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Weekly - August 30, 2021 

Technology transcends speed and infinitesimal 

In the age of cloud development, global banks and hedge funds have invested a 

lot of capital and energy in high-frequency trading (high-speed execution of 

financial transactions by computer algorithms).  

 

Source: Markets Insights 

 

Algorithmic trading became ¨mainstream¨ when, in 2016, the SEC approved a 

rule proposed by the FINRA requiring developers to register as securities traders. 

At first, it looks like the golden goose. Still, owing to its volume, frequency, and 

automated nature, algorithmic trading rises regulators’ concerns, as it amplifies 

upward and downward market trends, resulting in artificially inflated market 

volatility. In short, algorithmic trading basically hides the identity of large buyers 

and sellers. It is namely considered responsible of the flash crash of 2010 and for 
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causing a loss of liquidity in the currency markets as the 

Swiss Franc discontinued its Euro peg in 2015. The 

European Union is attempting to address these risks 

through the Markets in Financial Instruments Directive. 

Technological innovation is an invaluable and undeniable 

source of progress 

In its early stages, it often generates unintended conse-

quences  

Its flamboyance concentrates the attention of investors, 

media, and regulators 

 

The revenge, the awakening, of the Long Time 

Demography is essentially of interest only to economists 

working on the analysis of potential - of growth or 

inflation - in the long term. Like economics, it is a social - 

human - science. But demography has this particularity 

that it is part of a - very - long time.  

 

The main demographic issues are well-known. Indeed, 

Western countries are aging, quite rapidly, like Italy and 

Germany. Japan and Russia are in even more dire straits 

with rapid population shrinking. But, incidentally, 

according to the latest census, the US is barely in a better 

shape. Indeed, the US working population has started to 

shrink, after decades of positive growth (between 1 and 

2%). This deceleration actually became really entrenched 

from the Great Financial Crisis (2008-9), just when the US 

Federal Debt formation started to… literally explode. 

 

A toxic evolution of US debt and demography? 

 

In short, over the last decade and before the Covid crisis, 

the US has been adding several trillions of public debts, 

while the engine of economic growth - the working 

population - has been stagnating. There is more and 

more debt and less and less economic agents to support 

it, to pay it back... Not to mention the last couple of 

years, with the pandemic.  

The Biden administration is contemplating two means of 

addressing this issue: immigration and rising female 

participation (child-care programs). Incidentally, this is not 

the only problem of the Western countries. China, in a 

major political reversal, is beginning to pursue a frankly pro

-natalist policy. 

The relentless aging of G7 countries plus China will put a lid 

on (potential) growth and fuel further structural dis-inflation 

pressure 

Any improvement in demographics would require years to 

deliver tangible effects 

• Demography, long ignored, will amplify economic 

imbalances in the coming years 

• The major demographic issues will become as 

important as concerns related to high-tech issues 

• This context raises medium-term odds of a pursuit of 

ultra-accommodative policies / financial repression / if 

not of New Monetary Theory experiments  

 

Fixed income. Powell wants to wait on Fed taper 

After the recent echoes of Fed members making the case 

for an early and swift tapering, Powell takes a more 

cautious line. Many officials have been militating for a 

September taper announcement, October start and Q2 

2022 end. Powell suggests it could be appropriate to begin 

the taper this year, but the decision-making process 

involves a delicate balancing act between data and Delta 

Covid variant. The recovery has beaten Fed expectations 

and inflation has sharply run up. Powell pains to disconnect 

QE tapering from interest rate rises. 

 

This tapering discussion coincides with record volumes 

going back to the Fed through the reverse repo, structural-

ly higher than $1trn a day. While the Fed asserts that the 

facility is doing its job, it is still an anomalous situation for 

the Fed to be injecting liquidity on the front-end and to 

discuss reducing it on the long end. 

 

The Fed will face other challenges going forward. First, 

policymakers cannot take for granted that inflation due to 

transitory factors will fade. The second is the risk related to 

the debt ceiling. 

 

The Fed favored inflation measure just reached a 30-year 

high. Supply chains are still super distressed accordingly 

delivery times are still worsening. Global mobility is 

bombed back decades and is a risk to globalization. Job 

openings are record hard to fill and wage growth is 
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coming. Rapidly rising food prices often coincide with 

regime shifts. China constant increase in trade partner 

presence across the globe may lead to structurally 

stronger CNY and weaker USD. All are central Fed 

scenario’s risks. The job market story is different, which 

remains 5.7 million below the February 2020 level. Friday 

job data should be good but must be close to 1 million 

to trigger an earlier Fed tapering start. 

 

US forward inflation 5-years in 5-years 

Source: Bloomberg 

 

There is a downgrade risk on US debt. Fitch just revised 

its rating outlook to negative on the buildup of debt 

through the pandemic. Does this matter? Yes and no. 

When S&P downgraded the US in 2011, it resulted in a 

flight safety. So, while the quality was optically tarnished, 

it triggered an excess of demand. The same could occur 

if Fitch does the same. The most likely scenario is a flight-

to-safety to Treasuries by way of protection. But there is 

also a reasonable probability that moments like these 

could be an opportunity to recalibrate US yields to more 

realistic valuation levels, and that means much higher. 

One thing is for sure though, extreme outcomes will 

bring higher volatility. 

• A September taper announcement remains possible, 

but a strong jobs figure on Friday is critical 

• Between job and inflation data, tapering, debt ceiling 

and risk of downgrade, bond volatility will rise again 

 

Fixed income. European inflation linked bonds 

continue to catch-up 

According to its July minutes, the ECB had a very intense 

debate on implementing its new strategy. A broad 

majority seems determined to demonstrate that the bank 

is serious about the new strategy and stressed new 

forward guidance on interest rates. 

 

This new forward guidance is based on different 

elements. Inflation must be at 2.0% well in advance of 

the end of the ECB forecast horizon. And the underlying 

inflation needs also to be close to 2.0%. Policy makers 

reinforced that they will not raise borrowing costs until they 

see consumer prices sustainably growing at a 2.0% pace. 

 

Some ECB members think that there is a trade-off between 

forward guidance and asset purchases. They mention that 

forward guidance on rates, if credible, should reduce the 

extent to which other instruments need to be deployed. By 

the way, the new guidance doesn’t necessarily imply lower 

for longer interest rates if it ultimately succeeds in 

anchoring inflation expectations at the target. 

 

The ECB targets to shorten the time spent at very low-

interest rates and, by consequence, to lower the required 

volume of asset purchases. This was not how markets 

interpreted the new strategy as yield initially moved down. 

Source: Bloomberg 

 

The ECB chief economist, Lane, just hinted that the 

currently significantly higher pace of bond purchases may 

not be prolonged at the September 9
th

 meeting. Further-

more, ECB Vice President de Guindos recently highlighted 

the improving growth forecasts. This suggests that a form 

of tapering will be discussed at the September meeting. A 

move which will then possibly be followed by a December 

decision to gradually reduce the PEPP, while keeping the 

APP in place. So, it is not anytime soon the end of the QE. 

 

The ECB seems to stick to its rather benign inflation view 

driven by a series of one-off factors without any second-

round effects in sight. The latter seems to be extracted by 

wages which had been so far very moderate. However, 

looking at the recent wage negotiations in Germany, the 

ECB might soon have to rethink its take or at least would 

have to allow for a first round of the so-called second-

round effects as several trade unions have clearly increased 

the demands. And finally, the political stress can resurface 

as German Social Democrats overtake Merkel’s bloc in polls 

ahead of the September elections. 
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• ECB new inflation strategy and changes to the future 

path of interest rates could reduce the need for ultra-

expansionary monetary policy 

• Too early for a tapering. Continue to favor European 

inflation linked bonds 

 

Equities. A stressful time for the automotive 

industry 

The automotive sector is facing two major problems: a 

drastic reduction in production of cars, therefore less 

revenues, and a rise in the price of semiconductors, 

therefore an increase in production costs. A delicate 

situation after a year 2020 almost at a standstill and a 

need for liquidity to finance the technological transition 

to the all-electric. 

 

Since June, stock prices in the automotive sector have 

been stable or declining depending on the stocks, 

reflecting this uncomfortable situation. 

 

Performances 2021. Sector underperformance and more 

volatility reflecting a complicated situation 

Source: Bloomberg 

 

Most automakers already announced a 25% cut in 

production for 2021 due to a semiconductor shortage, 

but Toyota just announced a 40% cut in its global 

production. The pandemic, with its health and logistical 

constraints, is disrupting production chains. A situation 

which should continue in 2022. In the immediate future, 

consumers are starting to be reluctant to buy a new car, 

because either the manufacturers no longer offer their 

complete ranges of cars, hence a narrower choice, or 

delivery times are unbearable, sometimes beyond a year. 

This explains the rise in sales and prices of used cars. 

 

The coincidence of the pandemic, the expansion of new 

technologies (5G, gaming, electronic consumer goods, 

cloud) and alternative energies - climate emergency 

accelerates investments in solar, wind and EV/batteries - 

explain the shortage of semiconductors. An electric 

vehicle consumes 3 to 4 times more semiconductors. But 

not only. The productions of NXP Semiconductors and 

Samsung Electronics were affected by the freeze in Texas in 

February and in March Renesas Electronics' largest factory 

suffered a fire in Japan, after an earthquake in February. 

Renesas is established as the 3rd largest supplier of chips 

to the automotive industry, behind Infineon and NXP, but 

ahead of Texas Instruments. The Japanese company Rohm 

forecasts tight supplies in 2022. 

 

Semiconductor manufacturers also have their problems 

with the supply of raw materials, such as water or essential 

metals. The manufacturing process is very water-intensive, 

and the drought in Taiwan, which accounts for 60% of 

world production, puts production under pressure. To be 

able to switch almost instantaneously, circuits must 

therefore be made with a semiconductor material - a 

substance with an electrical resistance close to both a 

conductive material and an insulating material; silicon is the 

most widely used semiconductor material, due to its good 

properties and its natural abundance. But there are also 

dozens of other semiconductor metals, such as germani-

um, gallium arsenide or silicon carbide. Sanitary constraints 

in mineral producing countries and logistical disruptions 

due to the pandemic are affecting the supply of metals and 

thus increasing production costs. Last week, Infineon and 

TSMC announced a 10% to 20% semiconductor price hike. 

The others should follow. 

 

The main reasons for a possible structural semiconductor 

shortage: 1) electric vehicles will use 3-4x more chips, 2) for 

reliability reasons, automakers and OEMs will tend to favor 

"old" technologies, while foundries and semiconductor 

designers prefer to invest in chips with high added value, 3) 

the consumption of electronic/gaming products will sharply 

increase. 

 

The positive points: 

1. We are facing a supply problem and not demand 

one. We can expect a strong rebound in sales when 

the situation normalizes. 

2. Car inventories are expected to remain low, 

strengthening the pricing power for automakers. 

 

We will follow the upcoming IPO of Rivian, a US company 

that manufactures all-electric pick-ups. Rivian is aiming for 

a valuation of $ 80 billion (!), while it does not yet sell any 

vehicles, which is higher than those of Ford, GM or 

Stellantis. Rivian's main shareholders are Amazon, Ford and 

Cox Automotive. 
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Source: Bloomberg, Barron’s calculation 

 

• Difficulties are increasing for the automotive sector, 

which should continue to underperform 

• Rivian IPO should be interesting 

• Overweight semiconductor manufacturers and OEMs 

 

Equities. US department/grocery stores are in 

great shape 

The large grocery and department stores chains posted 

strong results, reflecting US consumers willing to spend. 

Walmart reports major back-to-school purchases. All 

posted better than expected results, Target, Walmart, 

Macy’s, Kohl’s, Gap. 

 

For the last week, retail traffic, collected through mobile 

phone locations, increased by 34%, the most dynamic 

segments being beauty/skincare products, off-prices 

products, clothing and food. 

 

Summer has been very good and the outlook for the last 

4 months of the year is positive. The return to travel and 

social gatherings supports clothing purchases. Walmart 

and Target saw an increase in traffic in July and August. 

 

Faced with favorable forecasts, Macy’s reintroduced a 

dividend and announced a share buyback program. 

Walmart and Target are successful in expanding online 

sales. Walmart had online sales of $13 billion in 2016; 

they are expected to reach $75 billion in 2021. Walmart 

will focus on e-commerce in food, its biggest advantage 

over Amazon. 

 

With the resumption of Covid infections this summer, the 

University of Michigan Consumer Sentiment Index has 

fallen to its lowest level since 2011. Analysts, such as at 

Fidelity Investments or Leuthold, note that historically a 

weak consumer sentiment indicator is a contrarian buying 

signal on department stores. 

 

Walmart and Target reacted relatively early to competition 

from Amazon, while Macy's or Nordstrom are heavier 

boats, which are beginning to implement strategies to 

regain market share against Amazon and continue to bet 

on the physical presence of consumers by adapting 

business models. 

 

US Department stores and grocery stores. Since 2019, the big 

food / discount chains (Walmart, Target)  have outper-

formed the department stores (Macy’s, Nordstrom) 

Source: Bloomberg 

 

• US grocery stores. Price targets on Target at $280 and 

Walmart at $160 

• US department stores. Macy’s price target at $30 
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