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Weekly - July 12, 2021 

Sometimes it does not take much for economic forecasters and markets’ mood, 

which are fickle by nature, to turn around. Actually, the past 5 quarters have 

featured unprecedented changes in investors’ perception of changing macro 

perspectives. 

 

A very fluid post-pandemic landscape 

Financial markets first feared risks of deflation when the pandemic spread out. 

Then, policymakers’ hyperactive measures created a better feeling of reflation / 

recovery boom. This quickly gave way to perspectives of an inflationary resur-

gence. A scenario installed for a few quarters, featuring the reopening of most 

major developed economies and transitory inflation, boding well for literally 

extraordinary GDP growth figures, probably through to the end of 2021. Global 

economic vulnerability was considered decreasing, as immunization progresses. 

 

The big macro carousel 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Yet the mood and outlook have darkened, abruptly, in recent weeks. Interest 

rates are falling back down and safe-haven assets rebounded. After having feared 

runaway inflation, markets are now afraid of a growth hiccup. The S word - 

Stagflation - resurfaces. It is reminiscent of poor economic periods, namely in the 

70’s. 

 

Are stagflation fears realistic? 

A framework where, in 2022, inflation would remain sticky - say over 3% - 

coupled to a significant growth deceleration - say close to 2% potential in the US 

- would no doubt be disappointing at the starting point of a new business cycle. 

An additional serious growth relapse would indeed be unwelcomed in the 

context of the huge debt pile accumulated during the pandemic. Such an adverse 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +13.5% 
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scenario, now loudly presented by renowned doom 

economists - like D. Rosenberg or N. Roubini - is not 

impossible but have low odds (<20% probability) in our 

opinion. Actually, it would take a sequence of several 

negative events to unfold: a policy error by central banks, 

a return to fiscal austerity, the end of wealth effect - i.e. 

severe corrections of real estate / financial markets - etc. 

 

According to the recent comprehensive study (Feb 2021) 

of the San Francisco Fed, covering 19 pandemic events 

since 1331, the level of natural - equilibrium - rate of 

interest rates fall in the aftermaths of the sanitary crisis. 

This is namely due to a durable rise of consumers' 

propensity to save, because of the scars of the sanitary 

crisis. In short, the economic situation remains sluggish 

for a long time, due to the persistence of a feeling of 

insecurity among households and businesses. 

      

Impact on natural interest rate level 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This may well be what bond markets are sniffing now.  

Further improvements in the job markets are obviously 

essential to mitigate the risks of the above-mentioned 

dire scenario. As well as the containment of new Covid 

variant and an acceleration of vaccination in emerging 

countries. 

• Macro volatility is a natural consequence of 

pandemic-like shocks  

• Stagflation fears should evaporate, featuring just 

another episode of strategists’ versatility 

• Still, developments of consumption must be 

monitored carefully... 

• ... as well as the pursuit of fiscal support 

 

 

 

Fixed income. ECB reacting out of time 

The ECB Governing Council has finally published the results 

of its Strategy Review. There are two key takeaways: a 

change in the inflation framework and a climate action 

plan. The ECB has set up a new inflation target of 2.0% 

from the previous ¨below but close to 2.0%¨. The 

Governing Council’s commitment to this target is symmet-

ric. It means that it considers negative and positive 

deviations from this target as equally undesirable. So, the 

ECB is prepared to allow periods of inflation overshooting 

its goal in circumstances where interest rates are close to 

the lower bound (as of now) to prevent the inflation 

expectations disanchoring. This may imply a transitory 

period in which inflation is moderately above target. Given 

the current policy environment and low inflation expecta-

tions, the ECB expects to be more frequently in situations 

where it makes sense to err on the side of doing too much 

rather than too little. The ECB also confirms that HICP is the 

appropriate measure of inflation to assess the achievement 

of the price stability objective. However, the Governing 

Council would ideally like to see the inclusion of the costs 

related to owner-occupied housing in the HICP over the 

coming years. In the meantime, the ECB will use inflation 

measures that include proxy indicators. The ECB estimates 

the inclusion of housing would add 0.2-0.3% to the 

inflation rate. 

These changes imply an even longer period of accommo-

dative monetary policy. This is given the gap between ECB 

inflation target and its own forecasts, which is now larger. 

In addition, given the very low interest rates and inflation 

expectations, it has signaled its willingness to see a 

moderate overshoot. 

The ECB also announced a plan to further incorporate 

climate change considerations into its policy framework. 

The stepping up of the ECB’s macroeconomic modelling of 

climate change for the economy and assessing the 

implications for monetary policy transmission will be 

carried out during 2022 and 2024. The ECB will already 

introduce technical assumptions on carbon pricing for 

forecasting macroeconomic projections by next year. 

The most important in the current context is a change for 

allocating corporate bond purchases to incorporate climate 

change criteria. EU legislation implementing the Paris 

agreement through climate change-related metrics or 

commitments of the issuers to such goals will be used. 
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European inflation expectations 

 

However, those announcements came at a time the 

reflation trade is suffering big unwinds. During just over a 

month, the macro narrative has gone from worrying 

about not-so-transitory US inflation to worrying about 

peak growth. Amid these shifting concerns, the US 10-

year-yield has collapsed as low as 1.25%, well off the 

1.74% high reached on March 31st, before rebounding to 

1.35%. Most of the curve steepening trades that took off 

after confirmation of the Blue Wave in early January has 

been erased. Puzzlingly, the USD has strengthened, up 

2.8% in June, for its best month of the year so far. The 

other negative factor comes from China. 

• The ECB could copy the Fed by purchasing cheap 

inflation linked bonds to boost inflation expectations 

• It will also add more green, blue or social bonds in its 

QE program 

 

Fixed income. Unexpected PBoC announcement 

sends a bad signal 

China's central bank surprisingly lowered its Reserve 

Requirement Ratio (RRR) by 0.5%, freeing up about 1 trn 

yuan in liquidity banks can use to lend and support 

economic activity. The orientation of prudent monetary 

policy has not changed. The RRR cut is a routine 

operation as monetary policy returns to normal after last 

year's response to the COVID-19 pandemic. 

 

It is surprising – or alarming - that this RRR cut is broad-

based and not targeted at SMEs. And even more 

surprising given that the economy has strongly recov-

ered from the Covid. The only point is the recent 

slowdown seen in the PMIs from both the services and 

manufacturing sectors. This 0.5% RRR cut, which will 

release long-term liquidity of CNY1 trn, must be 

compared with CNY186 trn of total loans outstanding. So, 

it is marginal. This RRR cut aims to increase financial 

institutions' capital and liquidity and lower their cost of 

doing lending business. So, this gives a sense of unease. 

China 10-year government bond yield 

The key element for the markets is to know if banks 

are  under stress. If this is the case, it implies there could be 

more bad loans. These bad loans could stem from the 

recent deleveraging reform. Banks have not been able to 

lend to real estate developers as easily as before and have 

shrunk their mortgage business. Another RRR cut will be 

needed  in Q4. If banks are unable to provide loans to solid 

companies due to constraints of capital and liquidity, both 

the RRR and interest rates may need to be cut. Let us 

assume that this RRR cut solves the problem. So, banks 

should have more breathing room on capital and liquidity. 

 

Does China need a rate cut? If the problem is bank capital 

and liquidity, then a rate cut is not necessary. But if bank 

troubles spread to the real economy, i.e. they cannot 

provide loans to solid companies, both the RRR and 

interest rates may need to be cut. 

A decision on the Medium Lending Facility (MLF) is due on 

July 15th and the PBoC should provide more liquidity to the 

market. If the government really thinks the economy is not 

doing as well as expected, the 1-year interest rate have to 

be lowered from its current 2.95% level. 

• This surprising RRR cut is not a positive signal. Volatility 

in the market could well increase 

• Neutral stance removes some upside pressure on bond 

yields. Chinese bonds remain a good diversifier in a 

bond portfolios 

 

Equities. The Delta variant, is it too much ? 

The infection curves were expected to rise around mid / 

late September. The curves start increasing now, and in a 

much more exponential way than for the previous variants. 

The start of the summer vacation in the northern hemi-

sphere could be marked by a big drag towards the end of 

July. The “good” health news, in reference to the English 

and Israeli situation, is curves which remain low for 

hospitalizations and deaths, because more than 50% of the 

population is vaccinated, in Europe and in the United 

States. However, concerns relate to the very little vaccinat-
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ed 14-30 year old age group, between 15% -20%. Great 

Britain will remove all health restrictions from July 19, 

highlighting individual responsibility, while knowing that 

the infection curves will continue to rise; the government 

is ignoring criticism, signaling that everyone can protect 

themselves with vaccines. We are beginning to see the 

gap between the vaccinated and the unvaccinated, as 

well as the end of “whatever the cost” with the an-

nounced end of health and financial protections. 

 

This endless pandemic is affecting the stock markets, and 

the message given by the bond market is clear: 1) the 

economic recovery, if it is there, will not be homogene-

ous and will be soft and 2) with the end of the “whatever 

it costs”, it will encourage households to remain very 

cautious and not to overconsume as we expected this 

spring. Mary Daly, a Fed governor, warns that the rise of 

the Delta variant and low vaccination rates in parts of the 

world are a threat to a global economic recovery and 

pleads for still significant monetary support. WHO is 

monitoring a new variant, Lambda, which comes from 

South America, dominant in Peru. 

 

But the fall in the reflation / recovery trade has been too 

brutal and the US 10-year rebounded from its 200-day 

moving average. We do not panic and are rather inclined 

to return to certain stocks in the Value / Cyclical segment 

which have fallen significantly. The overall recovery is not 

yet affected by the Delta variant and Q2 results, as well 

as company guidance, should confirm this improvement. 

We have not to forget the upcoming announcements on 

the US and European plans for spending on traditional 

and green infrastructure. If the Delta variant were to 

derail the global recovery, the Fed and the ECB will be 

there with their liquidity. 

 

US Stock Exchange. Since mid-May, catching up of the 

Growth segment (Technology and FAAA) and consolida-

tion / correction of the Value / Cyclical segment 

 

Joe Biden signed an executive order to encourage the two 

federal agencies, the Federal Trade Commission (FTC) and 

the Federal Communication Commission (FCC), to monitor 

the major tech and e-commerce groups, particularly 

targeting Amazon, Apple, Alphabet and Facebook. This 

mainly concerns the acquisitions of small companies 

(elimination of competition) and the collection of data 

which gives them a competitive advantage. This executive 

order also targets internet providers where 3 companies 

dominate, Comcast, AT&T and Verizon, which would 

charge too high prices. But the government's objectives are 

limited by the independence of the two agencies FTC and 

FCC. Since the adoption of the internet, changes within the 

two agencies have been very rare. The other good news for 

the Fantastics 4 is the unwillingness to break these 

behemoths into multiple companies. The FTC and 48 states 

wanted to push Facebook, accusing of abuse of domi-

nance, to sell Instagram and Whastapp; Facebook won a 

first round, with the judge saying 1) the FTC failed to 

present enough facts to plausibly establish that the group 

did have monopoly power over social media, 2) the FTC 

did not say almost nothing concrete on the key question of 

Facebook's real power, and 3) it's almost as if the FTC 

expects the court to unflinchingly approve the widespread 

idea that Facebook is a monopoly. 

 

S&P 500. Still in a bull market with triggers (Delta variant 

today) causing consolidations / corrections. The maximum 

risk appears to us to be a 5% decline from the July 7, 2021 

high (lane low and 100-day moving average). 

• With the Delta variant and the decline in interest rates, 

the reflation / recovery trade is suffering 

• The Fed and the ECB should support the stock markets 

with their liquidity 

• We are rather inclined to buy on dips the Value / 

Cyclical segment 

• A slippage of the Delta variant with an increase in 

hospitalizations and deaths, which does not appear to 

be the case for the moment, would call into question 

our sectoral positioning. 
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Equities. Full takeover of Beijing and risk on 

Chinese equities listed in the US 

We have been recommending avoiding Chinese stocks 

listed in the US for a few months now, not for reasons of 

company quality, but for political reasons, trade and 

technology wars between China and the United States. 

Joe Biden crossed the red line by attacking China on 

democratic and human rights. Here we are ! 

 

But not only. The Chinese Communist Party (CCP) is 

taking everything back in firm hands. Probably the CCP 

would have given Hong Kong more “freedom”, but the 

democratic DNA was too powerful for Hong Kong 

citizens, forcing Beijing to institute a national security law, 

suppressing all democratic rights and banning pro-

democracy newspapers. The other trigger was the 

attempt of Jack Ma, Alibaba’s boss, to take more 

freedom and his speech in Shanghai in October 2020, a 

month before the IPO of the financial activity of his 

galaxy, Ant Group, with a strong criticism of the Chinese 

banking system. President Xi Jinping's response was swift: 

Ant Group's IPO was dropped and Jack Ma was shelved 

for 2 months. Since that day, the CCP has taken over all 

the big groups and all those billionaire bosses that have 

become too powerful for the CCP. It is breaking down 

monopolies, overpowering tech groups and billionaires. 

Tencent, ByteDance and Meituan have also been 

targeted. The ban on cryptocurrency mining in China is 

part of this logic of a return to full control of the CCP. 

 

Today, the CCP attacks Chinese companies listed in the 

US. With the example of Didi Chuxing (the Chinese Uber) 

and a few others, Beijing is looking to push the Chinese 

tech companies to get listed in Hong Kong or Shanghai / 

Shenzhen. With Didi Chuxing, Beijing highlights the risk 

to national security with the collection and management 

of private data. Like most Chinese companies listed in the 

US, Didi has almost all of its business in China. Last 

Tuesday, the State Council of the People's Republic of 

China, the government's watchdog body, announced 

that the rules of the overseas listing system for domestic 

companies will be updated, while also tightening 

restrictions on cross-border data flow and cybersecurity. 

It will become very complicated for Chinese internet 

companies or those that handle private data to be listed 

overseas. Second, the new US SEC regulation, which 

mainly targets Chinese companies, impose the choice of 

SEC-approved auditors and demand more transparency, 

which is contrary to Chinese laws. The incompatibility 

issue between the new SEC regulations and Chinese laws 

was obvious; it emerges today. 

 

Two Senators from the Banking Commission are asking the 

SEC to investigate whether Didi Chuxing’s IPO has 

penalized US investors. Didi Chuxing had raised $4.4 

billion. It is recalled that the blocking of Didi Chuxing's 

activities by Beijing happened a week after the 1st 

quotation day. It needs to be considered whether Didi 

Chuxing was already in contact with the Chinese regulator 

prior to the IPO. 

 

The US administration will blacklist 19 Chinese companies 

linked to forced labor on Uyghurs in Xinjiang province and 

China's military modernization programs. Created by 

Donald Trump, this blacklist already includes some sixty 

Chinese companies linked to the People's Army of China or 

which pose risks to the national security of the United 

States. The Chinese Minister of Commerce has just 

announced that he will further verify foreign investments in 

China on the basis of national security, reference to the 

Measures for Security Review of Foreign Investment, 

focusing on the military, agricultural, energy and techno-

logical sectors. We already wrote on Xi Jinping's 100th 

anniversary speech last week, referring to reunification with 

Taiwan as an unwavering historic mission and common 

aspiration of the Chinese people. 

 

The interest for large Chinese groups is expected to decline 

with the CCP's control and the virtual obligation to validate 

any expansion initiative abroad. Their growth will be 

restrained. The economy's new Dual Circulation strategy 

will favor domestic Chinese companies listed in Shanghai / 

Shenzhen. The CCP is also taking control on the impact of 

technology on citizens, such as the ban on people under 

the age of 18 from playing on PCs, consoles and 

smartphones between 10 p.m. and 8 a.m., affecting 

Tencent. The stock market performance of Alibaba and 

Tencent reflects this unfavorable situation. 

 

Nasdaq Dragon China has lost 38% since Feb. 2021 highs 

July 12, 2021 



 ♦ 6 

 

• We reiterate our recommendation to avoid holding 

Chinese securities listed in the US 

• The heyday of Chinese companies listed in the US is 

over 

• If you want to invest in China, buy A and H-shares 

• The expansion of large Chinese tech and e-

commerce groups will be restrained, or at least under 

close surveillance 

 

Equities. No more sales of new combustion 

vehicles in 2035 in the European Union? 

This week, the European Commission is expected to 

announce the ban on sales of new vehicles with 

combustion engines from 2035 in the European Union. 

The US Administration is working on a similar project. 

This does not prevent countries from starting earlier, 

such as Norway in 2025, Denmark, the Netherlands and 

Great Britain in 2030. This project will be one of the 13 

directives that Brussels will propose as part of its Green 

Deal to reduce carbon dioxide emissions by 55% within 

2030 with the objective of neutrality in 2050. The 

automotive sector with the development of li-ion and 

hydrogen batteries, as well as the infrastructure of 

charging stations, will be the main beneficiaries. 

 

All car manufacturers are accelerating their electric 

transition. After GM, Ford, Volkswagen and the others, 

Stellantis has just announced € 30 billion of investments 

by 2025 to develop its electric offer, with 4 new platforms 

(3 electric motors with ranges of 500 to 800 km and 

development of own software) for 2025 and 5 battery 

factories by 2030. Opel will be 100% electric by 2028. 

 

This electrical transition implies massive investments in 

other segments. The French auto industry fears a 

devastating transition and is calling for € 17.5 billion in 

aid over four years. The detailed transition plan will cover 

batteries, hydrogen, power electronics, on-board 

software, charging stations, etc… The industry fears 

competition from China, which is said to be ten years 

ahead, dominating battery manufacturing. In the space 

of more than 10 years, we will draw a line on 100 years of 

know-how. 

 

Electric vehicles. Current situation: There are approxi-

mately 1.4 billion vehicles (passager cars and trucks) in 

the world. There are 300 million cars in China and 270 

million in the US. Ex-Covid, there are around 90 million 

new car registrations each year, with 28% in China, 18% in 

the US, 18% in Europe. In 2030, EV car sales could 

represent more than 50% of new registrations (4% in 2020). 

The International Energy Agency estimates between 145 

and 230 million electric cars / buses / trucks in circulation in 

2030. Incumbent automakers plan their ranges to be all-

electric between 2030 and 2035. 

 

Passenger car inventories by 2030. 

On the left, basic scenario. Right, objective scenario of the 

Paris Agreement. 

PLDV: passenger cars, LCV: light commercial vehicles. 

  

Batteries. The production of lithium-ion batteries will 

increase tenfold by 2030. Asia, which produces 80% of the 

world's batteries, is expected to keep its dominant position, 

with the current leaders CATL (Contemporary Amperex 

Technlogy Limited / China), LG Chem (Korea), Panasonic 

(Japan), Samsung SDI (Korea) and SK Innovation (Korea). 

Tesla is also one of the largest manufacturers of batteries in 

the world, but for the moment used for its own cars, with 

its Gigafactory in Nevada and soon in Berlin which will have 

a production capacity greater than that of Nevada: 100 

GWh at the start, then 250 GWh thereafter. To get an idea, 

100 GWh is equivalent to a production capacity of 

2,000,000 batteries of 50 kWh per year. By 2030, SK 

Innovation would like to produce more than 500 GWh, 

while the order book stands at more than 1,000 GWH (1 

TWh). All manufacturers will build battery factories with 

partnerships; Volkswagen wants to produce capacities of 

240 GWh by 2030 with Sweden's Northvolt. 

 

The batteries will most certainly change in the next few 

years. The industry is working on solid li-ion batteries (no 

risk of fire, more autonomy and faster recharging) and 

graphene. 
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Battery growth by applications and regions by 2030. 

Source: WEF, Global Battery Alliance, McKinsey. 

 

Semiconductors. Electric vehicles have 3x more semicon-

ductors than combustion cars. Semiconductor value per 

vehicle in USD: combustion vehicles $ 300, hybrid 

vehicles $ 900 and electric vehicles $ 1,000. The 5 largest 

suppliers to the automotive sector are: Renesas (Japan), 

Texas Instruments (US), Infineon (Germany), STMicroelec-

tronics (France-Italy) and NXP Semiconductors 

(Netherlands). 

 

Charging stations. Difficult to invest in the stock market, 

because the market is very fragmented with private 

companies or integrated into large groups. The US will 

support the expansion of charging stations with $ 7.5 

billion. In the US, Volkswagen is looking for a partner to 

inject $ 1 billion into its subsidiary Electrify America. In 

China, there are nearly 900,000 charging stations 

compared to only 42,000 in the US. Joe Biden has set a 

target of 500,000 charging stations in the US by 2030. In 

trucks, Volvo, Daimler and Traton (Scania / Man) are 

grouping together in the charging station infrastructure 

to invest € 500 million and quickly build 1,700 stations 

across the European continent, while the transport 

industry estimates that 50,000 charging stations are 

needed in Europe by 2030. To invest directly, we will buy 

the Americans ChargePoint (CHPT US) and Eaton 

(industrial conglomerate). Other companies are part of 

the charging projects such as ABB, Schneider Electric, 

Keba (private company / Austria) or Nexans. 

 

• In the coming years, suppliers linked to the electricity 

transition will experience high growth rates. 

• Major equipment manufacturers to buy in the long 

term: Magna, Aptiv, Faurecia, Continental 

• Battery manufacturers to buy in the long term: LG 

Chem, Samsung SDI, SK Innovation 

• Semiconductors: Infineon, STMicroelectronics, Texas 

Instruments, NXP Semiconductors and Nvidia in 

connected cars 

• Charging stations: ChargePoint and Eaton 

• Lithium: Albemarle 

• ETF Global X Lithium & Battery (LIT US / 

US37954Y8553) 
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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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