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Weekly - September 20, 2021 

Vladimir is self-inflicted, as the Covid would have affected his close circle. He is 

lashing out like never before against his political opponents ahead of the 

elections, which are already locked in place. There is talk of a significant drop in 

his popularity, especially amongst the youngest part of the Russian electorate. Is 

Putin on the brink?  In fact, what he fears more than the ballot box are huge 

demonstrations, like those that shook Belarus. The Russian economy is recovering 

not so badly from the pandemic, despite a calamitous health management. The 

last few months have been a bad - short term - patch, that seems to be coming 

to an end.  

Despite apparencies, the future is getting clearer for the renowned tactician  

Putin may indeed be demonstrating qualities as a fine strategist 

 

A stalemate situation after Geneva summit, really? 

There was clearly no significant progress at the far end of the lake. This round of 

observation went about as well as it could, given Joe's historical antagonism and 

high contentiousness for Vladimir. Even more so knowing that Russia had been 

officially ¨demasked¨ for meddling in the US election. In the aftermath of the 

summit, Russia seems to have reduced the pressure on its border/buffer zone 

closest European NATO members. And Moscow is throwing less fuel on the fire 

in Ukraine. Only time will tell if this small lull is sustainable. 

 

But, at the same time… Russia did it again with Riyadh! On August 24
th

, Saudi 

deputy minister of defense Khalid Bin Salman twitted that the kingdom and 

Russia had signed an agreement aimed at developing areas of joint military 

cooperation. As a matter of context, this agreement comes on the heels of the 

withdrawal of US troops from the region, not to mention the pull-out of eight 

Patriot anti-missile systems from Saudi Arabia, Jordan, Kuwait, and Iraq, as well as 

a Terminal High Altitude Area Defense (THAAD) system from the Kingdom. This is 

not the first arms agreement between the two countries. In 2017, Riyadh already 

infuriated Washington when it bought $3 billion worth of arms from Moscow. 

Granted, this time the Saudis engage to limit their military deals with Russia to 

small orders of relatively benign equipment. Still, in doing so, it sends a clear 

signal to Washington. It is the same kind of message as when the Saudis accept 

Yuan for the payment of their exported oil to China since a few years… 

Putin gave nothing away in Geneva 

Its breakthrough rapprochement with Saudi Arabia opens tentative new horizons 

 

 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +16.1% 

 S&P 500 +18.7% 

 Nasdaq +17.3% 

 Stoxx 600 +17.3% 

 SPI +17.4% 

 Nikkei +10.9% 

 China -4.2% 

 Emerging +1.4% 

  

 BONDS  

 CHF Corp  +0.3% 

 US Govt -1.6% 

 US Corp -0.2% 

 US HY +4.9% 

 EUR Gvt -1.4% 

 EUR Corp +0.7% 

 EUR HY +3.6% 

   

 CURRENCIES  

 USD index +3.2% 

 EURUSD -3.5% 

 EURCHF +0.5% 

 USDCHF +4.1% 

 USDJPY +6.6% 

 EM FX -2.0% 

  

 COMMODITIES   

 Gold -5.6% 

 Silver -10.2% 

 Brent +41.9% 

 Copper +26.0% 

 CRB index +31.4% 

Putin steps back 

on the gas 
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Prince Bin Salman and Russian Deputy Minister of 

Defense Alexander Fomin 

 

 

 

 

 

 

 

 

 

 

 

Natural resource provider of last resort 

The contours of Washington's retreat on the Nord 

Stream 2 discord gas pipeline are unknown. Some 

people claim that the US concessions have been 

matched by a German (European) commitment to 

maintain a united political and economic front against 

Beijing. Who knows and, in the end, who cares? NS2 is 

about complete and functional. Germany, entangled in 

its mismanaged exit from nuclear power... can breathe! It 

will be able to face a possible harsh winter without the 

risk of an energy shortage that would have been 

synonymous with a form of humiliation and would have 

tarnished the exit of A. Merkel from the political world.  

 

While the US dollar is essential for its international trade, 

it makes Russia vulnerable to Washington sanctions. 

From 2014, Moscow has been reducing the share of its 

dollar holdings since Western countries imposed 

sanctions in the wake of the annexation of Crimea. The 

economy ministry said that from May 2020 the share of 

USD-denominated assets had been reduced to 0% from 

35%. In this context, Putin is using his position of 

strength as an almost exclusive supplier of natural gas to 

Europe. European nations are going to pay for Russian 

gas in euros. 

 

And… at the same time, a contract is under discussion 

between Mali and the Russian company Wagner, an 

army that is in principle private, but in fact linked to the 

Kremlin. Of course, officially in Russia, Wagner does not 

exist! De facto, under the direction of Evgueni Prigojine, a 

close associate of Vladimir Putin, its fighters/mercenaries 

are paid to go and fight on fronts where Russia has 

interests: Ukrainian Donbass, Syria, Libya, Sudan, 

Mozambique, and... Centrafrica. Needless to say, Paris 

takes a very dim view of Wagner's potential arrival. 

Putin is at the same time out-maneuvering Europe… 

… and reducing its USD dependence 

• Russia is redeploying internationally, by using its 

(only) master-trump card, its army 

• Russia, an economic dwarf, gained its place at the 

table of the world giants 

• Russia’s authoritarianism and political crackdown will 

resurge after the elections 

• The sharp rebound in oil and natural gas only 

strengthens its position 

 

Currencies. Emerging central banks have already done too 

much? 

Inflation was in the limelight last week even as the 

transitory vs. persistent debate remains unresolved. While 

the prices of some pandemic-sensitive goods have eased, 

there are early signs of more persistent pressures. On this 

front, we think challenges in EM are likely to continue. EM 

bankers have steadily tightened monetary policy for most 

of the year. They have aggressively responded to accelerat-

ing inflation and have tightened policy rates much quicker 

than G10 central banks. EM policymakers have several 

factors to consider when determining monetary policy 

settings. Inflation levels are well above target ranges due to 

elevated commodity prices, supply chain disruptions and 

currencies weaknesses. 

 

Despite so many variables, EM central bankers have not 

taken any risks. Policymakers have generally tightened 

monetary policy at a quick pace. While they view the 

current inflation episode as transitory too, they are 

concerned that higher realized inflation translates into 

higher inflation expectations. 

 

Policy rate in Emerging countries 
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Some of the larger and more influential central banks 

such as the Brazilian, Russian, and Chilean central banks 

have raised policy rates more than expected and Mexico, 

Hungary, and Peru – as many others – have pursued 

their tightening dynamic. EM inflation should moderate 

over time as some of these temporary shocks unwind but 

also because of the policy response implemented so far. 

A possible Fed tapering in 2021 may have played a part 

in recent responses, but EM central banks have less 

tolerance than their developed market counterparts for 

above target inflation. 

 

The average EM policy rate has steadily climbed this year 

to around 3.80%, up from 3.00% at the beginning of the 

year. While it is still below pre-pandemic levels, market 

participants are expecting higher rates at least through 

the next 12 months. However, with the Fed likely to taper 

asset purchases before year-end, emerging currencies 

could come under renewed pressure. 

 

Additional rate hikes could be necessary to defend their 

currencies. However, those central banks have limited 

room of maneuver as key rates will be back to pre-

pandemic levels. And as the Fed will taper, policymakers 

may need to tighten at an even quicker pace to ensure 

stability in their respective currencies. 

 

Despite widespread rate hikes across many EM, 

entrenched negative real rates diverge markedly from 

decade averages. First, persistent negative real rates can 

trigger capital flight. Second, central banks (and 

investors) are cognizant of the risks posed by negative 

real rates; central banks considered ahead of the curve 

will likely be rewarded in terms of relative credibility. 

 

EM real rates  

Source: Bloomberg 

The only exception is China which has a totally different 

profile. While Chinese financial conditions are amongst the 

tightest in the world, the PBoC recently injected more cash 

into its banking system in a sign that authorities are 

seeking to avert a funding squeeze. The central bank just 

added 90bn yuan ($14bn) through 7-day and 14-day 

reverse repurchase agreements. It is the 1st time this month 

it added more than 10bn yuan on a single day. Given the 

Evergrande collapse, avoiding a systemic liquidity squeeze 

is the absolute priority for the PBoC. A Lehman-style 

financial-market meltdown is not our top concern as 

Chinese authorities are supporting the strategic state-

owned banking system.  

 

Financial conditions indices 

(higher curve spell looser conditions)  

Source: Bloomberg 

 

• Too early to come back into EM currencies 

• While risks are mounting in China, the CNY remains 

amongst our top picks 

 

The Commodity Supercycle 

 Supply: concentration and discipline of production, 

geopolitical risks and, in the short term, supply 

disruptions due to the pandemic, which is not 

expected to normalize in the next 1-2 years. 

 Demand: decarbonization of the economy. 

 Carbon credits: miners and producers of finished/

semi-finished metals will see a surge in carbon 

credits to force them to produce in a less polluting 

manner and to invest in carbon capture and storage 

systems. Consequence: drop in overall production 

(supply). 

 Collateral effect: the ecological transition will be 

inflationary. 
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Bloomberg Commodity Index 

 

Evergrande’s problems in China did not validate the 

breakout of the Bloomberg Commodity Index 

 

Uranium 

In the 1970s, environmentalists, an emerging leftist and 

alternative movement, focused their attacks on nuclear 

power generation, a dangerous energy with the risk of 

accidents and waste management. 

 

Today, the ecological transition is putting nuclear power 

plants back in the spotlight, even among enlightened 

environmentalists. It is the only energy source that does 

not emit CO2, is clean and produces electricity without 

interruption. Solar and wind power produce electricity 

only intermittently, with sunshine and wind. The Danish 

wind farm manager Orsted produced less electricity in 

2021 due to less sustained wind than expected. If we 

want to succeed in the ecological-social transition, 

meaning to avoid social injustice by a high cost for the 

less privileged, we must produce electricity at a fair 

financial cost for producers and for consumers; this is 

only guaranteed by nuclear today. 

 

The financial market seems to anticipate, perhaps not the 

return of nuclear power, but at least its non-give up at all 

costs. The price of uranium has risen sharply in recent 

months, while still being very far from its peak price of 

2007. A major earthquake in Japan in 2007 and the 

Fukushima disaster in 2011 shook the nuclear industry, 

causing in two cases a plunge in the price of uranium. 

Uranium price 

 

The main uranium producers in 2019 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The share of nuclear in overall electricity production is 10%, 

compared to 38% for coal, 23% for gas and 3% for oil. In 

2020, the civilian nuclear fleet had 442 reactors in 31 

countries. The US has 94 reactors, France 56, China 47 and 

Russia 38. 
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Where are the new nuclear capacities? There are 54 new 

reactor projects, including 15 in China, which is expected 

to build 200 reactors by 2050. Commissioning and 

projects mainly concern China, South Korea, India, Russia 

and the United Arab Emirates, but Europeans are active 

like France, Poland, Czech Republic, Hungary, Romania, 

Slovakia, UK and Slovenia. Japan is slowly restarting its 

nuclear program with the goal of returning nuclear 

power to 20-22% of the electricity mix by 2030. Turkey 

will soon have its first nuclear power plant with 4 reactors 

which will produce 10% of the country's electricity. 

 

Which countries are exiting nuclear power? Germany, 

Switzerland, Belgium, Spain. South Korea and Taiwan are 

backpedaling in favor of nuclear power. 

 

Uranium is a common metal in large quantities with 

relatively well distributed production. It is 1,000 times 

more common than gold. There is no specific geopoliti-

cal risk as with lithium (production Australia 53%, Chile 

22%), cobalt (Democratic Republic of Congo 70%), 

platinum (South Africa 70%) or palladium (Russia 40%). 

 

Uranium is not found in nature in its pure form. In a first 

step, the rocks, which contain uranium, are crushed into 

a fine powder, then dissolved in a solution of sulfuric 

acid; the liquid solution is washed and dried, giving a 

yellow paste called "yellow cake". For the civil use of 

uranium, it must be enriched by increasing uranium 235 

from 0.7% to 3%-5% to the detriment of uranium 238, by 

gas diffusion or by centrifugation, to cause nuclear 

fission that free up energy. 

 

There is a shortage of supply. The equilibrium price of 

production is between $10 and $40. Faced with the costs 

of the energy transition, countries which had announced 

a close exit from nuclear power, are in the process of 

extending the life of power plants. Kazatomprom 

(Kazakhstan) has reduced its production and as well as 

Cameco (Canada) with the largest mine in the world, 

McArthur River, and the 2nd largest mine in the world, 

Cigar Lake (Cameco), are idling because of the Covid. 

Cameco anticipates strong prices for the next two years. 

Nuclear power plant operators have experienced very 

low uranium prices in recent years and have not seen the 

urgency of rebuilding inventories; they are expected to 

become major buyers in the coming quarters. 

 

 

 

The Chinese are developing molten-salt nuclear reactors 

using liquid thorium. This process would be safer than 

uranium because molten-salt cools and solidifies quickly 

when exposed to air, isolating thorium and limiting 

potential loss of radioactivity in the event of an accident. 

This type of reactor does not require water. Some consider 

thorium to be the Green Atom. Thorium is cheaper than 

uranium 235 and more abundant, and would solve a large 

part of the problem of nuclear waste management; 

thorium, less radioactive, disintegrates in less than 500 

years against 10,000 years for uranium 235. Today, China 

will inaugurate its first prototype and plans to market it by 

2030. The largest reserves of thorium are located in India, 

Australia, US, Turkey, Brazil and Venezuela. Then, the 

advantages of thorium are: no military dimension, no water 

consumption, easier waste management and quicker 

process for enrichment. Obstacles: the chain reaction to 

release energy is less stable than that of uranium and 

plutonium and corrosion caused by molten-salts in 

equipment and piping. 

• The demand for uranium will increase with new 

reactors coming and the life extension of existing 

plants 

• Nuclear power is becoming acceptable, and probably 

essential, in the decarbonization of the economy 

• Uranium producers, like other industrial metals, are 

disciplined 

• With thorium, China demonstrates its ambition to 

dominate the nuclear industry of the future 

• In the short term, uranium is very overbought and 

there is a risk of a strong correction 

• In the long term, the Uranium theme is interesting 

• Diversified investment vehicle to buy on a correction. 

Shares: Global X Uranium (URA US/US37954Y8710); 

current price $25.6 and buying zone $15.8-18.2. 

Physical: Sprott Physical Uranium Trust (U-U CN/

CA85210A1049); current price: C$16.6 and buying 

zone C$13.5-14 
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Industrial metals 

Except for iron ore, the price of industrial metals is 

holding up well despite the macroeconomic risk linked to 

the Covid and the Chinese slowdown. 

 

Evolution of industrial metal prices in 2021 (base 100) 

 

Iron ore prices have halved over the past 3 months, while 

steel prices continue to rise. Iron ore is the main metal 

used to make steel (metallic coal and nickel are also 

used). The main reasons for the fall in prices are the 

reduction of Chinese steel production to reduce 

pollution, the adjustment to the downturn in real estate 

and the use of inventories which had reached historically 

high levels. This situation weighs on Australian exports 

(iron ore accounts for 40% of total exports), not to upset 

China, which is in open trade war with Australia. The fall 

in iron ore also follows a very sharp rise in prices 

between March 2020 and May 2021 from $77 to $240, an 

increase of more than 200%. 

 

For other industrial metals, raw (copper, nickel, zinc) or 

finished/semi-finished (steel, aluminum), supplies remain 

tight due to pandemic disruptions in production and 

logistics, as well as low investments granted in recent 

years in new production capacities. Aluminum prices soar 

with fears that China will cut output at its most polluting 

factories, with China accounting for 50% of global 

production. 

• We buy Alcoa and Norsk Hydro in aluminum, and 

Freeport-McMoran and Glencore in copper 

• The large companies integrated in iron ore, BHP, 

Rio and Vale, enter oversold technical zones. We 

can reconsider investing in it. Evergrande’s 

problems in China will offer buying opportunities in 

this segment 

 

 

 

Fossil fuels 

The prices of fossil fuels are rising. Inventories are low, 

production is lower than pre-Covid levels, investors 

anticipate higher prices with winter coming and power 

producers fear a cold winter. And this summer, the 

performance of renewable energies (solar and wind) was 

lower than expected. The introduction of a tax on methane 

emissions worries the oil and gas industry about an 

inevitable increase in production costs. But the most 

penalized will certainly be the consumers. 

 

Evolution of industrial metal prices in 2021 (base 100) 

 

Gas inventories were not replenished in Europe. Russia has 

cut exports, presumably to put pressure on Europe, and 

Germany in particular, to push the controversial Nord 

Stream 2 pipeline and through the Ukrainian pipeline. The 

phasing out of coal reduces alternatives when the price of 

gas goes up. In Asia, the maritime transport of LNG 

(liquefied natural gas) is disrupted by the pandemic. 

 

Oil prices are controlled by OPEC+. From October until 

September 2022, the cartel wants to gradually increase its 

production by 1 million barrels/day. 

• We recommend to buy Chevron in oil 

• In the short-term, the gas segment is overbought. We 

wait a correction before buying 
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