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Weekly - June 21, 2021 

The new SEC chairman has just been appointed a few weeks ago. It does not take 

long for G. Gensler (GG) to find his feet. He has notably already delayed the 

approval of the first US Bitcoin ETF, which was formerly expected for launch late 

this spring.  

On top of crypto-assets ETF launch delay, GG prepares other initiative 

His global objective is to better protect investors, namely retail ones 

 

The unwelcome resiliency of ¨meme stocks¨ 

GG is actively addressing the issue of the security and supervision of the trading 

operations of small, often inexperienced private investors, the so-called ¨retail¨ 

clients.  In Q4 20 and Q1 21, frenzy had gripped some small - unloved - stocks. In 

particular, the volumes traded, and the number of derivatives transactions had 

reached unprecedented levels. This had led to the interruption of trading 

services, for some investors, and quite legitimate questions about the equal 

treatment and protection of small investors. This phenomenon - called meme 

stocks - is well-alive. After a brief lull after Easter, these pockets of ¨frenzy¨ 

speculation have rebuilt. They are often aided by margin debt, which increases 

investors' exposure to the market, have continued to grow exponentially and 

have just reached new heights.  

Spectacular losses for small investors in Q1 were not enough 

The collective runaway phenomenon - meme stocks - continues 

 

The overdrive mode of US equity markets 

According to their marketing messages and documents, trading platforms - like 

the famous Robinhood - allow for retail investing to trade for no fees - 

commission free trading. These platforms are eventually accessible via 

smartphone and allow for almost any king / size of trading for retail investors. 

Needless to say, they experienced a phenomenal success during the very peculiar 

period of the pandemic. As a logical consequence of numerous abuses and a 

clear increase in financial stability risks, authorities and regulator are starting to 

prepare for gradual responses.  

 

The US markets watchdog is indeed contemplating rules for ensuring fair 

competition between exchanges and brokers. A process, called ¨Payment-for-

order flow¨ (PfOF), is at the center of the polemic / issue. It basically consists of 

wholesale market makers paying broker-dealers to send them client orders, 

which they execute on their own trading platform or a third-party platform. In 

practice, the platform - say Robinhood - sells retail clients’ trades to a high-

frequency trading (HFT) firm - the ¨wholesaler¨ - in exchange for fees. The end 

user, i.e. the retail client, while not paying a commission on his trade, is getting a 

higher execution prices than if he would have placed directly a - traditional - 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +9.8% 
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 EM FX -2.1% 
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market order with his broker. The real price of his 

transaction is not immediately visible.  

 

Schematic PfOF process 

In this process, the broker - say Robinhood - has little (if 

any) interest in ensuring that a best (price) execution is 

processed by the Wholesaler (who pays him...). This is, in 

essence, a situation featuring potential conflict of 

interests.  

 

Worse: a very limited number of market-makers 

dominate this platform / retail market. Namely, Citadel 

Securities seems to execute almost 50% of all US-listed 

retail volume. This kind of market concentration is likely 

to deter competition and limit innovation. It also 

increases potential systemic risks, should any single 

incumbent with significant size or market share fail.  

Payment-for-order flow raises several critical questions, 

like conflict of interest 

Concentration among a small number of key players is 

also problematic 

• SEC engages a gradual shake-up of US equity 

markets’ trading rules 

• This process should be relatively painless for investors 

in the short term 

• But the elephant in the room - containing margin 

debt - would be much more dramatic for investors’ 

sentiment 

 

Fixed income. What game is the Fed playing? 

As expected, the Fed made no substantive policy 

changes. It left Fed Funds rates and purchasing programs 

unchanged. However, the meeting was not 

inconsequential. The FOMC made some changes in its 

economic forecasts. Although next years’ growth 

projections were unchanged, inflation expectations were 

revised slightly up. Even if most members believe that 

higher inflation will largely be transitory, most of them see 

the risks skewed to the upside. Powell sounded also less 

convinced about its transitory stance as he admitted that 

bottleneck effects were larger than anticipated. The Fed will 

get more concerned by each next inflation prints. 

 

The Fed Funds scenario has been amended too. In March, 

only 4 of the 18 FOMC members expected a Fed Funds 

hike by 2022-end, now they are 7. They are now 13 

expecting higher rates at 2023-end from 7. Two Fed Funds 

hikes are now expected by 2023-end. We still believe the 

Fed will refrain from raising rates till mid-2022. 

 

Due to ample liquidity in the system, short-term interest 

rates having been flirting with 0% for some time. So, in a 

technical adjustment, the FOMC raised both the rate paid 

to commercial banks on the reserves hold at the Fed to 

0.15% from 0.10%, and the reverse repurchase agreement 

facility rate to 0.05% from 0.00%. This is not monetary 

policy tightening. 

 

Finally, the Fed will still purchase assets at the current 

monthly pace. Focus turns on the tapering timing. Powell 

clearly took a step towards mentioning that markets 

participants can consider this meeting as the point of 

talking about talking about tapering meeting. If further 

progress is made, it will be appropriate to announce a 

tapering plan at a future meeting. The Fed is warming up 

for a more formal tapering discussion during summer once 

we get progress in the labor market. In our view, Fed will 

not signal tapering before August-end Jackson Hole 

symposium. Long-term interest rates will likely grind higher 

as market expectations of tapering ramp up. 

 

However, the Fed stays ambiguous. While traders talk 

about the tapering, the Fed boosted its asset purchases in 

the past week to the most in 3 months. The balance sheet 

crossed the $8trn for the first time ever. This has pushed 

long end yields down and the curve has sharply flattened. 

Short-term yields have moved higher. The move seems to 

be related to a market breathing in the reflation trade. It 

seems overdone by its size and speed. The US 30-year 

yield has already reached its 200-day moving average, 

while the 5-year seems to be capped by the 1.0% hurdle. 
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On the currency side, investors should focus more on 

fundamentals. The US economy is still outperforming the 

Euro area. European economic surprise index is topping, 

while US are afresh betting expectations. And the USD 

positioning has again turned sharply negative. The EUR/

USD has just broken down its 200-day moving average, 

opening the door to a pullback on the yearly lows at 1.17 

and then 1.12. 

Source: Macrobond, Nordea 

 

• Monitor closely the US Core PCE. The 1.0% is a 

hurdle on the US 5-year yield 

• USD rebound is underway 

 

Fixed income. Credit market mid-year review 

The greatest recent determinant for credit market 

direction were central banks. Sizeable monetary and 

fiscal stimuli have helped spreads to fully recover from 

their 2020 huge widening. Central banks asset 

purchasing programs have helped spreads to recover 

and corporate to easily refund. Government supports 

have helped to avoid a boom of defaults. 

 

Global credit spreads 

Source: Bloomberg 

 

The latest ECB meeting was rather uneventful. The only 

noteworthy element is that front-loading of its pandemic 

measures would continue to keep financial conditions as 

easy as needed. It must indeed end at some point. A 

potential option for the ECB will be to increase APP 

purchases to absorb the pain. The ECB QE should remain 

active until mid-2023 or before the first ECB rates hike. The 

reinvestments of QE maturities should continue later in 

2024 and monthly reinvestments would be of some €2.5bn 

on average. 

 

ECB corporate purchases and future flows 

Source: ING, ECB 

 

Some other elements remain supportive. There is no sign 

of slowdown in rating agencies optimism. They are 

experiencing the fastest upgrade-to-downgrade ratio in 

decades. Despite a drop in the Moody's ratio to 3x, its May 

reading was well above its 12-month average of 2.1x. S&P 

upgrades still outpace 2x the number of downgrades. 

While in 2020 we experienced a record $238bn fall out 

from IG into the HY, that trend is sharply reversing. This 

year the ratio of rising stars to fallen angels has jumped to 

5.3x from last year low of 0.1x. Fitch just reduced  its 2021 

high yield default rate forecast to 1% from 2%. It would be 

the lowest since 2013 and could challenge the 2007 0.5% 

mark. In a low yield environment, a credit exodus is 

unlikely. The need for even the slightest possible yield 

ensures a lasting demand. Finally, the expected slowing 

supply should push the ECB into the secondary market. On 

the other side, the FED sale of ETF and corporate bonds 

might not be too much of a big direct driver for spreads, 

but it is just another ingredient to a more bearish credit 

outlook. 

 

Nonetheless, the current below 2007 low spreads level, 

supply, and importantly upward yields dynamic will 

combine to create a less positive environment for credit. 

The shorter maturities are favored for H2 as a defensive 

positioning and a way to park liquidity. 

 

There is also still value in hybrids bonds segment relative to 

equities in terms of relative valuation. While they are 
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trading much in line with BB-rated bonds, there are no 

longer excessively valued like in 2018. The correlation 

with equity markets has significantly declined. However, 

keep in mind that during risk-off episodes subordinated 

debts tend to underperform. 

 

European non-financial subordinated  

spreads (y) to MSCI world index (x) 

• Any IG spread widening will be limited as long as the 

ECB support remains in place 

• Still some pockets of value like hybrid debts and short

-term credit  

 

Equities.  Sector rotations, a lasting trend 

The Fed’s speech accelerated the reversal of the yield 

curve (flattening), which began in late March, and caused 

a significant repositioning in tactical sector allocation in 

favor of technology and to the detriment of Finance, 

Industrials, Materials and Energy. Expected inflation has 

been declining for a month. Under these conditions, the 

inflation trade lost its force. The strong appreciation of 

the dollar amplified the fall of mining stocks and metal 

producers. 

 

Slope of the US curve (10 years - 2 years) 

Source: Bloomberg 

 

The market has reacted violently, as if the Fed is already 

adopting a more restrictive policy and will cause an 

economic slowdown, whereas it will just become less 

accommodating. The market believes that we have passed 

the peak of profits, which is true if we include the base 

effects, but in our opinion questionable if we take the 

adjusted growth rates. Macro and micro growth should 

remain sustained over the next years thanks to stimulus 

plans, energy transition and technological developments.  

 

Anyway, the market will remain focused on the Fed in the 

short term. We don't believe in a sharp correction in 

equities, but more volatility as we look forward to the next 

Fed meeting on July 27-28 and the summit between 

finance ministers and central bankers in Jackson Hole on 

August 26-28. 

• In the short term, return to neutrality between the 

Growth and Value/Cyclical segments 

• Price drops remain buying opportunities in a bull 

market 

• The Value/cyclical segment is entering into oversold 

zones 

 

Equities. Buying opportunities on industrial metals 

stocks 

We maintain our Supercycle on industrial metals. In recent 

months, the overall rise in raw materials, including timber, 

agricultural products, etc., was explained by inflationary 

expectations, the fall in the dollar and above all global 

disruptions in regional and global logistics. The economic 

recovery is heterogeneous and the pandemic is far from 

over. In April, unrelated to the pandemic, the blockade of 

the Suez Canal, a link between Europe and Asia, 

immobilized 10% of world trade for a week. Today, tensions 

over global maritime transport are exacerbated by a 

resumption of infections in southern China, where the port 

of Guangdong is located, which accounts for 24% of total 

Chinese exports. 

 

With the rising dollar and expectations of transitory 

inflation, commodities are correcting/consolidating. For the 

moment, oil is continuing its uptrend on its own. 

 

Performances 2021  

 Source: Bloomberg 
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China, which consumes on average 50% of the industrial 

metals in the world, has decided to use its strategic 

reserves to reduce supply tensions to break down 

speculation and thus to lower prices. Rising prices for 

industrial metals threaten Chinese corporate profits. This 

also explains the correction in commodity prices. China 

seeks to scare the market in the short term, but it can 

only reduce its strategic reserves temporarily, and it is 

addressing symptoms, not causes. It sounds more like 

rhetoric. China's goal of achieving CO2 neutrality by 

2060 will require cutting metal production, adding supply 

and price concerns. China is a net exporter of metals. 

 

China's share in the industrial metal transformation 

process. China accounts for 57% of world aluminum 

production and 53% for steel 

Source: International Energy Agency 

 

Producer prices. Too high increase weighs on profits  

if companies cannot pass their higher production costs  

on to customers. At the moment, it is a disruptive  

phenomenon due to the post-Covid recovery.  

Positive: the US PPI seems to be peaking 

Source: Bloomberg  

 

China will probably succeed in stabilizing the prices of 

industrial metals, but it will be difficult to bring them down 

sustainably. In copper, underinvestment in new mines 

translates into insufficient supply in the face of demand 

that will sharply increase with the energy transition, not to 

mention upcoming US spending in traditional infrastructure 

and Chinese natural growth. Investors underestimate the 

need for industrial metals (aluminum, copper, nickel, 

lithium, cobalt, graphite, manganese, etc.) to achieve 

carbon neutrality in 2050; China alone will invest $ 2,000 bn 

a year for 40 years. 

 

Declining investment in mining production capacity 

Source: Wood Mackenzie, FT 

 

Those who do not believe in a copper Supercycle point out 

that aluminum is an alternative to copper; aluminum is 

lighter than copper, but its conductivity characteristics are 

weaker. There is also a geopolitical risk with the 

concentration of world copper production in Chile (28%) 

and Peru (12%). 

• The reflation trade is losing its strength 

• Industrial metals, mining companies and finished/semi-

finished metal producers enter into an oversold zone 
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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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