accelerating in 

developed countries, which hope that at least 50% of the 

population will be vaccinated by the end of June. The 

figures are relentless: vaccination, coupled with 

maintaining certain health constraints are stopping the 

pandemic. 

• Excellent results and positive outlook support equities 

• The rise in taxes in the US should not prevent the 

indices from continuing to rise, taxes which will be 

used to finance productive investments. 

• The end of the pandemic will be less uniform and 

more lagged than the market anticipated 

 

Equities. The green theme benefits from the 

climate summit 

Green stocks are on the rise again with the World 

Climate Summit, organized last week by the US and with 

the presence of China. 

The main points are: 

 Reduction of CO2 emissions by 2030: US 50%, 

Japan 46%, Canada 40-45%. 

 China: strict control over coal-fired power stations 

and reduction of coal consumption. No quantified 

target. In 2019, coal accounted for almost 60% of 

energy consumption. 

 Korea: Financial institutions will stop funding coal 

power plants. 

 US: development of green energies, including wind 

power, hydrogen, CO2 capture, batteries and solar 

power. 

 

After a correction of over 40%, the WilderHill Clean Energy 

Index appears to have found support on its 200-day 

moving average. The green theme lacked momentum after 

a speculative period between November and January and a 

“disappointing” Joe Biden green plan. The objectives set at 

10 years by the major nations give some color to the 

theme. 

 

WilderHill Clean Energy Index 

 Source: Bloomberg 

 

US solar stocks have suffered from a possible change in 

legislation requested by three California electricity 

producers on excess electricity produced by households 

with solar panels that is fed back into the grid, with the risk 

of a repercussion on other states. Today, the reinjection of 

surplus electricity is managed by the NEM (net energy 

metering) which allows households to reduce their 

electricity bills to almost zero. It’s a kind of subsidy. But the 

number of solar installations is increasing and electricity 

grid operators want households to pay for the use of their 

grids. California producers estimate a cost of $ 3 billion for 

the use of their grids and they want to "cap" that cost. The 

other argument is that solar installations mainly concern 

the rich middle class who should not suffer from a tariff 

change. On the other hand, it could affect the installers of 

solar panels. To be continued. 

 

The green theme is played out with diversified investment 

vehicles, as many stocks are small and mid-cap stocks, 

most often with high PE ratios or making losses. To buy 

specific names, we focus on large caps. The focus will be on 

segments benefiting from the American Jobs Plan’s 

spending: carbon capture, electric vehicles, energy 

efficiency in buildings, energy storage and batteries. 
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Some big companies implied in the energy transition 

• The green correction offers buying opportunities 

• We continue to favor the Active Solar Fund 

• We bought Siemens Gamesa, Siemens Energy and 

Samsung SDI 
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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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