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Weekly - August 23, 2021 

¨Darkness, darkness, hide my yearning, For the things I cannot see 

Keep my mind from constant turning. To the things I cannot be¨ 

R. Plant (ex-Led Zeppelin) 

 

The monetary hyper-laxism of the G7 countries since the outbreak of the 

pandemic has not had any untoward consequences. This was far from obvious 

just a few months ago when the ¨bond vigilantes¨ woke up to the point of 

causing one of the fastest interest rate hikes in history. Inflationary drifts were 

haunting investors, and it was feared that the big money makers would lose 

control of the situation, to the point of potentially jeopardizing the credit rating 

and even the solvency of sovereign issuers. 

 

The ¨betrayal¨ of the PMI 

Optimism ran high in early 2021. Companies, seeing a very strong rebound in 

demand on the horizon, naturally extrapolated it. As a result, various surveys, 

such as the PMI, continued to rise in Q2, even though the real macroeconomic 

situation, while still good, was showing signs of weakening below the surface. 

Interestingly, investors are more obsessed with the famous PMIs, which are 

published faster and more frequently than hard data. For once, surveys lost their 

predictive signal and have proven behind the curve, hence misleading.  

 

Unusual disconnect between PMI and Industrial production 

Source: ECRI (Economic Cycle Research Institute) 

 

A kind of trap was forming from early Q2 for investors who had bet on outright 

reflation 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +14.5% 

 S&P 500 +18.3% 

 Nasdaq +14.2% 

 Stoxx 600 +17.7% 

 SPI +19.6% 

 Nikkei +0.2% 

 China -7.2% 

 Emerging -5.5% 

  

 BONDS  

 CHF Corp  +0.6% 

 US Govt -1.3% 

 US Corp -0.2% 

 US HY +3.6% 

 EUR Gvt -0.2% 

 EUR Corp +1.3% 

 EUR HY +3.3% 

  

 CURRENCIES  

 USD index +3.7% 

 EURUSD -4.0% 

 EURCHF -0.8% 

 USDCHF +3.3% 

 USDJPY +6.4% 

 EM FX -3.6% 

  

 COMMODITIES   

 Gold -5.9% 

 Silver -11.5% 

 Brent +29.6% 

 Copper +19.3% 

 CRB index +23.3% 

Schadenfreude 
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Reckoning happened brutally, featuring the recent 

collapse of market sentiment and expectations. Nothing 

could be more logical. The strength of the actual global 

economic recovery is anything but uniform. The same 

goes for the rebound in inflation, which is threatening 

the US above all, and even China to some extent. The 

marked stiffening of Beijing, which has opted since the 

beginning of the summer for a much more restrictive 

policy in many respects, and the return of pandemic fears 

with the Delta variant have added to the concerns.  

Should we really be so worried that we fear a “toxic” 

stagflation? 

 

The misfortune of some makes - a few - others 

happy 

It will never admit it. But the buoyancy of Treasury bond 

market gives the Fed more room to maneuver. Inflation 

expectations, one of its key indicators, have clearly eased. 

It is inflationary expectations’ skids that would have 

forced it to change its policy in some way. Unless the 

government, concerned about its difficult refinancing, 

takes matters into its own hands to ¨nationalize¨ interest 

rates in some way (see Weekly published two weeks ago 

about Financial Repression). 

 

Inflation expectations receded lately 

Falling inflation expectations reduce the odds of a severe 

tightening of monetary policy 

 

(Taper) talk is cheap 

Central bankers are liars by obligation, if not by 

profession. We are perhaps once again experiencing, live, 

a new episode. Fed’s asset purchases have accelerated 

recently, compared to the average pace of $120bn per 

month. Indeed, despite the implicit taper talks of the 

Fed's, the central bank’s balance sheet is up another 

~$85 billion USD in a single week!  

Note : most of it comes from MBS (i.e. $80bn). 

 

The continuation of supportive financial conditions will 

prevent growth from dangerously slowing down 

• Investors are exaggeratedly afraid of macro risks 

(stagflation) and of tapering 

• Market jitters, namely on the credit (high yield), would 

justify the postpone of tapering and rather activate an 

alternative scenario of Financial Repression - à la 

1930/40’s - 

 

Currencies. FX markets are in a ‘twilight zone’ 

The USD has been driven higher by the combined forces of 

a Fed moving towards a tapering and the re-assessment of 

global growth prospects on the back of the Delta Variant. 

The former will be very much in focus this week as the 

Kansas City Fed holds its Jackson Hole symposium over 

Thursday and Friday.  

 

However, other factors have driven FX volatility higher. The 

AUD has been on a freefall last week, losing more than 

3.0% against the USD. The AUD is the currency showing 

the largest risk premium in G10 according to short-term fair 

value model. This is not surprising considering that 

Australia is the most dependent on China’s exports. The 
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AUD is also discounting the risks of a further drop in iron 

ore prices as well as lockdowns in many parts of 

Australia. It has also been a tumultuous week for the 

NZD. The country announced a nation-wide lockdown. 

The government adopted an ultra-strict approach to 

prevent the Delta variant from  spreading after just one 

case was found. This has ultimately refrained the central 

bank from delivering a rate hike that appeared all certain. 

This was one of the worst weeks for pro-cyclical 

currencies in recent history. However, hawkish hold 

leaves room for two hikes this year, and the rate-path 

projections were more hawkish than market’s expecta-

tions. So, for now the rate cycle is just delayed, and not 

really questioned. This will remain a positive factor for 

NZD only in the longer run. For now, the downside risks 

remain significant considering the worsening sentiment 

in the APAC region. 

 

FX market volatility 

Source: Bloomberg 

 

Powell attends Jackson Hole and we should get insights 

as to whether the Fed is ready to reel in the some of the 

liquidity - or at least stop adding to it. The Fed tapering 

is now a done deal this year unless the Delta variant 

messes up the outlook. The big question is now how 

aggressive a tapering process we should expect and how 

we should trade it?  Most expect the Fed to shed light on 

its tapering decision, which could be announced as early 

as September and start  in Q4. The length of the tapering 

cycle will be in focus too, with a few FOMC members 

recommending a quicker Fed tapering cycle than what 

we have experienced in 2014. The USD should  stay bid 

into the Jackson Hole event risk. The local data calendar 

sees the August PMI reading, July home sales data, 2Q 

GDP revisions and 2Q personal consumption data, all of 

which should be over-shadowed by the Jackson Hole 

event. 

 

The broad dollar dynamic will also be determined by the 

global risk environment. Unless  China announces some 

policy initiative that could  support local equity markets, 

or  the marked underperformance of Asian assets will 

continue and  keep global EMFX under pressure and the 

dollar bid. At this stage, that support looks unlikely with 

Chinese regulators still in the mood to tidy up the private 

sector. 

• FX trading is set to become a lot more interesting in the 

coming weeks as the world waits to see what the Fed 

will do next as far as tapering is concerned 

• If risk appetite struggles  to recover, the USD should 

remain bid, while pro-cyclical currencies may have a 

tough time 

 

Equities. This powerful 50-day moving average! 

Last week, the stock markets were (a little) shaken by a 

pandemic that is undermining economic forecasts and a 

Fed that could start tapering. Analysts rightly point to the 

unfavorable seasonality, statistically speaking, of August 

and September. Bank of America also reports that retail 

investors are reducing their equity weightings and 

Robinwood expects a slowdown in trading in the coming 

months. 

 

But, for the moment, nothing dramatic. From its peak, the 

S&P 500 was only down 0.8% as the index rebounded on 

its 50-day moving average last Friday, a moving average 

that is becoming a very strong technical support. The Euro 

Stoxx fell by 1.8% from highs and the MSCI World by 1.3%. 

 

S&P 500. In 2021, the index rebounded  

9 times on the 50-day moving average 

 Source: Bloomberg 

 

Still, investors are bracing for a more volatile time. 

Commodities are under pressure with the Chinese 

slowdown and the rising dollar. The two main risks are the 

Delta variant and the Fed. However, Dallas Fed Chairman 

Robert Kaplan, a staunch supporter of reduced support for 

the economy, said on Friday he could change his mind if 

the Delta variant posed a material risk to the economy. 
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Some charts are striking like the gap between equities 

and consumer sentiment. Investors anticipate a rebound 

in the economy and buy stocks for lack of alternatives, 

while consumers are cautious with a pandemic that does 

not end. But it doesn't say whether stocks should fall or 

consumer sentiment should rise; it will depend on the 

health situation in the coming weeks. 

Source: Topdown Charts, Refinitiv Datastream 

 

• In the short term, the Covid remains the determining 

factor, but unpredictable 

• Fed tapering will not be a surprise 

• For the moment, investors are in a buy on dip mode 

and not sell on strength one 

• The pandemic and the climate are pushing us to 

favor US and European equities 

 

Equities. China, the return to the main principles 

of communism 

Since November 2020, the Chinese government has 

started to take over on billionaires and their emancipa-

tion, then on Chinese Big Tech monopolies, then on data 

collection and their use, then on national security and at 

the end on companies listed on the US stock exchange. 

So far, nothing in particular to report; the US and Europe 

are also seeking to reduce the influence of big tech and 

to control the use of private data. 

 

Last week, China passed a sweeping law to prevent the 

abusive collection of personal data and algorithmic 

discrimination, targeting digital giants, the Personal 

Information Protection (PIPL) law. It will come into force 

on November 1st. This announcement caused a drop in 

the prices of Chinese Big Tech shares, already heckled for 

a few months. This new Chinese system will be one of the 

strictest in the world, affecting all private and public 

companies, but not the state. PIPL comes in addition to a 

Cybersecurity Law and a Data Security Law. 

 

By force, Beijing is placing its men on the boards of the 

large private groups; it started with ByteDance, which 

controls TikTok. 

But the rapid and recent ideological acceleration, with the 

return of some great principles of the communism, 

surprised investors. First, in education, with the return to a 

common and egalitarian school. Then, last week, Xi Jinping 

discussed on the redistribution of wealth, putting more 

pressure on the rich, citizens and businesses. The govern-

ment will create a system that will redistribute wealth for 

the sake of social justice. Very high incomes will no longer 

be tolerated. Prosperity will be common. By 2019, the 

number of millionaires in China had surpassed that of the 

United States, creating an ever-widening gap between rich 

and poor. 

 

On this very communist speech, last week, the luxury sector 

fell heavily: LVMH -14%, Kering -18%, Hermes -8%, Prada -

19%, Moncler -12%, Richemont -14% and Swatch - 16% 

(45% of sales are in Greater China). Greater China accounts 

for between 35% and 40% of luxury group sales, not 

counting purchases by Chinese tourists made abroad. We 

must take seriously this new Chinese turn which could 

affect the luxury sector. Between 2012 and 2014, the 

Chinese government launched an anti-corruption 

campaign that affected luxury goods; he has not yet 

detailed how he will act, but we will remain cautious on the 

luxury sector which, despite the correction, still shows high 

valuations. However, technical analysis shows an oversold 

situation and stock prices rebounded last Friday on their 

200-day moving average. 

• We move China to underweight: reforms are too fast 

and risky for investors 

• There is technical support at 4,500 for the CSI 300, 6% 

below last Friday's level. 

• Luxury sector: uncertainties concerning a new Chinese 

system for common prosperity 
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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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