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Weekly - June 14, 2021 

Already in 1924, JM Keynes famously coined gold “a barbarous relic” 

 

The short undisputed reign of fiat currencies 

Before Keynes, for centuries, precious metals have played a key role as the sole 

means of exchange. They then served as an anchor for paper money until 1971. 

With inflation on the rise and a gold run looming, President Nixon brutally ended 

the dollar convertibility to gold and implemented wage and price controls. Paper 

money has reigned supreme ever since. Digital money in the broadest sense (and 

crypto currencies in the narrowest sense) are beginning to provide serious 

competition.  

¨Stainless¨, gold nevertheless continues to agitate and keep an important role  

 

Macro-tailwinds for the bullion? 

From the early to 70’s while inflation climbed from 3% to almost 14%, the bullion 

price multiplied almost 8 times (from 85 to 678 an ounce). During this period, the 

rise in policy rates and in the 10-year benchmark bond, while rapid, were less 

than the rise in consumer prices. This resulted in deeply negative real rates. 

Today, these real rates are again very negative, and, incidentally, the White 

House expects (see the official figures for the 2022 budget) them to stay in 

negative territory for the next few years.  

 

Periods of - deeply - negative real rates favor precious metals 

Source: Bloomberg 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +12.0% 

 S&P 500 +13.1% 

 Nasdaq +9.2% 

 Stoxx 600 +14.7% 

 SPI +14.1% 

 Nikkei +6.3% 

 China +0.3% 

 Emerging +7.0% 

  

 BONDS  

 CHF Corp 0.0% 

 US Govt -2.6% 

 US Corp -1.8% 

 US HY +3.0% 

 EUR Gvt -2.4% 

 EUR Corp 0.0% 

 EUR HY +2.8% 

  

 CURRENCIES  

 USD index +0.7% 

 EURUSD -1.0% 

 EURCHF +0.7% 

 USDCHF +1.7% 

 USDJPY +6.2% 

 EM FX +0.3% 

  

 COMMODITIES   

 Gold -2.1% 

 Silver +5.2% 

 Brent +41.3% 

 Copper +28.2% 

 CRB index +26.5% 

The revenge of the  
Barbarous relic ? 



 ♦ 2 

Gold vs BTC: 1 set all 

In our modern - digital - age, crypto assets emerged and, 

for certain investors, took over from gold as a store of 

value and a means of payment. Better, crypto assets 

seemed to offer the - absolute - anonymity of 

transactions. Their adoption among a large set of 

institutions took off in the past quarters, culminating with 

the loud support of E. Musk, Tesla CEO. Investment 

banks, after having stifled and feared the phenomenon, 

have been trying to get in on the act. A launch of ETF is 

contemplated in the US. Crypto assets captured huge 

inflows from late 2020 to early 2021, at the expense of 

Gold ETF. It namely allowed BTC to massively outperform 

the bullion lately. But this trend massively reversed in the 

past weeks. 

 

The Bitcoin to Gold ratio is back to end 2020 level 

Source: Bloomberg 

 

Lately, the glamour of BTC collapsed as in turn 1) the 

energy-hungry nature was denounced by Tesla's lunatic 

boss, 2) the Chinese and Koreans launched a major 

offensive against ¨mining¨ and 3) the FBI was able to 

recover some of the ransom related to the ¨ransomware¨ 

attack that forced the closure of the Colonial Pipeline.  

It seems very likely that regulators won’t sit much longer 

on their hands 

Does this mean that the hour of truth (glory?) has come 

for the gold aficionados (¨bugs¨) 

• A ¨star alignment¨ might well push the ounce of gold 

to new highs. This is quite possible! 

• But in the - very - short term one should be wary of 

the apathy of long-term interest rates and the very 

negative consensus on the dollar, which could quickly 

be reversed 

• Nevertheless, gold retains its unequalled virtues of 

liquidity, store of value and de-correlation, which 

make it a key asset in a diversified asset allocation 

Fixed income. What is behind the recent bond 

market rally? 

US inflation continued to rip higher in May, with prices 

rising 0.6% mom and leaping to 5.0% yoy. A handful of 

categories most closely tied to the reopening of the service 

sector and supply bottlenecks once again accounted for an 

outsized share of the rise. But do not fully wave away May's 

strength. The long-awaited pickup in housing costs has 

arrived, which will support firm gains even after the current 

surge of pent-up demand and the most acute supply issues 

subside. However, long-end yields have continued to slide 

down. 

 

Corporate pension fund funding ratio 

The 2 main drivers are the short-term rates stress and the 

pension fund coverage ratio. Recent published data show 

that the 100 largest corporate pension plans were almost 

100% fully funded in May. This is a big change compared to 

82% in July 2020. This could have triggered a rotation from 

equities into long-dated bonds. That rotation should 

support credit spreads too. This could help explain why we 

have seen a massive unwind of short positioning in 

Treasuries as well. 

 

The other factor is linked to the money market segment. 

The Overnight Reverse Repo reached a new record at 

$535bn. If not parked at the Fed, the liquidity would 

presumably have pushed overnight rates below zero, 

indicating there is just not the demand. Given that huge 

fiscal programs demand for funding, which should raise 

rates, this suggests there has been an offsetting decline in 

the productive demand for money. Over recent months, to 

reduce regulatory pressure, banks have shifted assets into 

money market instruments, where the total assets have 

surged to $4.6trn, just shy of the record set in May 2020. 

With insufficient demand for the money, they have parked 

it at the Fed through the reverse repos. 
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Fed reverse repo amount ($bn) 

Source: Bloomberg 

 

What can the Fed do? First, The Fed can end QE early 

(not likely). Second, it can allow USD money markets 

rates to trade below 0 (not likely). Third, the Fed can 

increase the Interest On Excess Reserves and increase the 

capacity of the Overnight Reverse Repo facility or fourth, 

the US Treasury can vastly increase the number of T-bills 

in circulation to solve the issue of too little collateral 

relative to reserves. The technical adjustment is the most 

likely. By raising by 5 to 10bps the rate paid on IOER rate, 

where the banks have $3.8trn on deposit with the Fed, 

this would help raise the floor of the effective federal 

funds rate to where it trades closer to the middle of the 

Fed target range (0.0% to 0.25%). With such large 

amounts of excess liquidity with not return, raising this 

yield by some bps would raise the banks’ net interest 

margins and also effectively raise rates at the very front-

end. 

 

It remains to be seen how long the bond rally can endure 

with hot economic data. It could slow soon. US 30-year 

yield RSI is close to overbought territory. The highest 

level since last July. Over the following month bond 

market drop by 5%. 

• The bond market is already technically overbought 

and priced in a lot of disappointing news 

 

Fixed income. ECB risk management 

The ECB maintained unchanged the main parameters of 

its monetary policy. President Lagarde reiterated that 

preserving favorable financing conditions remains 

essential. Their recent tightening with the bond market 

sell-off in May and the risk of spillovers to financing 

conditions for households and non-financial corporations 

stay a risk to the economic outlook. 

 

Unanimously the ECB staff and Governing Council  fully 

changed the growth risk assessment to broadly balanced. 

So, the dovish camp currently has the upper hand while 

divisions persist. 

 

The ECB announced it will maintain its significant higher 

purchasing program pace approach for Q3. Given the 

relatively upbeat change in the growth and inflation 

assessment, this could be seen as a surprise. However, the 

recent lack of demand for European government bonds is 

the main explanation. The ECB wishes to secure coming 

government and corporate refunding. The ECB took the 

decision to maintain the significantly higher PEPP purchase 

rate from a risk perspective and not as much from an 

economic perspective. 

 

The ECB is obviously buying time despite higher inflation 

prints and the prospects of accelerating inflation. With hard 

data not yet matching the optimism reflected in strong soft 

indicators, the ECB would rather err to the downside than 

withdrawing monetary stimulus prematurely. The ECB 

strategy to avoid any taper talk simply followed the 

principle like it did in the past (“we didn’t discuss it”, “it’s 

premature” or “we will discuss it when the time has come”). 

Where will we go from here? Strictly taken, tapering is built 

into the current asset purchases as the PEPP will end in 

March 2022 if not extended. As soon as hard data start to 

catch up with strong soft indicators, confirming the view of 

a substantial rebound of the eurozone economy, support 

for asset purchases under the  pandemic-fighting plan will 

drop. 

 

The September meeting or the ECB September Forum of 

Central Banking in Sintra could be the moment at which 

the ECB will at least start philosophizing about tapering. 

However, as long as core inflation projections remain at 

their current low levels, tapering will rather be a rotation 

from one asset purchase program to the other than a 

significant outright reduction of the purchases. 

• Extending the significant purchase pace into Q3 will 

lead to a quick tapering in Q4 2021 or Q1 2022 

• In the meantime, European yields will stay in their 

current range 

 

Equities. S&P 500, on the way to 5,000? 

The S&P 500 confirmed its technical breakout. European 

indices had confirmed it in early June. This opens a royal 

road to 5,000 points for the S&P 500 in 2022. 
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Economic figures, especially inflation and employment, 

are starting to be analyzed with some prudence. Their 

reading is difficult because of the important base effects 

and the disruption phenomena linked to the strong 

recovery in demand, while the pandemic is by far not 

over, resulting in problems in logistics, in the 

employment and access to certain materials/products 

such as industrial metals or semiconductors. The Fed will 

meet on June 15-16, but it is expected to confirm its 

monetary policy and the transitory nature of inflation. 

One of its priorities is to avoid a stock market crash. 

 

The coming years will be marked by massive supports 

from developed countries, including China, to the global 

economy with spending on traditional infrastructure, 

energy transition and technology. Without a doubt, the 

pandemic is an accelerator for necessary investments. 

The United States has announced a 2022 budget of $ 6 

trillion, including the American Jobs Plan and the 

American Families Plan. The G7 confirmed its great 

ambitions to boost the economy with spending on 

infrastructure, climate and technology. The G7’s Build 

Back Better World (B3W) infrastructure project has 

emerged to compete with China's Belt and Silk Road 

initiative. The G7 announced spending of $ 100 billion per 

year to the poorest countries to help them reduce their 

CO2 emissions. For climate, details of investments for the 

Green Industrial Revolution will likely be announced 

within the COP26 in Glasgow in November 2021, with the 

UK taking the lead. 

 

Joe Biden has urged his colleagues to counter China's 

rising global influence, but Germany will be careful not to 

offend its important Chinese partner. However, Joe Biden 

said B3W was not a choice between the United States 

and China, but the need to show the world an alternative 

to Chinese initiatives. Relations between the UK and the 

European Union continue to be strained over Brexit and 

the Irish question. 

 

Since mid-May, the Growth segment has been catching 

up with the Value and cyclical segments. The main 

reason is the decline of the US 10-year from 1.75% to 

1.43% which surprised the market as inflation jumped 

and the growth of US GDP and corporate profits will be 

very strong in the 2nd quarter (figures published in July). 

We still favor the cyclical segment in this recovery phase, 

as well as semiconductors. 

 

Performances 2021. The Value/Cyclical segment  

still ahead compared to the Growth segment 

Source: Bloomberg 

 

For the past year, US equities have performed in line with 

ex-US global equities. This is explained by the recovery of 

cyclical stocks with the restart of the global economy and 

the gigantic spending to support the economy and make 

the energy transition successful. According to the Evercore 

ISI, capital spending in 2021 by US and European 

companies will be at its highest for 20 years. 

 

Relative performance Bloomberg US /  

Bloomberg World ex-US 

Source: Bloomberg 
 

We are more cautious on the Big Four, Apple, Amazon, 

Alphabet and Facebook, due to a minimum global tax rate 

of 15%, debated at the G7, although we believe the impact 

will be limited, and anti-trust laws.  

 

We are surprised by the resistance of Facebook and 

Alphabet, particularly attacked on their activities in social 

networks, search engines and their advertising model; they 

had to be the weaker stocks of the 4 giants and they offer 

the best stock market performances, by far. 
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2021 performances 

Source: Bloomberg 

 

Last week, the US Congress proposed, in a bipartisan 

way, a new $ 250 billion (including $ 52 billion for the 

semiconductor industry) technology and industry bill, US 

Innovation and Competition Act, to counter the Chinese 

technological ambitions and an anti-trust reform that 

could force the 4 giants (Apple, Amazon, Alphabet and 

Facebook) to rethink their business model. 

 

The anti-trust reform will be made up of 5 laws: 

1. Ending Platform Monopolies Act. 

2. American Choice and Innovation Online Act. 

3. Platform Competition and Opportunities Act. 

4. Augmenting Compatibility and Competition by 

Enabling Service Switching (ACCESS) Act. 

5. Merger Filing Fee Modernization Act. 

 

This reform will limit the use of their platforms for their 

own products/services (Apple and Amazon are 

particularly targeted), acquisitions will be more difficult 

and users will be able to leave the platforms with their 

personal data intact. 

• The potential upside for indices is intact 

• Lesser central banks’ liquidity will be offset by 

massive spending plans in traditional and green 

infrastructure, and technology 

• The next leg of the rally will be carried by these capex 

spending 

• We expect less performance divergence between 

sectors 

• The new US anti-trust reform will be more restrictive 

for Apple and Amazon 
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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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