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Weekly - July 12, 2021 

Usually, it takes the central banks to ¨remove the punchball¨, or a recession, to 

seriously derail financial markets. At first, none of these scenarios are in sight, 

fortunately. But the stunning macro noise and the growingly delicate passive-

ness / procrastination of the central banks are creating sort of a malaise. 

Divergences among Fed committee members add to uncertainty.  

 

Since the onset of the pandemic, most risky assets have first acknowledged, in a 

globally convergent way for the reflation and then, for a phase of expansion. But 

for a few weeks, we have been observing interesting developments below the 

surface.   

 

Pandemic spells long lasting macro-volatility 

US latest inflation data have proved - again - very solid and above consensus 

expectations. Experts who deconstruct price increase figures, even the most 

disinflationary, observe with some amazement the acceleration of the process. At 

best, for the most optimistic, the price slippage will be strong and will last for 

several more months. At worst, for the most alarmist, the widening of the number 

of factors driving prices up, pending the contribution of rents (OER) which is 

looming in the short term, confirms the beginning of a cycle of runaway inflation. 

This ¨macro-economic noise¨, which was expected, is no less disturbing to 

observers. To be honest, a whole generation of young economists and portfolio 

managers have not experienced inflation at all, lulled as they were by the great 

disinflation of the last 20 years. Their amazement and doubts are more legiti-

mate.  

Macro-data noise has just started 

Rising inflation is a new paradigm for numerous investors 

 

Growing divergences below the surface 

If one looks at Wall Street and some other equity markets, all is well, there is 

nothing to report. Granted sector rotations are quick and participation - 

leadership - is getting unusually narrow. But still, large indices are flirting with all 

times high level. Equity investors are opting for the Fed story, whereby inflation 

rise is transitory, hence ultimately benign. 

 

Yet, this is clearly not the case for several other asset classes or some more 

¨technical¨ indicators. Thus, among the fine indicators related to the bond 

market, a) the slope of the yield curve (differential between 10-year and 2-year 

bonds) is flattening continuously and b) the inflation break-even points (10-year 

bond) keeps going down.   

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +12.4% 

 S&P 500 +15.2% 

 Nasdaq +11.9% 

 Stoxx 600 +12.9% 

 SPI +15.4% 

 Nikkei +0.8% 

 China -1.9% 

 Emerging +3.8% 

  

 BONDS  

 CHF Corp  +0.2% 

 US Govt -1.7% 

 US Corp -0.5% 

 US HY +3.9% 

 EUR Gvt -1.5% 

 EUR Corp +0.6% 

 EUR HY +2.9% 

  

 CURRENCIES  

 USD index +3.3% 

 EURUSD -3.5% 

 EURCHF +0.5% 

 USDCHF +4.1% 

 USDJPY +6.5% 

 EM FX -2.4% 

  

 COMMODITIES   

 Gold -4.9% 

 Silver -3.8% 

 Brent +40.3% 

 Copper +22.0% 

 CRB index +26.7% 

Noise and signal 
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Numerous assets, ex-US equities, have  

engaged in a risk-off period 

Source: Bloomberg 

 

Similarly, the AUD/JPY exchange rate, the ratio of cyclical 

to defensive stocks, the relative performance of 

emerging markets and the ratio of copper to gold have 

all been bearish for several weeks. See Graph above. 

 

Also, some highly speculative assets, such as SPACS, US 

lumber, crypto-currencies and the famous ¨meme 

stocks¨ that fascinated retail investors, are taking a 

serious nose dive. 

 

On the macro front, US employment data have 

disappointed lately. But the end of government largesse 

(checks) and the re-opening of schools in September 

should trigger a) a larger participation - a wider come-

back - to the employment market and b) lower tensions 

on wages. This may support better 2022 consumption, 

hence growth forecasts. 

Do not be too reassured by Wall Street serenity, as it 

contrasts with the feverishness of most other risky assets 

Macro Noise will continue short-term and favorable. Better 

signals are not expected before late Q3 

• Risky assets should remain in a consolidation / risk-

off phase short-term 

• The persistence of financial repression and negative 

real interest rates offer a shelter against more 

negative markets’ developments 

 

Currencies. Quantitative tightening roadmap  

The New Zealand central bank (RBNZ) draw first. While it 

left its key rate steady at 0.25%, unchanged since March 

2020, it announced it will shortly reduce its monetary 

stimulus by stopping asset purchases. Thus, it will end its 

asset purchases launched in April 2020 – one month after 

cutting rates by 75 bps - to keep interest rates low and 

boost the economy hardly hit by the pandemic. At first 

RBNZ began buying up to NZ$30bn of government bonds 

and then increased this amount in the following months up 

to NZ$100bn in August. 

Source: Bloomberg 

 

The decision to lower monetary stimulus comes after RBNZ 

dropped in May its previous guidance of being ready to 

lower interest rates further due to growing confidence in 

the economic outlook. Looking to inflation, which rose to 

1.5% in Q1 from 1.4% in the previous two quarters, RBNZ 

still expects near-term one-off temporary spikes.  

 

In the absence of any further significant economic shocks, 

inflation pressure is expected to build over time due to 

rising domestic capacity pressures and growing labor 

shortages. In May, the RBNZ also penciled in a 25bps rate 

hike by September 2022. It could start raising rates soon. 

 

The Norwegian central bank will be part of the leader pack. 

The NOK has underperformed in May and June. This move 

may simply be due to some unwinding of long positions 

after the currency performed well in Q4 2020 and Q1 2021. 

At above 10.10, the EUR/NOK is overvalued. Indeed, oil 

prices have climbed above $73 per barrel, as demand has 

risen with the economy reopening. OPEC+ oil producers 

stuck to the existing pace of gradually easing supply curbs 

through July.  

 

These increases should be comfortably matched by greater 

demand, and so should not weigh on prices unless 

significant further output increases are announced. Such 

elevated oil prices suggest the EUR/NOK should be closer 

to 9.50. 
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Source: Bloomberg 

 

Throughout H1 2021, the Norges Bank has highlighted its 

intention to hike rates in H2 2021. In June, it suggested 

that the deposit rate will most likely be raised in 

September, well before its peers. The Bank’s rate forecast 

suggests 3 additional rate hikes before 2022-end. This 

rates outlook should be NOK supportive. Meanwhile, 

domestic Covid cases are down, vaccines are up, 

economic data are improving, and high oil prices suggest 

the EUR/NOK looks overvalued. 

 

The Bank of Canada sticks to its plan. As widely expected, 

it has once again announced the reduction of its weekly 

bond purchases by another $1bn, from $3bn to $2bn. 

The BoC broadly endorsed the view that the economic 

recovery path is solid and justify this round of tapering. 

While the virus remains a key element of uncertainty, it 

has revised down its 2021 growth forecast (by 0.5%), and 

up 2022 (4.2%, 1% higher than in April). 2021 inflation 

projections have been revised higher (3.5% for 4Q21) but 

remain  unchanged for 2022 (2.0%) and 2023 (2.4%). The 

BoC still forecasts its first rate hike not before H2 2022. 

The CAD drop on the news maybe due to some market 

participants expecting a larger asset purchases cut and/

or a hawkish shift in the forward guidance on inflation 

outlook. It looks like more to a profit-taking, as the 

speculative positioning remained considerably skewed 

towards the net-long exposure. 

 

Given the resilience of the Canadian economy, high 

vaccination rates, concerns about a booming housing 

market and sharply lower government bonds yields since 

mid-May, the BoC is on track to end its QE program by 

year-end. The first rate hike is skewed towards an earlier 

move. If the BoC ends its asset-purchase program by 

year-end, markets will price in an earlier start of the 

hiking cycle. 

• With a domestic recovery that has outrun policymak-

ers’ expectations, the RBNZ is likely to front-run other 

G10 central banks  

• We are positive on the NOK in H2 2021. The EUR/NOK 

should fall to 9.50 by year-end 

• With one the most hawkish central bank, the CAD will 

gradually strengthen to 1.20 

 

Equities. Probable consolidation 

The health situation is deteriorating, as well as that of the 

technical aspect, as we enter into a period less favorable - 

seasonality - to equities. 

 

If history is any guide, August is statistically unfavorable 

(like September to a lesser extent). Over 10 years, 60% of 

August recorded a negative performance with an overall 

performance of -0.7%. Over 20 years, the figures are 50% 

and -0.4%. Statistically, August is one of the least favorable 

months of the year. The most favorable months are April, 

July and November. 

 

We seem to enter into a 4th Covid wave in Europe and the 

US. The infection curves are on the rise again very quickly. 

The Delta variant is 3x more contagious than the Alpha 

variant and we are starting to see an increase in hospital 

admissions, mostly for unvaccinated people. In Europe, 

governments are returning to health constraints and 

confinements, and we crossed the Rubicon by clearly 

differentiating between vaccinated and unvaccinated. The 

"whatever it costs" is coming to an end and Europe is 

looking to save the winter season. August is likely to see a 

sharp decline in intra-European travel. 

 

The ambiguous positioning of the Fed with high inflation 

(partly transitory) is starting to weigh on stock markets. 

There should be more nervousness ahead of the Fed's July 

27-28 meeting and the finance ministers and central 

bankers’ summit in Jackson Hole in late August. So, a 

difficult inflation-Covid equilibrium. 

 

The sharp flattening of the US yield curve since the 

beginning of April signals weaker overall economic growth 

and is certainly a brake on an outperformance of the 

Value / Cyclical segment. The results of the Industry, 

Materials and Energy sectors - only 13% of the S&P 500! - 

will post very strong progressions. But for these sectors to 

outperform, rising inflation is not enough. The US 10-year 
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has to rise, along with a steepening of the yield curve, 

meaning the return of expectations of an economic 

acceleration. 

 

The Breadth indicator (number of securities participating 

in the increase) remains negative. The S&P 500 benefited 

from a return of interest in Apple, Amazon and Microsoft 

which had underperformed Facebook and Alphabet. The 

5 stocks account for over 23% of the S&P 500. 

 

Performances since early June 2021 

Source: Bloomberg 

 

As we have been developing for some time, the 

deterioration of Sino-US relations represents a risk of $ 2 

trillion for US and foreign investors, or the total market 

capitalization of Chinese companies listed in the US. The 

latest development is Joe Biden's warning of legal 

consequences for any US companies that work directly or 

indirectly with China's Xinjiang province. See Weekly of 

07.12.2021. 

 

The season has started well with good results for US 

banks. Two weeks ago, estimates were for a 62% rise in 

S&P 500’s profits, and have just been adjusted up to 

+69%. 

 

The good news in technology (TSMC, Apple) and green 

investments (European Green Deal) has not stopped 

stock prices from falling. Semiconductor manufacturers 

anticipate a sharp increase in revenues and profits over 

the next 2 years due to strong demand from vehicle 

electrification, 5G and the energy transition. TSMC 

expects sales to grow more than 20% in 2021. Apple has 

warned its suppliers to be ready to produce 90 million of 

5G 2021-version smartphones, to be released in October, 

an increase of 20%. Despite this, the Philadelphia 

Semiconductors (SOX) index fell 5% on Wednesday, 

Thursday and Friday last week. At the end of last week, 

Solaria and Siemens Energy prices fell due to the impact 

of higher raw material prices on margins. But these weak 

situations will only be temporary given the massive 

demand to come for both semiconductors and green 

energies. 

• We are entering a less favorable seasonality for equities 

• The weakness of the Breadth Indicator increases the 

risk of a consolidation / correction, which we estimate 

at a maximum of 7% (lower band of the bullish 

corridor) 

• We are still in a bull market with healthy corrections: 

buy on dips 
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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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