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Weekly - June 7, 2021 

US government's 2022 budget has just been completed on May 28th for 

submission to Congress. This 72-page document reflects the political vision of 

President Biden and its detailed articulation. Namely, it incorporates the White 

House's forecasts for growth, inflation and for short-term (monetary policy) as 

well as long-term (the government's 10-year benchmark) interest rates.  

Budget not only constitutes political messages for the public and the Congress 

But also features a view of future monetary policy and government bond market 

developments 

 

Key assumptions of the US government 

1. Blue. Real GDP growth should peak in 2021 - over 5% - and, in a couple of 

years, return to its LT mean (potential growth) of 1,8% 

2. Green. CPI should rise and normalize, by stabilizing just above 2,0% over 

next decade 

3. Yellow. Short-term rates (a proxy of policy rates) should slowly climb from 

2023, but remain negative in real terms over next decade 

4. Red. US 10y government bond yields (market rates) should rise and break 

out above 2% in 2024, but remain capped below 3% up to 2031 

 

Extract from US Government Budget 2022 

Source: White House 

 

This apparently ¨low-key¨ US 2022 budget actually hides bold hypothesis 

Between the lines, it complies with Biden's willingness to restore social justice and 

emulate Roosevelt 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +11.4% 

 S&P 500 +12.6% 

 Nasdaq +7.2% 

 Stoxx 600 +13.4% 

 SPI +11.9% 

 Nikkei +5.7% 

 China +1.3% 

 Emerging +7.0% 

  

 BONDS  

 CHF Corp -0.2% 

 US Govt -3.1% 

 US Corp -2.6% 

 US HY +2.5% 

 EUR Gvt -3.0% 

 EUR Corp -0.4% 

 EUR HY +2.5% 

  

 CURRENCIES  

 USD index +0.3% 

 EURUSD -0.5% 

 EURCHF +1.2% 

 USDCHF +1.7% 

 USDJPY +5.9% 

 EM FX +0.5% 

  

 COMMODITIES   

 Gold -0.7% 

 Silver +4.4% 

 Brent +37.8% 

 Copper +28.0% 

 CRB index +25.3% 

White House announces  
… its color 
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Analysis and interpretation of these projections 

A. In theory, such low volatility of GDP and inflation is 

irreconcilable with the actual stance of the US 

economy in the aftermath of the major Covid 

shock. Supranational institutions expect very high 

macroeconomic volatility over next... 5 years. In 

practice, this disconnect from reality makes sense 

politically, as being reasonable, on the 

conservative side, hence potentially acceptable for 

the Congress. Ironically, this benign scenario 

acknowledges the pursuit of L. Summers (LS) 

¨secular stagnation¨ regime i.e. an unappealing 

4% long-term nominal growth. But, at the same 

time, this scenario sharply contrasts with LS recent 

fears of overheating and inflation resurgence due 

to the mega stimulus packages! 

B. US administration foresees a continuation of the 

Fed’s ongoing financial repression i.e. negative 

real policy yields in next decade. This seems not 

only in contrasts with more sanguine market’s 

expectations, but also, probably, with (to be 

revealed) view of Powell’s Fed. Biden has just one 

empty seat to fill on the Board of Governors, but 

will decide in the coming months whether to 

reappoint or replace the chair (Powell - Feb 22) 

and the two vice chairs (Clarida - Sept 22 - and 

Quarles - Oct 21 -) when their terms in those posts 

expire 

C. The expected sub 3% level of US 10y government 

bond yield, over next decade, implies some sort of 

¨containement¨ by the (further Fed QE, operation 

twist) or even YCC, etc.   

The wide gap between a great public economic optimism 

and this very conservative budget will be delicate to 

communicate 

Powell - a Republican - appears unwilling to engage in 

New Monetary Theory or to head a dependent Fed. 

Therefore, re-appointments of Fed’s Directors deserve high 

attention 

• A possible revisiting of the Fed’s mission would 

definitely disrupt the current calm of markets 

• For such a scenario to unfold, it would take 

spectacular replacements of Fed Directors over the 

next few quarters 

• Another harbinger of such a scenario would be the 

agitation / interventionism of the US administration, 

if US 10y yields start climbing (again) 

Fixed income. Few cracks under the surface 

The Fed has announced that it will not just taper off its 

corporate holdings, but actively sell bonds under its 

Secondary Market Corporate Credit Facility. This did not 

come as a surprise, as it ceased purchasing eligible assets 

on December 31st, 2020. The amount is relatively small at 

just $14bn. Of this, just $5bn is direct corporate bonds and 

$9bn is both investment grade and high yield ETFs.  

 

This is largely manageable for markets. The ECB is a much 

more notable player than the Fed in the credit picture. For 

comparison, the ECB has been buying on average €5.5bn 

of corporate bonds per month, plus significant 

reinvestments. Its total holdings of corporate bonds exceed 

€275bn. Therefore, the selling of $14bn by the Fed should 

not have any detrimental effect on spreads or funding 

levels. 

 

German government bond auctions  

bid to cover per maturity 

Source: Bloomberg 

 

Eurozone inflation has surged to the 2% ECB target, as 

economies reopen. It is set to remain at or above this level 

for the rest of the year given the base effects and 

shortages at least. However, investors demand for German 

debt fell to the lowest since July 2019 in a 2-year bond 

offering. This trend has started months ago. An auction of 

new Japanese benchmark notes drew the lowest bidding 

interest in 5 years. Worse, Norway came close to canceling 

a debt sale after demand for its 2025 securities evaporated. 

 

The EU has published its expected funding for the next 

generation EU (NGEU-the recovery fund) for the rest of 

2021, which can take place later this month. The EU expects 

to issue €80bn of long-term bonds under the NGEU 

program, which would be topped with “tens of billions” of 

short-term paper. The EU still needs to do €7bn (European 

Financial Stabilisation Mechanism+Macro Financial 
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Assistance) this year. The gross remaining funding in 

2021 should be €145bn. 

The signs of waning interest in sovereign debts come as 

investors balk at the low yields on offer in an 

environment of rapid economic recovery and with 

governments ramping up their issuance to pay for 

pandemic stimulus programs.  

 

The auction wobbles will not have escaped the attention 

of the main central bankers, the buyers of last resort. 

Should anemic demand become an established trend at 

upcoming auctions, officials taper talk will likely become 

a lot more muted and that should help cap any excessive 

rise in yields. 

• Lack of interest for newly issued bonds is usually a 

recipe for higher bond yields 

• All eyes now turn to the ECB ahead of the June 

meeting 

 

Currencies. A new step in the FX market 

The Russian Finance Minister just announced that Russia 

will fully de-dollarize  its Sovereign Wealth Fund (SWF), 

converting its remaining $40bn into CNY, gold, and EUR 

within a month. The USD share will drop from 35% to 

zero, while EUR will go up to 40%, CNY to 30% and gold 

to 20%.  

 

The de-dollarization is unlikely to involve any market 

transactions. The SWF essentially being an FX deposit 

with the central bank, the entire deal can be covered by 

the central bank international reserves, which are larger 

and more diversified. We do not believe that MinFin 

move to ditch the USD, to apparently reduce its foreign 

policy risks, will necessarily trigger de-dollarization of 

CBR reserves, which would require external open market 

transactions. As of the latest available disclosure date, the 

CBR had $127 bn of USD, or 22%. 

 

According to international agreements, central banks are 

less exposed to sanction risks than governments, 

lowering the urgency to fully de-dollarize. Then, 

compared to other macro parameters, the USD share in 

the CBR appear low vs. 60% in Russian exports, 40% in 

Russian imports, 60% in Russian foreign debt, 45-65% in 

Russian international private assets, and 60% in global 

international reserves. 

 

Source: Bloomberg 

 

However, we doubt the local FX market has the capacity to 

directly accommodate the new MinFin structure. Local FX 

market turnover as of 2020 was still dominated by USD 

(87%) with the rest being mostly EUR. 

 

This announcement may have more to do with the June 

16th meeting between Putin and Biden in Geneva. 

• A strong oil price environment, easing foreign travel 

restrictions and benign global EM-risk mood create 

favorable conditions for the rubble in the near-term 

 

Equities. Strong acceleration in TV streaming 

Until 2019, Netflix was almost alone in the world. In 

November 2019, Disney launched its Disney+ streaming TV 

in the US, then in April 2020 in Europe. The arrival of 

Disney+ and the pandemic have given a boost to the 

streaming TV industry. HBO Max, Peacock, Apple TV+, 

Paramount Plus, Discovery Plus and other smaller ones 

have arrived. The two big recent events are the acquisition 

of MGM by Amazon and the merger between 

WarnerMedia and Discovery. 

 

On the other hand, Netflix remains with a unique model: it 

produces its own films and series, Netflix Original, thanks to 

spending more than $15 billion per year, with weekly 

releases; its approach is local, producing and directing films 

and series in the countries of its subscribers; it does “local 

with local”. Competitors live mainly on a large catalog of 

films and series, and strong franchises. 

 

Franchises / Success: 

 Disney+: Disney, Marvel, Pixar, Star Wars and 

content from National Geographic and Avatar since 

the takeover of 21st Century Fox. 

 Amazon: with the acquisition of MGM, James Bond, 

The Pink Panther, Rocky, Tomb Raider, The Addams 

Family, Real Housewifes, Survivor, The Hobbit, The 

Lord of the rings, Stargate, GI Joe, RoboCop, 

Poltergeist, MGM Cartoons, The Handmaid's Tale, 21 

Jump Street. 
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 HBO Max: DC Universe, Game of Thrones, Harry 

Potter, Lego, Friends, Westworld. 

 Peacock: DreamWorks, Universal Pictures (Fast & 

Furious). 

 Paramount +: The Godfather, The Twilight Zone, 

Mission: Impossible, The Great Gatsby, Indiana 

Jones. 

 

Streaming TV, number of subscribers  

in millions and owners 

* The Prime Video offer is not a pure TV streaming offer, 

as it incorporates the Prime offer which provides access to 

benefits related to the e-commerce platform. 

 

Amazon has just acquired MGM for $ 8.5 billion. With a 

market capitalization of $ 1,630 billion and cash of $ 85 

billion, Amazon can afford MGM, the last independent 

film studio. MGM has a catalog of 4,000 films and 17,000 

TV episodes. Amazon buys content for its Prime Video 

streaming TV and gives it the ability to make original 

movies and compete with the bigger ones. Amazon buys 

the rights to make James Bonds. But the first rationale for 

Amazon is to gain new consumers through streaming TV, 

because Amazon Prime Video is a single product 

integrating e-commerce benefits for customers and 

streaming TV. 

 

AT&T will merge WarnerMedia (HBO) with Discovery. The 

new television and film group will be called Warner Bros. 

Discovery. AT&T has announced the spinoff with its 

telecommunications activities in 2022. The WarnerMedia 

and Discovery merger and the acquisition of MGM by 

Amazon put pressure on ViacomCBS (Paramount) and 

NBCUniversal (Peacock). The acquisition of Lionsgate by 

NBCUniversal will allow Peacock to remain competitive. 

There are already rumors of a merger between the future 

Warner Bros. Discovery and NBCUniversal, but that would 

translate into competition concerns if CNN (AT&T, 

WarnerMedia) and CNBC (ComcastNBCUniversal) and the 

world’s biggest studios #2 Universal and #3 WarnerMedia 

were to merge. A more logical and less problematic merger 

in terms of competition would be between Warner Bros. 

Discovery and ViacomCBS (Paramount, #6 worldwide). 

 

AMC Networks (The Walking Dead, IFC Films productions 

and AMC and Sundance Now channels), not to be 

confused with AMC Entertainment, could interest Walt 

Disney and strengthen Hulu in the adult niche and 

rebalance with the kids / teens segment with Disney+ and 

the Sport segment of ESPN+. AMC Networks is a cable 

television network and could provide 85 million US 

subscribers to Walt Disney. AMC Networks is controlled by 

the Dolan family and aware of the small market 

capitalization with $ 2.3 billion and a too smaller group. 

 

The streaming TV industry is in full consolidation. 

ViacomCBS and ComcastNBC Universal could still move 

and AMC Networks to be acquired. Apple could be one of 

the hunters to increase Apple TV+ content. 

 

In 2021, the growth rate of new subscribers should be less 

strong than in 2020. In 2020, the segment benefited greatly 

from the pandemic with lockdowns and the time was ripe 

for the entry of new streaming platforms, quickly allowing 

to exceed the critical size. The global market will grow with 

new offerings and internationalization, but increased 

competition reduces the potential for strong growth for 

each group. Netflix had published a smaller increase in new 

subscribers than expected for 1Q21 and announced that 

the following quarters would be disappointing. 
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• The global streaming TV market will grow strongly in 

the coming years 

• But competition is strengthening and there will be a 

negative base effect on number of subscribers in 2021 

compared to 2020. Netflix has warned of a weak 

increase in its new subscribers in 2Q21 

• Streaming TV is a growth segment that is not 

currently being favored (preference to Cyclical / 

Value). Netflix stock fell 10% in 2021 

• Conclusion: we don't buy streaming TV 

• Nevertheless, two stocks of potential interest: AMC 

Networks and ViacomCBS 

 

Equities. Traditional manufacturers well armed to 

penetrate the EV market 

Traditional manufacturers are raising their ambition in 

the electric car (EV), allying with technology companies 

for the development of connected and autonomous cars, 

as well as with battery manufacturers. In the autonomous 

car, the two major companies are Waymo (Alphabet) and 

Cruise (GM in partnership with Microsoft, Honda and 

Walmart). Most, like GM, are skipping hybrid engines and 

going straight to pure electric. Ford has raised its EV 

sales share target to 40% in 2030 and increased its 

investments in EV, batteries, components and charging 

infrastructure to $ 30 billion (previously $ 22 billion). 

 

The stock market outperformances of traditional 

manufacturers vis-à-vis pure electric manufacturers, 

Tesla, Nio, etc., clearly show the changes in strategy. For 

the past few months, we have recommended 

overweighting the automotive sector and traditional 

manufacturers in particular, because 1) they will gain 

market share vis-à-vis pure EV manufacturers and 2) they 

are in the Value / Cyclical segment which outperforms, 

while Tesla is a growth stock. In 2021, the strongest 

performances are Volkswagen, Ford and GM, the worst 

are Tesla and NIO. 

 

2021 performances: advantage  

to traditional manufacturers 

 Source: Bloomberg 

Buying selection 

 

Passenger car sales rose sharply over the first 5 months of 

the year with the overall recovery in demand, but levels are 

still around 25% -30% lower than in 2019. The sector faces 

a shortfall in semiconductors which are forcing 

manufacturers to slow down production, a critical situation 

that should last until the end of the year. 

 

EV sales continue their momentum of 2020 by almost 

doubling. In 2020, Europe was the world leader in EVs, 

which probably upset the Chinese who decided to speed 

up EV sales in China. EV sales in China are strong and 

battery manufacturers (CATL, LG Energy, SK Innovation and 

Samsung SDI) have seen their sales double to quadruple. 

Citigroup anticipates sales of 2.5 million EVs in 2021 and 7.8 

million in 2025 in China. 

Source: EV Volumes, Worldometer 

 

The Tesla case. The share price has suffered for the past 

few months. We stay away from the stock: 
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 Tesla is in the Growth segment. 

 Competition arrives fast. 

 The new EV Chinese rivals, NIO and XPeng, are 

emerging rapidly. 

 Elon Musk's (and others) targets on the number of 

cars sold in 2025 and 2030 are unrealistic (we had 

said that before). 

 Profits generated since 3Q19 are due to revenue 

on carbon credits. In 1Q21, a profit on bitcoin was 

added. 

 Several crashes in recent months and problems in 

the construction of its factory in Germany. 

 Slowdown in sales in China, which was to become 

the group's driving force. China puts its 

manufacturers first. 

 The US-China technology war: in connected and 

autonomous cars, EV cars are loaded with 

technologies like cameras and sensors. China 

realizes that for reasons of national security, and 

perhaps to penalize American companies, it is 

dangerous to let Tesla drive all over China. This is 

valid for other American manufacturers. 

 New US entrant Rivian, of which Amazon is a 

major shareholder, is expected to go public in 

2021 and will overshadow Tesla. Rivian currently 

has 2 electric models, a Pick-up and an SUV. Rivian 

has developed a 100% electric van following an 

Amazon order for 100,000 units. There is a factory 

project in Europe. Rivian is said to be valued at 

over $ 50 billion. 

 A positive point for Tesla, but still difficult to assess 

in the medium to long-term: storage batteries for 

homes and industry. 

 

The Rivian SUV and Pick-up 

• Overweight historic manufacturers and OEMs 

focused on connectivity and autonomy 

• Buy Volkswagen, Stellantis, Ford, GM, Faurecia and 

Continental 

• Prefer NIO and XPeng to Tesla to play the Chinese 

market 

• Follow Rivian's next IPO 

 

Equities. The Industrial Metals Supercycle 

The International Energy Agency published an interesting 

report, The Role of Critical Minerals in Clean Energy 

Transitions (report available on request), which warns about 

the impact of the explosion in demand on certain industrial 

metals, in particularly copper, nickel, lithium, cobalt, zinc, 

manganese, graphite, linked to the energy transition and 

which will affect countries' national security, prices, 

geopolitics and supply. 

 

The shift from fossil fuels to clean energy technologies will 

require more industrial metals. An EV vehicle requires 6 

times more metals than a combustion car. 

Source: International Energy Agency 

 

There will be a supply risk and greater volatility in the 

prices of critical industrial metals: 

1. Strong geographical concentration of production. 

The production of metals for the energy transition is 

more concentrated than that of oil and natural gas. 

For lithium, cobalt and rare earths, the 3 largest 

producers control 65% of the world production. 

Political changes in Latin America with 

nationalizations of mines would have an impact on 

prices; at the moment, the countries at risk are Chile 

and Peru. 

2. The duration of new projects. It takes 16 years for a 

project to materialize, from the discovery to 

production. 

3. Quality is declining. New mines offer reduced quality 

and metal extraction requires more energy. 
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4. Environmental and social pressures are increasing, 

resulting in higher production costs. 

5. High exposure to climatic risks. 50% of global 

copper and lithium production are particularly 

vulnerable to flooding. Some regions like Australia, 

China and Africa are prone to extreme weather 

conditions such as heat and flooding. 

 

Source: International Energy Agency 

Source: S&P Gobal 

 

Rising prices of industrial metals. The pandemic has 

accelerated energy transition projects 

Source: Bloomberg 

 

• Overweight mining companies linked to the energy 

transition 
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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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