
 ♦ 1 

 

Weekly - May 17, 2021 

Nothing seems to be calming the investors' ardor. Risk taking - buying on 

weakness - reigns supreme. Even Elon Musk's most implausible television antics 

and his statements on cryptocurrencies (which border on stock market 

manipulation) are not sanctioned. Neither by the market, nor by the supervisory 

authorities (notably the SEC).  

The current feel-good atmosphere seems unstoppable... 

... still, it contrasts with past periods 

 

It took time for trust to rebuild... 

Historically, the risk appetite of - private - investors shows very strong cyclical 

fluctuations. These cycles are rather long, often taking decades to develop. For 

instance, during high inflation periods, households quasi-deserted hectic equity 

markets. They came back gradually, but massively in the 90’s, by quadrupling 

their exposure, up to the tipping point of the IT bubble. In the context of the 

bubble burst, their exposure declined markedly by 50% in the early 2000s. Then, 

from the aftermath of the Great Financial crisis (2009), US households have 

eventually succumbed to the financial repression orchestrated by the Fed. They 

have actively rebuilt their equity portfolios. Indeed, stock allocation as a 

percentage of financial assets has lately reached a new high since the 1950s, over 

40%. In short, the cult of equities is well-alive, for now! 

Source: JPMorgan 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +9.2% 

 S&P 500 +11.1% 

 Nasdaq +4.2% 

 Stoxx 600 +11.3% 

 SPI +7.4% 

 Nikkei +1.4% 

 China -0.5% 

 Emerging +1.3% 

  

 BONDS  

 CHF Corp -0.3% 

 US Govt -3.6% 

 US Corp -3.6% 

 US HY +2.0% 

 EUR Gvt -4.1% 

 EUR Corp -0.9% 

 EUR HY +1.8% 

  

 CURRENCIES  

 USD index +0.4% 

 EURUSD -0.6% 

 EURCHF +1.3% 

 USDCHF +1.9% 

 USDJPY +5.7% 

 EM FX -0.4% 

  

 COMMODITIES   

 Gold -2.4% 

 Silver +4.8% 

 Brent +32.5% 

 Copper +33.1% 

 CRB index +21.2% 

Carelessness? 
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... to resemble, now, a certain carefree attitude 

Other markets’ indicators confirm a major shift towards a 

risk prone attitude of investors since the burst of the 

Covid-19 pandemic. Defensive assets have been very 

disappointing in recent months. Whether it is 

government bonds, gold, or traditional safe haven 

currencies such as the CHF or JPY. They have all been 

deserted for flamboyant assets, featuring high potential 

(and risks), such as new IPOs, SPACs, cryptocurrencies, 

leveraged ETFs (x2 or x3) on indices or sectors, etc. For 

instance, the price action of commodities, namely metals, 

feature an unwavering market confidence in the prospect 

of a long and strong cyclical recovery.  

 

Ratio of precious (defensive) to industrial (recovery) metals 

Source: The Daily Shot 

 

Rise begets rise and sharpens investor greed 

The current strong favorable consensus spells growing 

complacency  

 

A transition in the making 

In the past couple of months, the global framework for 

investing has clearly started to change. The (over)-

abundance of liquidity is no longer so marked, as some 

of it is being absorbed by the economic recovery. Some 

central banks (actually not the FED or the ECB) are no 

longer pressing the accelerator as hard. The recent rise in 

long interest rates, but also in inflation, coupled with the 

surging volatility of macro data is only just beginning. 

 

Are the serious tremors in ¨meme¨ stocks, the electric car 

sector or cryptocurrencies a harbinger of a trickier phase 

in financial markets? Very difficult to say. Much will 

namely depend on the dexterity of the Fed and the ECB to 

manage this shifting context in the coming weeks / 

months. The path that they favor - and hope for - is that of 

a long and gradual normalization: solid nominal growth 

that would make it possible to digest part of the public 

debt, without making rates rise too quickly or too high. This 

is indeed a benign and virtuous scenario. But, let us face it, 

it is far from the only one!   

Risk-on attitude of investors is hard to reconcile with the 

current uncertainty / transitioning period 

• Strong consensus rarely prefigures outstanding near 

term markets’ performance  

• It is not time to raise the risk profile of portfolios 

• Carefully keep some exposure to anti-fragile / de-

correlated assets, like gold, if not cash 

 

Fixed income. No one said it would be easy 

Of all the shortages being discussed right now, signs of 

inflationary pressures are not one of them. Commodity 

prices have teared higher, and more firms report higher 

input costs since 2008. Businesses are increasingly passing 

those costs on, with the largest share of firms raising prices 

since 1981. The lastest CPI report showed prices rising at 

their highest level since 2008 or 4.2%. That can only partly 

be traced to low base comparisons after last April 

lockdowns sent prices by the most in a single month since 

2008. However, base effects do not explain all the strength. 

Inflation is rising. Core inflation skyrocketed 3.0% in April, 

the most since 2006. Over the past three months, core 

inflation is up at a 5.6% annualized pace. This comes down 

to supply constraints and the reopening of the services 

economy. Price pressure is therefore bubbling for both 

goods and services, in contrast to most of the past 15 years 

when it was one or the other. 

 

A range of shortages of key inputs are constraining 

production, which is limiting supply and giving way to 

higher goods prices. This is particularly evident in the auto 

sector. Used cars prices surged 10% in April, their largest 

monthly increase in nearly 70 years. Other categories of 

goods also moved higher like household furnishings 

(+0.9%), recreational goods (+1.2%) and apparel (+0.3%), 

signaling a pick-up in demand. 

 

At the same time, the reopening of the services sector is 

supporting a surge in demand. Services costs are rising. 

The pick-up in travel and hospitality-related activities 
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boosted prices. Car and truck rentals, airfare and hotel 

prices jumped too. Consumer demand is set to surge. 

Shelter prices also posted a solid increase, advancing by 

the most since the start of the pandemic. Its leading 

indicator is moving higher, with the three-month 

annualized rate rising to 3.5%, or the highest since mid-

2019. As goods and services inflation are for once 

moving in the same direction, we are likely to see firmer 

will continue. Furthermore, producer prices and import 

prices are still supporting this dynamic but are already 

pressuring down the consumer confidence. 

 

We do not think this series of inflation data will push the 

Fed off its current easy policy path. First, FOMC members 

have been adamant that the degree of price increases 

this year is likely to be transitory. It is important to 

remember how difficult base comparisons this year will 

be. The Fed wants to see much more real data before 

reacting. Second, the Fed's most immediate concern 

remains the labor market. That  is still likely to take some 

time. We expect the Fed to remain patient in adjusting 

policy as a result. The market has a long history of 

overestimating the Fed reaction function. However, this 

time, it is not expecting anything from the Fed before 

January 2023. Furthermore, bond forecasters questioned 

by Bloomberg are still expecting the US 10-year yield 

reaching 1.88% by year-end and 2.16% in Q4 2022. 

Source: BofA Research Investment Committee 

 

There is no great way to capture all the price changes 

but there are two main indexes used in the US to 

measure inflation: the CPI and the PCE. The latest is the 

Fed’s preferred measure. There are some differences 

between the two indexes. First, the weights to the 

underlying categories are slightly different and second 

sub-categories are different too. 

The Fed wants core price increases to average 2% over 

time. Since core inflation levels have been below 2% for 

years, they want inflation levels to remain above 2% for 

some time. Moreover, it has stated that they will continue 

to provide monetary support until substantial progress has 

been made toward the maximum employment and price 

stability goals. The Fed continues to increase its Treasury 

holdings, in both nominal and inflation linked securities, to 

reach a new high of respectively 23.5% and 21.7%. There is 

a risk to this new approach though. If inflation is not 

transitory and consumer prices continue to increase more 

than that 2% level, the Fed would likely have to react 

sooner and potentially raise short-term interest rates 

higher than the markets are expecting. However, it will first 

slowdown its Treasury and MBS purchases. 

• Right now, we do not believe that to be an imminent 

risk, but a risk, nonetheless 

• By maintaining negative real yields, the Fed makes 

inflation linked securities still attractive 

 

Currencies. Watch the BoC to know the next 

central banks steps 

The CAD has remained more protected from the swings in 

risk sentiment last week, signaling that the bullish 

momentum has not entirely faded yet. In addition to the 

supportive influence of a less dovish Bank of Canada, the 

improvements on the vaccination in Canada will make 

markets less reactive to bad data for those months affected 

by Covid-19 restrictions.  

 

The next key event is the inflation report for the month of 

April. Following the big jump in CPI in the US last week, 

markets are likely positioned for a relatively strong read 

also in Canada, although containment measures likely 

prevented a similar jump in prices. The key difference 

between the US and Canada, is that the BoC has proven to 

be reactive to improving domestic fundamentals. A jump in 

inflation may prompt markets to price in an even faster 

unwinding of the BoC asset purchases this year.  

• The USD/CAD may start to approach the 1.20 level 

 

Equities. Is inflation back, transitory or not? 

The rise in inflation is no surprise. It was expected with the 

base effects, the economic recovery and the disruptions 

linked to the big slowdown in the economy in 2020, with a 

stand-still in the 2nd quarter of 2020. Inflationary pressures 

(raw materials, logistics, packaging, employment) are 

visible, but the question is whether it is transitory or not.  
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Expected increase in unit costs over the next 12 months 

Source: Apollo Global Mgmt, Atlanta Fed 

 

On reading the results and company comments, much of 

the inflation is believed to stem from the difficult post-

Covid restart of production lines after companies 

reduced their activity in 2020. Mining production in 

emerging countries is disrupted by Covid restrictions, as 

in Latin America. Maritime transport, where 80% of the 

volume of world trade passes, is affected, among other 

things, by the health situation, such as the resurgence of 

infections in India, while in this sector Indians account for 

15% of total employees, often in positions of 

responsibility, with some carriers counting up to 30% 

Indian; prices of shipping containers have been 

multiplied by 3. In the US, the price of wooden pallets 

has increased by 60% in 2021.  

 

In real estate, the cost of building a house has increased 

by 20% and rents will also have to increase by 20% 

according to the promoters. In the US, the rise in wages 

reflects for the moment the lack of manpower due to a 

health situation still under stress and to the large number 

of workers who "benefit" from their checks, while others 

are still far from the big activity centers. Large employers 

like Amazon, McDonalds, FedEx, Cardinal Health or 

Domino's Pizza are increasing hourly wages and offer a 

bonus (from $500 to $1,000) when signing an 

employment contract. US Small Businesses, which 

account for half of all US jobs, offer signing bonuses of 

up to $ 20,000; an American plumber, who made $ 

100,000, can have a salary today between $ 150,000-

170,000. The most common remark is: "I don't know 

where the unemployed people are, it is practically 

impossible to hire".  

Some economists point out that wage inflation could be 

avoided thanks to higher productivity coming from the 

integration of new technologies and better efficiency put in 

place during the pandemic. 

 

NFIB Jobs Report: Percent of small business owners  

reporting job openings they can’t fill 

Source: Apollo Global Mgmt, NFID 

 

Businesses seem to be able to pass higher operational 

costs onto customers. Margins are therefore preserved. The 

trend is clear in the US, less visible in Europe, but Renault 

has just announced a rise in car prices. Will consumers 

change in a buy-in-advance mentality? We will still have a 

strong base effect in May, then inflationary pressures 

should ease in the second half of 2021. Inflation is probably 

more structural in industrial metals and semiconductors 

due to the ecological transition and 5G. 

 

In the short term, investors are focusing on inflation, but 

overshadow the strong growth expected in Q2, which 

should support equities. Market expects US GDP to grow 

by over 12% in 2Q21 and over 6% through 1Q22. In terms 

of profits of S&P 500 companies, the increase will be 

exceptional: +50% in 1Q21, +60% in 2Q21 and +35% in 

2021. The macro and micro rebound could be higher than 

estimates with the 2 mega-boosters that are the US and 

European tax plans and the potential release of the global 

excess savings of $5.4 trillion (according to Moody's) 

created during the pandemic. That’s why we’re not too 

worried about rising interest rates; it will be offset by the 

strong increase in profits. But it's a delicate balance. 
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Quarterly progression of S&P 500  

and Stoxx 600 profits until Q2 2022 

Source: Refinitiv, FT 

 

The current week could be decisive for the American 

Jobs Plan (infrastructure) of $ 2,300 billion. Last week Joe 

Biden had constructive bipartisan talks, showing his 

willingness to discuss scaling back his plan and 

compromising on funding. In this negotiation, 

Republicans propose $800 billion. Discussions will 

incorporate the $1.8 trillion for the American Families 

Plan. A positive outcome would be favorable to the S&P 

500. 

 

Share buybacks will accelerate in 2021 with the excess 

liquidity created in 2020. In the first 4 months of 2021, US 

companies announced $484 billion in share buybacks, 

the highest amount in 20 years. Some already call 2021, 

the share-buyback-bonanza year. Europe is lagging; 

however, share buybacks are expected to rise 25% from 

the pre-Covid level. Apple and Alphabet have announced 

$ 90 billion and $ 50 billion share buyback programs for 

2021, respectively. After a forced shutdown in 2020, 

banks will also buy back capital; JPMorgan announced a 

$ 30 billion program. 

 

Share buybacks over the first 4 months of the year 

 Source: GS Global Markets Division 

 

2021 is not 2000: in 2000, we were at the end of a cycle, 

while today we are at the beginning of a cycle. 2021 is not 

2013: in 2013, the Fed took the markets by surprise with its 

tapering, now investors expect it and even earlier than the 

Fed announces. 

 

In terms of sector allocations, we reiterate our preference 

for banks and cyclical stocks, especially early-cycle such as 

commodity chemicals or energy. Switzerland has great 

industrial companies, but they are mostly mid/late cycle. 

The banking sector reacted badly to the announcement of 

the US inflation figure despite the steepening of the yield 

curve: investors fear that the Fed will change its monetary 

policy sooner than expected. We are underweighting 

growth stocks with high PERs which have delighted 

investors in recent years until September 2020 and those 

which have benefited from confinements and teleworking 

where we are cautious due to a huge comparative base 

effect coming. 

 

The prices of raw materials are exploding, from wheat to 

copper. For a few months, we have been talking about a 

Supercycle, but for the moment we are thinking of an 

industrial metals one, supported by the ecological 

transition and large spending in infrastructure, with the 

American Jobs Plan of $ 2.300 billion, and the European 

one of € 750 billion. Supply will not meet demand due to 

the difficulty of operating new mines due to funding, 

political, environmental and shareholder pressures. The 

ecological transition will be inflationary. 

 

In agriculture, Chinese demand for biofuels is increasing, 

but it seems to reflect post-pandemic dysfunctions. 

 

Bloomberg Commodity Index.  

A 5th Commodity Supercycle? 
 

Source: Bloomberg 
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Commodity cycles since 1805 

Source: Janus Henderson, Stifel Report June 2020 

 

On a technical level, indices rebounded on their 50-day 

moving average. Investors continue to be buyers on 

decline in prices. No stress on credit nor volatility. When 

the VIX rises on a particular event, but there is no stress 

on credit, these turn out to be times of stock buying. 

• No change of view on stocks, a usual correction 

• On falling prices, investors are buying 

• We favor banks, cyclicals, cyclicals and cyclicals 

• Share buyback bonanza in 2021 
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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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