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Europe‘s social democrats are back after many years of infortune. This is true in 

Norway and Germany. It could also be the case soon in Portugal and Spain. 

 

Important political changes lie ahead 

Chancellor Merkel has embodied a lasting form of internal and external political 

stability. Her departure coincides with the arrival in power of a protean center-left 

coalition and the forced rapprochement with Russia, the corrosive energy 

supplier of last resort.  While it is premature to attempt to predict the program of 

the new executive, we can already draw a few preliminary perspectives. In 

principle, the pro-European anchoring will be maintained or even reinforced. 

Conservatism - economic and fiscal - may weaken a little, but not to the point of 

a major change. Banking union would no longer be taboo. The strengthening of 

the Moscow-Beijing duo, in terms of energy and economics, could growingly 

influence German foreign policy. For instance, Berlin will probably, less than ever 

before, go down the road of strategic autonomy / European military sovereignty, 

as suggested by France. 

Germany will have to rely on its economic power and its legendary voluntarism to 

overcome these paradigm shifts 

 

And coincide with significant cyclical tensions 

Germany has been facing severe deflationary pressures for many years. Accentu-

ated by the pandemic, this situation has pushed interest rates into deep negative 

territory. The country's participatory capitalism and competitiveness have helped 

to keep social peace, despite the strong pressure on savings, the financial sector 

and social insurance. These days are over. Latest Producer Price Index figures 

featured a yoy rise of… 14,5%. A record since decades.  

 

German Producer Price Index (YOY) 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +17.1% 

 S&P 500 +21.0% 

 Nasdaq +17.1% 

 Stoxx 600 +18.3% 

 SPI +16.3% 

 Nikkei +4.2% 

 China -4.4% 

 Emerging +0.1% 

  

 BONDS  

 CHF Corp  -0.6% 

 US Govt -3.1% 

 US Corp -1.8% 

 US HY +4.3% 

 EUR Gvt -3.1% 

 EUR Corp -0.6% 

 EUR HY +2.7% 

   

 CURRENCIES  

 USD index +4.0% 

 EURUSD -4.6% 

 EURCHF -1.2% 

 USDCHF +3.6% 

 USDJPY +10.0% 

 EM FX -5.0% 

  

 COMMODITIES   

 Gold -5.2% 

 Silver -7.3% 

 Brent +66.2% 

 Copper +29.3% 

 CRB index +41.6% 

¨… aber KompliZiert! ̈   
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As President Chirac used to say: ¨les emmerdes volent en 

escadrille¨. Domestic corporates are not only facing the 

upward pressure of input - say essentially commodities 

and energy - prices. Unions are - also - demanding 

significant pay rise, arguing that the actual CPI is 

seriously accelerating (September CPI exceeded 4% yoy). 

In 2022, this will intensify corporate margin pressure. 

Maintaining margins would spell additional tensions on 

inflation. A serious dilemma in sight.  

 

German car manufacturers, a pillar of the country’s savoir

-faire, face severe headwinds. They are relatively late on 

the transition towards EV / hydrogen cars. China's 

growing retreat to its domestic economy, once a growth 

market for major high-end manufacturers, will also be 

less buoyant in the coming years. The machinery 

industry, another German flagship, will be affected by the 

announced sharp slowdown in Chinese investment, due 

to the rebalancing of the economy towards consumption 

and the complicated crisis in the residential property 

sector... 

European / German inflation is resurrecting, and interest 

rates are moving up 

The Chinese export market will be much less buoyant  

Scholz will have a strong case. The political transition may 

ultimately prove no so orderly 

• Tensions with profligate European countries and ECB 

may resurface 

• Ultimately, the heterogeneity of the coalition could 

“favor” its vulnerability and therefore unusual 

political uncertainty 

• German industrial flagships face new headwinds. 

Employment may suffer 

 

Fixed income. A too optimistic ECB scenario 

The recent European yields rise will be addressed at the 

next ECB meeting on Thursday 28th. If not, it will be seen 

as a tacit acknowledgement that the recent repricing 

reflects the ECB reaction function well. Current market 

pricing is consistent with a 10bps hike in 2022, and 

another 20bps and 10bps in 2023 and 2024. As 

developed markets are entering a phase of sustainably 

higher inflation, it has pushed UK and US markets to 

forecast central bank tightening. We take no issue with 

the scale of tightening priced over the next 3 years, and 

indeed, the actual ECB deposit rate at 2024-end might 

end up higher than currently implied by the curve. But we 

clearly doubt that hikes can start before 2023. 

 

ECB & other central banks hike expectations  

Source: Bloomberg 

 

Given the ECB commitment to only raise rates once 

purchasing programs (Pandemic and previous QE) will end, 

no hikes are possible before H2 2023. If inflation is near 

escaping central bank control, EUR yields should be more 

concerned about an abrupt purchases end than a rapid 

hiking cycle. Furthermore, the ECB is already discussing a 

new program to substitute the pandemic one when it ends 

in March 2022. 

 

In practice, the EUR front-end yields rise has more to do 

with the recent US and UK front-end yields moves. 

Furthermore, after more than a decade, the German 

Bundesbank just announced that President Jens Weidmann 

will step down by year-end. This comes at a crucial time for 

the ECB as increasing inflationary pressure seems to have 

fueled a more balanced inflation assessment than in the 

summer. The camp of the hawks is losing an important 

voice. 

 

Market-based inflation expectations 

 Source: Bloomberg 
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The risk-off sentiment that dominated through much of 

September has morphed into renewed risk-on. China 

credit spread has tightened again, and high yield is on a 

retightening trend. And more importantly, market-based 

inflation expectations have increased close to, but still 

below, the ECB target. The ECB does not have a lot of 

flexibility. Even if things are moving into the right 

direction in Europe, the market is expecting too much 

from the ECB. 

• There is little out there to materially force market 

rates lower and curve not to steepen 

• Inflation linked bonds remain a haven of peace in the 

bond market 

 

Currencies. Relative interest rates are the EUR/

USD short-term driver 

For the EUR/USD, relative interest rate pricing between 

the ECB and the Fed appears to have been a key driver 

over the past year and noticeably so when European 

interest rates are moving. While ECB policy rates have 

been strongly repriced up, this have recently had a 

positive effect on the EUR, helping it to come back to 

1.1650. For now, most of the ECB potential tightening is 

already well priced in. 

 Source: Bloomberg 

 

The euro may struggle to move up much against the 

USD. The EUR vulnerability is clearly visible with the 

speculative positioning. The data show that speculators 

positioning on the EUR/USD in October is back to neutral 

after months of overweighting. We are still far from the 

sharp underweight adopted during most of the 2012-

2017 period. We suspect that Lagarde will push against 

the pricing in interest rates. Only a more hawkish 

Lagarde tone could be EUR-supportive.  

• Our general view continues to be that EUR/USD will 

slowly drift lower, targeting 1.10 in the coming 

months 

 

Equities. Still too many uncertainties to come back 

to China 

Yes, Chinese stocks are cheap at 15.5x 2021 and 13.3x 2022 

for the CSI 300 and at 10.8x 2021 and 9.6x 2022 for the 

Hang Seng China Enterprises Index (HSCEI). Yes, the 

Nasdaq Golden Dragon (HXC) indices and the CSI 300 have 

broken their bearish corridor to the upside. Not yet the 

HSCEI. Yes, the Chinese indices are clearly underperforming 

in 2021: the MSCI World is up +17%, while the CSI 300 is 

down 5%, the HSCEI by 13% and the HXC by 25%. The 

yuan is strengthening against the dollar and the indebted 

Chinese real estate giant Evergrande has avoided in 

extremis a default. 

 

We could come back on Chinese equities which are lagging 

far behind in terms of performance, but we are still 

skeptical. The Sino-American technological, trade and 

financial wars have shattered a well-oiled globalization. The 

pandemic, the takeover of Hong Kong, the return of 

communism and above all the faltering of real estate show 

the weaknesses of China. Like the rest of the planet, China 

faces an energy crisis and disruptions in production and 

supply chains. 

 

The fall of Evergrande does not represent a systemic risk, 

as the Chinese government has pockets deep enough to 

contain the fallout from property losses. But this will have a 

negative impact on growth, as real estate has been the 

main driver. Real estate accounted for up to 30% of GDP 

growth, accounts for 20% of urban employment and 30% 

of local government revenues from the sale of land. Other 

sources show that the share of real estate would have been 

up to 50% of GDP. 

 

Weight of real estate in GDP 

Source: Kenneth Rogoff, Yuanchen Yang, FT 
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China has one of the highest vacancy rates in the world 

at 20%, 90% of urban households already own their 

homes, and 87% of new home sales were made by 

buyers who already had a home. It will take 2 years for all 

unsold houses / apartments to find buyers. Real estate 

has indeed been driven by speculation. 

 

Deglobalization and reindustrialization in developed 

countries are other sources of potential reduction in 

Chinese growth, a subject that we will not develop in this 

Weekly. 

 

China consumes up to 50% of the world's industrial 

metal production, but, at the moment, we do not believe 

that this calls into question the Commodity Supercycle, if 

Chinese growth were to slow, because 1) the position of 

the strength of the producing countries will increase, 

keeping prices at high levels, 2) the return of investments 

for new production capacities is not guaranteed due to 

geopolitical risks and environmental issues, 3) the energy 

transition will require a lot of industrial metals and 4) US 

spending plans on traditional and green infrastructure 

are important. Regarding steel and aluminum, the 

probable drop in Chinese demand will be offset by the 

numerous closures of highly polluting factories. 

• Chinese growth will be affected by the end of the real 

estate boom 

• The takeover of the Communist Party on social life 

(children, school, families), on billionaires, on 

technology will be another brake on Chinese growth 

• Too many uncertainties to be back on Chinese 

equities 

• We favor American and European equities 

• The Commodity Supercycle is not called into question 

 

Equities. Climate emergency: electricity network 

and energy efficiency 

The green theme is waking up with the approach of COP 

26, which begins next Sunday, and due to the rise in 

fossil fuel prices which makes green energies more 

attractive. The world is torn between a sprint (50% 

reduction in net CO2 emissions by 2030) and a marathon 

(carbon neutrality in 2050 according to the Paris 

Agreement). Russia, China and Saudi Arabia have 

announced their carbon neutrality for 2060. 

Over the next 30 years, the world will experience an 

unprecedented energy transition, with total investments 

estimated at around $ 120,000 billion. A new, more 

electrified, more efficient, more interconnected and cleaner 

energy economy that will call for politics action and 

innovation. The central objective is a scenario of zero net 

CO2 emissions in 2050. 

 

The energy sector is responsible for 70%  

of greenhouse gas emissions 

 Source: Climate Watch, the World Resources Institute 

 

The production of energy / electricity from solar and wind, 

including nuclear and hydroelectric, will have to be coupled 

with a smart electricity management infrastructure - smart 

grid - and interconnected, with energy efficiency and 

behavioral change in businesses and individuals. 

 

The electricity grid infrastructure is outdated and no longer 

adapted to climate change with its extreme events (fires in 

California this summer, frost in Texas this winter, Cyclone 

Ida). In the US, the power grid requires investments of $ 

400 billion by 2030. Joe Biden's infrastructure spending 

plan covers, among other things, the power grid for $ 65 

billion. Not enough. We are moving towards a two-way 

interconnected network where houses, buildings and 

electric vehicles will send information back to power 

producers. Analysis and management in electricity will work 

in real time, which is very important for intermittent 

October 25, 2021 



 ♦ 5 

productions such as solar and wind power. Storage 

systems and two-way information will also be important, 

because customers will generate their own electricity. The 

new architectures of electricity networks will create 

opportunities for investors; for those who have a medium

-term vision, because the change will not happen 

overnight. 

• Leaders in Smart Grid: Aptiv, Eaton, Emerson Electric, 

Schneider Electric, ABB, Itron, Landis + Gyr, Enphase 

or SolarEdge 

• Global Smart Grid ETF: First Trust Smart Grid 

Infrastructure (GRID US, US33737A1088) 

• Energy efficiency of buildings: Johnson Controls, 

Eaton, Honeywell, Carrier 
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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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