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Weekly - November 15, 2021 

Stagflation scare… confirmed 

Over recent weeks, we experienced a marked flattening of the interest rate 

curves. In doing so, bond markets announce a downgrade of economic 

perspectives for 2022/2023. Fixed income investors implicitly fear that the post-

Covid economic cycle would ultimately prove short in duration. These concerns 

have probably been exacerbated by the marked slowdown to around 2.0% in the 

latest US growth figures for Q3 which decelerated from about 6.0% in Q2. As a 

little icing on the cake, the latest inflation numbers in October - both core and 

headline - have significantly accelerated. 

We still expect a rebound in activity from Q4 

Fears of a truncated/short cycle seem overdone and premature  

 

Notwithstanding central banker claim, inflation surge is not 

temporary! 

They will never admit it. But 

the leaders of the highly 

indebted G7 countries 

welcome the return of 

inflation with some relief. 

Indeed, they are moving away 

from the specter of deflation, 

which, combined with 

excessive debt, is the most 

dangerous cocktail for our 

economies/democracies. The 

dramatic crisis of 1929 is still 

in everyone's memory. The 

problem is that inflation 

cannot be controlled, can hardly be mastered. In the course of economic history, 

we have only very rarely experienced periods of moderate and stable inflation in 

sync with long economic cycles... Once the genie is out of the bottle, it is difficult 

to get it back in. 

 

Inflation, and even better, negative real interest rates are, on the other hand, an 

accurate form of response. It erodes the debt burden. And it is ¨relatively¨ 

painless in the short run for most economic agents, so politically very acceptable. 

In the medium term, it is nothing more than a form of disguised tax on savers 

and a factor of increasing inequalities (pressure on the purchasing power of the 

poor). 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +19.8% 

 S&P 500 +24.7% 

 Nasdaq +23.1% 

 Stoxx 600 +22.0% 

 SPI +21.1% 

 Nikkei +8.5% 

 China -6.3% 

 Emerging -0.4% 

  

 BONDS  

 CHF Corp  -0.4% 

 US Govt -2.6% 

 US Corp -1.1% 

 US HY +4.7% 

 EUR Gvt -2.0% 

 EUR Corp +0.2% 

 EUR HY +3.2% 

   

 CURRENCIES  

 USD index +5.7% 

 EURUSD -6.3% 

 EURCHF -2.6% 

 USDCHF +4.0% 

 USDJPY +10.3% 

 EM FX -5.4% 

  

 COMMODITIES   

 Gold -2.0% 

 Silver -4.6% 

 Brent +57.6% 

 Copper +25.8% 

 CRB index +41.3% 

A dangerous double game 

US inflation flies well above the 2% Fed’s target 
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Our major central bankers have quietly prepared the 

ground over the last two years by changing their inflation 

targets. They have opted for an average vision, which 

considers the long term, instead of a precise figure. They 

have given themselves some leeway. They are currently 

using/abusing this by maintaining a certain temporal and 

quantitative vagueness. However, we are coming to the 

end of a grace period. The recent sharp price slippage in 

the G7 either makes them lose all credibility or impose 

other responses / measures than the status quo. The Fed 

is dragging its feet more than its peers, even though the 

latest inflation figures are worrying. 

Central bankers' denial is forcefully coming to an end 

Bond markets renewed volatility is here to stay 

 

A durable revival of anti-inflation assets? 

Gold, which has been neglected by investors for a long 

time, seems to be regaining some of its color recently. 

Most central banks, especially emerging ones, have been 

accumulating gold over the past few quarters. But large 

institutional investors, commercial banks, and hedge 

funds, were broad-based large sellers.  But a new 

dynamic seems to be taking hold, with also a more 

favorable seasonality. 

 

Gold benefits from tailwinds  

Source: DSI Data from Network Press, trade-futures.com 

 

Historically, the precious metal has been a formidable 

bulwark against competitive devaluations by 

governments. This mechanism may be starting up again. 

Indeed, for the past few days, gold has been 

strengthening against all currencies, including hose that 

have been the strongest in recent quarters. More than 

ever, it is likely that the money presses will continue to 

operate at high speed. 

Gold is reinforcing versus the strongest currencies, like CHF 

Source: Bloomberg 

 

• Central banks are - irremediably - in the spotlight 

• Gold is tentatively regaining its virtues as an 

uncorrelated / protective asset 

• But beware: strong gold price coupled to a firm USD 

and higher US rates would harbinger a risk-off period 

for financial assets 

 

Currencies. King dollar is back 

The last several weeks have produced some substantial 

upside surprises across a wide range of key US 

macroeconomic indicators. The ISM services jumped to a 

record high at 66.7. The Q3 employment cost index posted 

a record quarterly gain of 1.3%. The October payrolls rose 

an impressive 766K. And finally, the October inflation 

posted its strongest annual gain at 6.2% in 30 years. That is 

the 6th consecutive increase above 5.0% and there is little 

to suggest upstream supply bottlenecks are waning either, 

leaving the transitory thesis looking more and more 

doubtful. These data paint an economy that has consigned 

the Delta-driven soft patch to the rear-view mirror.  

 

There was not just a single, or even a handful of 

components of the US CPI that drove the recent upside 

surprise. We saw faster inflation in food, energy, real estate 

and used cars. Maybe the most telling piece is that inflation 

ex all the previous components is up to 4.0%. The 

surprisingly higher inflation consequence was a stronger 

USD 

DXY break out 

 

Source: Bloomberg 
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It is the major theme across currency markets. The broad 

USD index reached its highest level in over a year and 

breaks its 12-month trading range. The trade weighted 

USD index reached 95 for the first time since July 2020. 

The USD is up against all currencies. The Chinese yuan 

remains the most resilient major currencies. If yuan 

resilience fades at any stage - even if we do not believe 

in such a scenario - that will give the dollar another 

significant boost. 

Such a broad-based advance is hard to ignore 

 

US economic surprise index outperformance 

Source: Bloomberg 

 

The USD strength is a major theme as investors build on 

the perception that rising core inflation pressures will 

force the Fed to shift its rhetoric. The White House 

announcement that fighting inflation is a top priority, 

along with Senator Manchin’s reluctance to support 

spending bills due to the threat of inflation are increasing 

the domestic focus on prices.  

 

For the Fed, October CPI is consistent with a PCE inflation 

above 5%. That compares to a year-end FOMC 

projection of 4.2%. This should ensure another round of 

meaningful inflation upgrades at their December 

meeting. The September FOMC dots were already 

awfully close to producing a median projection for lift off 

in 2022, followed by 3 hikes in 2023 and 3 others in 

2024. The December meeting will surely produce another 

hawkish shift higher. Against this backdrop, short-term 

yield support for the USD has been growing. 

 

Yield spread favor a stronger USD 

Source: Bloomberg 

 

From a policy perspective, inflation tolerance is wearing 

thin. Fed Vice-Chairman Clarida stated that he would not 

consider elevated inflation over the next year as a policy 

success. For markets, implied rates already suggest rate lift-

off in Q3 next year, but long-end real yields remain clearly 

negative, suggesting uncertainty over debt loads and other 

structural forces. The direction of real yields will be a key 

question through 2022, dictating the terms for equities and 

broader risk sentiment. 

• Positive macro dynamic and ongoing repricing in Fed 

expectations for earlier hikes (2022) should leave USD 

on the front foot 

• We still remain tactically long USD 

 

Equities. A mixed vision in the short-term 

Stock indices are overbought and the investors’ sentiment 

indicators are in zone of extreme greed. The combination 

of these two factors is usually a signal for a technical 

correction. We see some signs of runaway, like the lunar 

valuation of Rivian (EV) with its $113 billion market cap! We 

will remain cautious, without fearing a strong correction. 

We take profits on some stocks like with Nvidia, AMD or 

Macy’s, although we like these stocks a lot. The stock 

markets are not panicked by an inflation above 6% in the 

US, discounting a limited impact on companies’ margins. 

 

The US 3Q results were strong with gains of 42% for profits 

and 19% for revenues. US profits are expected to rise more 

than 20% in 4Q despite inflation and extreme strain on 

supply chains. But as we wrote last week, there are some 

signs of easing, such as lower shipping prices or the start of 

normalization in the supply of semiconductors in the 

automotive sector. 

 

Earlier last week, Congress approval of the US $ 1.2 trillion 

spending plan on infrastructure pushed the stock prices of 

the companies involved sharply to between +5% and 

+10%. On the other hand, the social and environmental 

spending plan of $ 1,500-2,000 billion (initially $ 3.500 

billion) will be more difficult to pass because of its funding. 

The rise in profits of Covid-proof companies - Apple, 

Amazon, Disney, etc. - is starting to slow down with 

negative base effects. After a booming start by attracting 

nearly 100 million subscribers in one year thanks to the stay

-at-home, Disney+, Walt Disney's streaming TV, only 

attracted 2.1 million new subscribers in Q4, an increase less 

than 2%. Netflix offers a higher increase in subscribers with 

+11% in 2021, but lower than that of 2020 with +21% and 
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2019 with +20%. In streaming TV, Netflix’s business 

model is more solid with regular and quick releases of 

new original movies and series. We value Netflix at $ 800 

per share and Disney at $ 190. 

 

Three large groups, General Electric, Johnson & Johnson 

and Toshiba have announced a restructuration of their 

activities, announcements well received by the market. 

General Electric will split the group into 3 independent 

listed companies: Medical (22% of the group's current 

revenues), Aviation (27%) and Energy (41%). In March, GE 

announced the sale of its aircraft leasing subsidiary 

GECAS to the Irish AerCap in a $ 30 billion deal, receiving 

a 46% stake in the new company, the world leader in 

aircraft leasing. GE copies Siemens and United 

Technologies, which for the first listed Siemens Energy 

and Siemens Healthineers on the stock exchange, while 

retaining the majority of the capital, and for the second 

splitted the group into 3 listed companies, Raytheon 

Technologies, Otis and Carrier. We value General Electric 

at $ 118 per share taking a PER 2022 of 25x for Medical 

(comparison with Siemens Healthineers, Philips, Termo 

Fisher and Danaher), 24x for Aviation (Rolls Royce, 

Safran, Raytheon Technologies, MTU Engines) and 30x 

for Energy (ABB, Siemens Energy, Siemens Gamesa, 

Vestas), and we add the 46% stake in AerCap. Johnson & 

Johnson will split its group into 2 listed entities, 

Pharmaceuticals & Medical Systems and Consumer 

Health (OTC drugs, care & beauty, essential care); Group 

revenues are at 94 billion, splitted at 55% for 

Pharmaceuticals, 28% Medical Systems and 17% Health 

Products. We value J&J at $ 175 per share. These 

announcements have revived speculations on a 

separation of the activities of 3M, still a rare US 

conglomerate: revenues of $ 32 billion come to 34% 

from Safety & Industry, 26% Transport & Electronics, 24% 

Health and 16% Consumer. 

 

After hitting $ 1'240, Tesla stock fell back to $ 1'030. We 

remain skeptical about valuation levels, in absolute terms 

and compared to historical manufacturers. Yes, Tesla is 

ahead of the EV competition. Yes, Tesla is protected by 

its own ecosystem. Yes, Tesla is self-sufficient in batteries. 

Yes, Tesla is not affected by the electrical transition. But 

does it deserve a PER at 170x 2021 compared to GM's 9x, 

Ford's 10x, Stellantis's 5x, Volkswagen's 10x. We are also 

surprised by the complacency of the SEC with Elon 

Musk's tweets and other behavior that borders on price 

manipulation. We value Tesla at $ 600 per share. As for the 

new listing of the company Rivian Automotive, the market 

capitalization of $ 114 billion surprises us for a 

manufacturer that only sells a few cars, even if Amazon, 

which holds 20% of the capital, supports the group. Ford 

holds 5% of the capital. Rivian enjoys a strong label of 

quality coming from Amazon and Ford presences, obvious 

FOMO (Fear of missing out) and the rise of Tesla and Lucid. 

We do not have a price target on Rivian. 

 

In Switzerland, good news hit Sika and Richemont with a 

10% one-day rise in share prices. Sika will acquire the 

German company MBCC (€ 3 billion in turnover) for € 5.2 

billion. This acquisition will increase its diversification and 

gain access to new markets and customers. But Credit 

Suisse lowered its credit rating due to the sharp rise in 

debt. We value Sika at CHF 415 per share. Richemont 

published a sharp increase in results for the first half of the 

year ending September 30th. Sales increased 63% to € 8.91 
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billion, operating profit by 331% to € 1.95 billion and net 

profit by 686% to € 2.15 billion. Richemont is in 

discussions with Farfetch to sell its Yoox-Net-A-Porter 

online sales platform. We still believe that a merger with 

Kering would make sense. We value Richemont at CHF 

160 per share. 

 

The Dubai Airshow starts well with a $30 billion Airbus 

mega-deal from Wizz Air, Frontier and Indigo. 

Manufacturers and airlines are optimistic and want to be 

early in the process of resuming air travel. With a vision 

for 2040, Airbus even considers that the pandemic will be 

only a small parenthesis and that the replacement of 

current planes towards low-carbon planes will accelerate. 

 

COP 26 was disappointing in ending with a minimum 

deal, imposed by China and India, calling for reducing 

the use of coal, not eliminating it. There was still a 

surprise with a virtual meeting scheduled for Monday, 

November 15 between Joe Biden and Xi Jinping; will they 

also talk about the climate? The green theme remains 

interesting, because the interest remains with a domestic 

approach, focusing on solar, wind, electric vehicles, 

batteries, hydrogen, building efficiency and the Smart 

Grid. 

• Stock markets are overbought and investor sentiment 

indicators high 

• There has been positive news on specific stocks 

• EV momentum values appear to us in speculative 

mode 

• The green theme remains interesting despite the 

relative failure of COP 26 
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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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