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Weekly - June 28, 2021 

¨Inflation¨, this strange animal 

Everyone talks about it, each economist gives his or her opinion, historians 

multiply comparisons. In fact, the very notion of inflation is heterogeneous. Its 

definition, the very composition of the famous ¨housewife's basket¨, differs not 

only according to the countries, but also according to the periods... 

 

The mega-trend of last decades: secular disinflation 

The world experienced 4 decades of profound deceleration of inflation because 

of three mega-drivers. Demography (aging), Globalization (China entry in the 

WTO), and Technology (Platform companies & digitalization) put a lid on prices. 

Interestingly, the last two factors are showing signs of weakening  

recently. 
 

Source: UNO 

 

1. Firstly, the downward pressure on wages, essentially due to labor arbitrage 

is losing steam. Wages are rising in China and the Yuan is showing 

stability, if not firmness. In short, China is no longer the cheapest labor 

manufacturing country of reference, exporting disinflation though its 

exports. The pandemic revealed the dependence of rich countries on 

manufacturing processes that are too concentrated in certain countries 

(drugs, chips). An inflationary repatriation of certain ¨strategic¨ supply 

chains has started. In the US, labor also seems politically supported by 

Biden and may get a fairer share of GDP medium term.   

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +12.4% 

 S&P 500 +14.0% 

 Nasdaq +11.4% 

 Stoxx 600 +14.4% 

 SPI +15.8% 

 Nikkei +5.8% 

 China +0.8% 

 Emerging +6.8% 

  

 BONDS  

 CHF Corp  -0.1% 

 US Govt -3.0% 

 US Corp -1.9% 

 US HY +3.3% 

 EUR Gvt -3.2% 

 EUR Corp -0.4% 

 EUR HY +2.7% 

  

 CURRENCIES  

 USD index +2.1% 

 EURUSD -2.3% 

 EURCHF +1.4% 

 USDCHF +3.8% 

 USDJPY +7.2% 

 EM FX -0.9% 

  

 COMMODITIES   

 Gold -6.4% 

 Silver -1.3% 

 Brent +46.9% 

 Copper +21.6% 

 CRB index +25.4% 

Heterogenous 
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2. Secondly, Technology champions are facing 

antitrust actions from US and European 

authorities. They are the ultra-rich and convenient 

political scapegoats. The tug of war between the 

West and China for chips, microprocessors and all 

electronic components will raise their operating 

costs. They are also directly spotted by the latest 

G7 agreement to raise the minimum corporate tax 

to 15%. All in all, with a decreasing future 

profitability, IT giants will either reduce the 

quality / intensity of services they provide to the 

public, or, more likely, raise the price of it one way 

or the other. 

 

Secular disinflation is losing steam 

Western democracies tend to tolerate high inflation, while 

China policymakers hate and fear it 

 

Pandemics is significantly impacting on cyclical 

inflation  

Firstly, consumer goods inflation has far outpaced that of 

services in developed markets. Anecdotal evidence 

abounds. As a matter of example PIMCO quotes US sales 

of exercise bikes that exploded while fitness center 

memberships plummeted. Similarly, public transportation 

collapsed, while the demand for autos (including used 

cars) thrived. This trend could shift-back later in 2021, 

with consumer shifting back toward their usual services 

spending. 

 

A temporary - major - shift in consumption pattern 

According to PIMCO: “Outside of the US, underlying 

inflationary pressures in other developed markets have 

been much more subdued. Indeed, as of April 2021, DM 

core inflation excluding the US was running around 0.6% 

y/y versus 3.0% core U.S. inflation. This divergence has 

occurred despite the global nature of the supply chain 

bottlenecks, because fiscally stimulated demand for 

goods in the US has also outpaced other developed 

markets.”  

Source: Haver Analytics, PIMCO  

 

Pandemics has fueled polarization and substitution effects 

on consumption 

For now, inflation is essentially concentrated in the US and 

goods 

But inflation remains elusive and non-homogenous. Beware 

of too global / simplistic analysis and conclusions about it 

• Cyclical inflation will rise and be volatile over next 

months 

• Pandemics may well trigger the end of secular 

disinflation 

• Nevertheless, runaway inflation is not imminent 

• Price developments in the US and China, and policy 

responses, deserve particular attention 

 

Currencies. A cautiously optimist BoE 

The Bank of England policymakers are essentially in a 

holding pattern for the time being. The central bank is 

caught between higher-than-expected inflation, 

encouraging activity data, and mounting uncertainty 

surrounding Covid-19.  

 

The BoE kept both rates and QE unchanged, despite a vote 

from the hawk BoE Chief Economist to end QE earlier. 

More importantly, the committee opted against offering 

any more concrete hints of future tightening. Indeed, the 

BoE borrows elements to both the ECB and the Fed. From 

the former it emphasized against a premature monetary 

condition tightening, and from the latter by signaling 

significant progress need to be done before removing 

stimulus. 

 

The lack of stronger hints about a rate hike timing is 

arguable because there is no real need to guide markets at 

this stage. Markets were discounting more than 2 hikes by 

2023-end. The Bank economic projections, which include a 

20bps tightening over 2 years, showed inflation to exceed 

3% during the year before receding roughly at target over 
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the medium-term. That reduces the imminent pressure 

to ease stimulus. That is also a way to acknowledge that 

market expectation was broadly right. Now, markets have 

brought forward their expectations and are pricing 2 rate 

hikes by mid-2023. 

 

On the QE side, we very much doubt the Bank will cut 

the program early. The BoE is on track to stop expanding 

its balance sheet by year-end and has already tapered 

the pace of purchases last month.  

 

One thing that is clear under Governor Bailey is that the 

BoE will unwind the size of the balance sheet as part of 

the future tightening cycle. This is uncharted territory for 

the BoE. Communication surrounding this process is 

likely to be moving. As part of this process, one option 

could be to stop/reduce reinvestments from maturing 

bonds, perhaps by setting an annual unwind target. So, 

the terminal BoE key rate could be lower than it might 

have been without balance sheet normalization. 

Source: Bloomberg 

 

The GBP has remained robust in June even if it has 

recently slipped back. The currency still appears to be on 

a firm footing, with a broadly supportive sentiment. But it 

still seems that the good news is already priced in, and 

with the BoE signaling no rush to withdraw monetary 

stimulus, the GBP could fade slightly over the coming 

months. Furthermore, the positioning becomes a source 

of stress. Over the past decade, each time the long GBP 

reached such high levels it has preceded a steep 

correction of at least 8% within the next 6 months. 

• Rate hikes is a 2023 story at the earliest 

• Too much good things priced in the GBP, turn 

neutral 

 

Currencies. The CHF still caught between a rock 

and a hard place 

It has been a few puzzling weeks for the EURCHF. It has 

sold off by 2% since the 1.11 March high and failed to 

capture persistent positive drivers. 

 

The Swiss National Bank made no changes at its June 

meeting and continues to view the CHF as highly valued 

and will intervene if needed. These factors should be 

negative for the CHF, but they have not changed for a long 

time.  

 

The SNB has warned that policy rates can be cut further 

but has not made that move despite forecasting below-

target inflation through to 2023. While it has revised up its 

growth forecasts to 3.5% from 2.5% for 2021, inflation is 

seen at 0.4% in 2021 and only 0.6% in 2022 and 2023. 

 

The market may continue to ignore this dovish rhetoric if it 

is not backed up by action. The SNB still seems to have 

limited ability to weaken the CHF by itself. Furthermore, the 

market may not be convinced by its threat to intervene as 

total Swiss sight deposits, a proxy for intervention, are now 

fading. 

 

The CHF ultimate safe-haven virtues were confirmed in 

2020, with the currency outperforming at times of high 

uncertainties and market dysfunction before losing some 

appeal as risk appetite returned. We expect this 

relationship to be preserved, implying that the recent 

divergence between risky assets and EURCHF will not be 

sustained. There is room for EURCHF upside, unless you 

believe in a turn of fortunes for risk appetite into S2, which 

is not our central scenario for now. Still, inflation jitters and 

virus-variant risks are two important considerations. 

Source: Bloomberg 

 

The EURCHF remains locked in a tiny range. The EURCHF 

has rebounded on its 200-days moving average at 1.0880, 

the support of its upward recovery since mid-2020. At the 
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same time, it failed to break out the downward dynamic 

in place since mid-2018 around 1.1050. 

• Stay Neutral CHF 

 

Equities. Confirmation of technical breakout 

Stock indices rose thanks to a bipartisan US deal on $ 1.2 

trillion spending on traditional infrastructure and the 

Fed's green light for US banks to pay more dividends and 

increase share buybacks. The proximity of the publication 

of results of the 2nd quarter, of which the growth of S&P 

500’s profits is expected to increase by 62%, is a support 

for the stock markets. Nike's earnings also helped the 

S&P 500 rise with sales doubling and EPS twice as 

estimated. 

 

Investors do not want to exit the market, but they are 

making large and painful sector rotations. This translates 

into a record high for the S&P 500, but also less than 

50% of companies above their 50-day moving average, a 

rather rare situation demonstrating divergences in the 

market. 

 

Another troubling point is the growing number of 

unprofitable companies raising capital, which sometimes 

signals stock market consolidation. 

Source: Bloomberg 

 

After the rebound in the Value / Cyclical segment, some 

investors are starting to look at quality stocks, that is, 

those that offer strong balance sheets and a steady rise 

in dividends. According to BlackRock, quality stocks trade 

at the highest discount in terms of PER compared to the 

broad index over 20 years. See graph. 

 

 

Source: BlackRock, FT 

 

Banks have received the green light from the Fed to pay 

more dividends and buy back more shares. Stress tests 

have shown that US banks can easily survive a severe 

recession. The 6 largest banks are expected to return more 

than $ 140 billion to shareholders over the next 4 quarters. 

Source: Barclays Plc estimate, Bloomberg 

 

• No short-term correction 

• More volatility as the Fed meeting approaches at the 

end of July and the Jackson Hole summit at the end of 

August 

• Balance between profits/share buybacks/dividends/

fiscal plans and Fed/tapering 

• Stock market valuations are in line with profit growth 

expectations 

• We will start to worry when we are more advanced in 

the cycle 

 

Equities. A US infrastructure deal 

This bipartisan deal is not yet signed, as Joe Biden wants to 

integrate future discussions on energy transition, 

education, children, health and families and other social 

topics that the Administration calls human infrastructure. 
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The current deal covers infrastructure spending of $ 1.2 

trillion over 8 years for roads, bridges, tunnels, airports, 

rail and mass transit, with a few billion for EV charging 

stations ($ 15 billion), the water network and broadband. 

 

According to the US Association of Engineers (ASCE),  

US infrastructure is in poor condition. 

(Best grade: A and worst: F) 

 

The investments required until 2029 are estimated at  

$ 5,937 billion, of which $ 2,590 not yet funded 

This deal is important, and the spending isn't very far 

away from Joe Biden's original plan. The American Jobs 

Plan consisted of expenditures of $ 2,300 billion, but it 

included $ 650 for the energy transition (EV, solar, energy 

efficiency of buildings, etc.). So we should go from a $ 

2.3 trillion plan to over $ 1.8 trillion, which is still 

substantial. 

 

To make compromises on spending and funding, Joe Biden 

preferred to split his 2 plans (American Jobs Plan and 

American Families Plan) to succeed in getting everything 

through. Obviously, progressives and environmentalists are 

not happy with this deal, but as COP26 in Glasgow 

approaches in November, climate investments will be a 

priority. A poll shows that 62% of American voters support 

climate bills and that 56% of members of Congress will 

vote for climate legislation with or without the support of 

Republicans. 

• The bipartisan deal on traditional infrastructure is 

substantial 

• Purchase and price targets: 

 Engineering: Aecom ($ 75), Jacobs ($ 160), 

MasTec ($ 130) 

 Cement: Martin Marietta ($ 415), Vulcan ($ 

208) 

 Steel: Nucor ($ 110), US Steel ($ 40) 

 Copper / Aluminum: Alcoa ($ 50), 

FreeportMcMoran ($ 60) 

 Machines: Caterpillar ($ 250), United Rentals ($ 

360) 

 European securities: ArcelorMittal (€ 40), Sika 

(CHF350), Holcim (CHF65), Heidelbercement (€ 

90), CRH (€ 50) 

• Buy 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 
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result in materially different results. Past performance of an investment is no guarantee for its future performance. This document is 
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