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Weekly - November 1st, 2021 

¨I stumble through the wreckage 

Rusted from the rain 

There's nothing left to salvage 

No one left to blame¨ 

Billy Talent - 2009 

 

We could feel it coming. As the rate of price increases in the United States 

continues to rise, reactions of economic agents are inevitably multiplying. The 

financial markets have been churning for a while. But, just recently, the bond 

markets have started to reflect this phenomenon over time. Inflation 

expectations, which are derived from inflation-linked bonds in particular, have 

shifted. The bond market now validates the prospect of inflation settling for the 

medium-term around (or even above) 3%. If that was all there was to it! Aren't 

markets versatile by nature and often able of overreacting.  

 

As mentioned recently, salaries are also rising. This can lead to the fear of a 

second-round effect: the inflationary spiral through wages. For the time being, 

this wage increase does not resemble the pattern of the 1970s, when 1) unions 

were strong, and 2) quasi-automatic indexation was widespread. 

 

Nevertheless, an additional, recent element reinforces the questions/fears. 

Consumers are really starting to feel the impact on their wallets. Worse, they are 

also beginning to fear that prices will continue to soar. 

Purchasing power of Americans as well as Europeans, Britons, etc. is starting to be 

¨rusted by the - inflation - rain¨ 

 

US consumers feel the pain 

Except for 2008/9, never such a rise happened in the last decades. And, 

differently from 15 years ago, the current rise in consumers expectations spells a 

major trend change. Of course, economists and the Fed think that we should be 

reasonable. This indicator is extremely volatile and very pro-cyclical. Worse, it is 

completely unreliable in terms of level. To be convinced one only must look at 

the graph to see that expected inflation of around 4.5% in recent years barely 

reconcile with actual CPI figures. Noted. 

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +18.0% 

 S&P 500 +22.6% 

 Nasdaq +20.3% 

 Stoxx 600 +20.0% 

 SPI +17.9% 

 Nikkei +8.0% 

 China -6.2% 

 Emerging +2.1% 

  

 BONDS  

 CHF Corp  -0.9% 

 US Govt -2.6% 

 US Corp -1.0% 

 US HY +4.4% 

 EUR Gvt -2.8% 

 EUR Corp -0.4% 

 EUR HY +2.8% 

   

 CURRENCIES  

 USD index +4.7% 

 EURUSD -5.3% 

 EURCHF -2.0% 

 USDCHF +3.5% 

 USDJPY +10.6% 

 EM FX -5.4% 

  

 COMMODITIES   

 Gold -6.0% 

 Silver -9.9% 

 Brent +62.5% 

 Copper +23.9% 

 CRB index +41.7% 

Rusted by the rain  
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Source: Bloomberg 

 

But, let’s face it, first the pattern of consumers 

expectations in the past quarters features a dramatic 

regime change. Last 12 months constant rise is in sharp 

contrast with the last 10-year regular decline.  

 

And second, there are other reasons to respect this 

indicator. Indeed, the methodology to calculate the 

official CPI – delivered by the administration - has 

undergone numerous revisions. In theory, those changes 

intended to remove biases that caused the CPI to … 

overstate the inflation rate. In practice, most economists 

recognize that political factors, quite understandable (!), 

have rather guided the reforms so that this basket tends 

to underestimate the real increase in price experienced 

by everyone. Public sector pensions are indexed to it. 

Politics at its best. 

Rise in consumer expectations will probably reinforce 

employees call for higher wages 

It may also, ultimately, result in a change of consumers’ 

behavior 

 

Too high inflation for a too long period could eventually 

impair consumption, namely for the ¨not-haves¨. For 

instance, the urban poor segment of the population has 

lately suffered from the double whammy of higher fuel 

and food inflation. The propensity to consume is higher 

in this population segment. 

 

CPI inflation across different income classes (y-o-y %) 

Source: NSSO, National Statistics Office (NSO), CEIC, CRISIL 

• The sharp rise in consumer inflation expectations is 

another warning light for US policymakers 

• It increases the risks, in the medium run, of an 

inflationary spiral 

 

Fixed income. Global front-end yields spike 

Last year, when main developed central banks moved their 

key rates to their lower levels amidst the biggest demand 

shock in a century, many traders and strategists lamented 

that the age of short-term interest rates may be over.  

 

They are back with a vengeance. Global front-end volatility 

has reached the stratosphere. There are very few places to 

hide. A daisy-chain of monetary-policy repricing ripped 

through worldwide bond markets as front-end yields 

spiked and long-ends ones lagged. Taking a quick tour: 

Australian and Canadian two-year yields surged by as 

much as 60 and 30 bps in a couple of days. Australian 

benchmark curve touched the flattest in nearly a year, UK 

30-year yields sank by the most since March 2020. Even the 

spread US 5/30-year yield curve flattened to the narrowest 

level since March 2020. It is interesting that the moves were 

mostly sparked by non-US factors, given that the Fed is in a 

blackout period. 

 

Developed markets 2-year government yields 

Source: Bloomberg 

 

The Australian bond market sets the tone. The RBA has for 

a long time been against any rate hike before 2024. The 

market does not believe this forward guidance and 

forecasts a rate lift in late 2022. The latest inflation data 

came well above expectations and led to massive short-

term government bond sell-off (maturity 2022 to 2024), as 

well as on the long-end. Investors questioned about the 

RBA commitment to its Yield Curve Control (YCC) strategy. 

And indeed, this is legitimate. Last week, the RBA refrained 

from buying the April 2024 Australian government bond, 

prompting a further rise in yields. The market speculates 
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that the Bank could remove its YCC on November 2nd. 

Governor Lowe will face a lot of pressure as it has 

remained dovish for a while. The RBA made a policy 

mistake by exiting de facto its yield curve control without 

an appropriate communication. But it has a chance to 

correct it as soon as this week. 

 

In Canada, many were expecting the BoC to taper its 

purchasing program still gradually and to push back on 

the rate hikes priced. We got a decidedly more hawkish 

outcome. The Bank announced the immediate end of its 

QE and moved the timing of a likely first rate hike from 

S2 2022 to mid-2022. The main Bank concern is about 

inflation which is at an 18-year high. 

 

In Europe, Lagarde did not betray expectations. ECB 

President just said that they discussed only three things: 

inflation, inflation, and inflation. Finally, the Bank has 

shifted its official communication on inflation from the 

broad denial of the summer months towards a much 

more balanced assessment. It still sees the period of 

higher inflation as transitory but has become much more 

balanced with its inflation analysis, paving the way for 

further asset purchase reductions in December. She 

preempted parts of the ECB December debate by 

announcing that she expected the Pandemic Emergency 

Purchase Program to end as planned in March next year. 

On the long-end of yield curve, Rishi Sunak, the 

Chancellor of the Exchequer, decided to cut UK 

government bonds issuance more than expected, 

dragging UK 10-year Gilt yields back to 1.0%. 

 

Yield curves 

Source: Bloomberg 

 

• Monetary policies normalization is spreading 

• Yield curve flattening is always a source of market 

stress 

• The Fed and RBA have both a chance to take over the 

control as soon as this week 

 

Currencies. Commodity currencies are leading the 

pack 

Ahead of the meeting, the Bank of Canada was expected to 

taper its weekly asset purchases from C$2tn to C$1tn and 

to be concluded in December. Instead, we got a decidedly 

more hawkish outcome with a decision to end QE 

immediately and to move its rate hikes expectations from 

S2 2022 to mid-2022. 

 

The statement is very upbeat on both global and domestic 

economic prospects. The BoC is also more wary on 

inflation. September data came in at an 18-year high 

(4.3%), while the core measure is at a 30-year high. 

Inflation pressures have been stronger and more persistent 

than expected. Governor Macklem has already admitted 

that supply chain strains and production bottlenecks are 

not easing as quickly as expected. Inflation is probably 

going to take a little longer to come back down. 

 

US and Canadian job market 

Employment is already at an all-time high, with more 

people at work in September 2021 than in February 2020 

and business surveys suggest a strong appetite to continue 

hiring. The problem is finding suitable staff. This runs the 

risk that wage inflation builds and contributes to more 

prolonged price inflation in the economy. The risks appear 

to be increasingly skewed towards more rates hikes in 

2022. The USD/CAD dropped sharply following the 

announcement as it pushed tightening expectations 

significantly higher. The CAD has now clearly cemented its 

role as a very attractive bullish bet. 
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Commodity related currencies speculative positioning 

Source: Bloomberg 

 

Positioning indicators highlight that the CAD is not 

overcrowded. For the rest of 2021, we would likely need 

to see some deterioration in market sentiment or witness 

a correction in oil prices for the USD/CAD to stage a 

sustained rebound. Given the faster-than-expected move 

by the BoC, we still see upside risks for the CAD.  

• With the economy growing strongly, creating jobs, 

and experiencing more sustained inflation, the CAD 

should remain broadly supported  

 

Equities. Year-end-rally 

A 5% rally is likely by the end of the year. Participation is 

good and broad. The S&P 500 Equal Weighted (0.2% 

weighting for each security) is outperforming the S&P 

500 in 2021 and for the past month the Dow Jones 

Transport has outperformed the S&P 500 and the Dow 

Jones Industrial by 6%. The 3Q21 results are higher than 

expected and we will have time to worry, or not, about 

the 4Q21 results which will be published in mid-January 

2022. With November and December, we are in 

favorable statistical seasonality. One would almost forget 

the economic slowdown, chaos in supply chains, 

semiconductor shortages and inflation. With a market 

capitalization of $ 2,490 billion, Microsoft has overtaken 

Apple ($ 2,460 billion) and has thus once again become 

the world's biggest market capitalization. Tesla rose 

above 1,100 billion and became the 5th largest market 

capitalization in the world. 

 

Market capitalizations of Microsoft,  

Apple, Alphabet and Amazon 

Source: Bloomberg 

 

Market capitalizations of Tesla,  

Exxon Mobil and General Motors 

 Source: Bloomberg 

 

Apple and Amazon's results were below expectations and 

the outlook for 4Q21 is rather negative. The rally could be 

done without Apple and Amazon. But Hertz’s giant 100,000 

Tesla order, Netflix’s huge success with Squid Game, and 

bitcoin records are all pushing investors to stay in the 

market. 

 

Electric car maker Rivian's IPO will be held in November 

and will be one of the biggest IPOs. The valuation is 

expected at $80 billion for a capital raising of $ 8 billion. 

Amazon owns 20% of Rivian and Ford 5%. Rivian already 

has a pre-order from Amazon for 100,000 delivery vehicles. 

 

Other important news: Taiwanese TSMC has said NO to the 

pressing demands of the Joe Biden administration. In 

September, the White House asked any player in the 

semiconductor supply chain, whether it is an American flag 

or not, to complete a questionnaire within 45 days on 

inventories and dynamics of demand and deliveries. The 

Democratic administration says this is to identify possible 

hoarding phenomena and quantify the bottlenecks that 

paralyze the automotive industry, among others, and 

causes shortages of electronic components of all kinds. 

TSMC said it could not pass confidential customer 

information. TSMC was not convinced by the $52 billion 

that the US Congress could inject to rebuild a 

semiconductor production line on American soil. TSMC 

knows that it is overpowered by its technological advance 

and its decisive weight in world production (60%). This 

unmatched strength in semiconductors forces the US to 

protect both TSMC and Taiwan. TSMC is a powerful shield 

for Taiwan's independence; for this reason, it is not certain 

that TSMC will set up a factory on American soil. 
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• Validation of the end-of-year rally 

• The sectors / themes best positioned technically for 

the end of the year: Semiconductors, Banks, Energy 

transition 

• In the longer term, air transport (airlines, airport 

management, duty free) and cruise ships seem 

interesting to us on a technical view : one of the few 

segments with price levels still well below pre-Covid 

levels 

 

Equities. The COP 26 

COP 26 begins in Glasgow for 2 weeks. The Chinese and 

Russian presidents will not be present due to the Covid 

recovery in their country. The main objectives are limiting 

global warming to 1.5°C, carbon neutrality by 2050 and 

climate financial assistance to emerging countries to 

participate in the energy transition. 

 

Rising temperatures on the earth's surface: simulation 

from 1 to 1850 and observation from 1850 to 2020.  

The entire increase between 1850 and 2020 is due to 

human activity. 

Source: GIECC (UN) 

 

Three countries account for 50% of CO2 emissions, China 

(by far the first), the US and India, China and India being 

heavy consumers of coal. It was in 2006 that China 

overtook the US. China, Russia and Saudi Arabia have 

already announced that the goal of carbon neutrality has 

been set at 2060 (10 years later than the Paris 

Agreement). India does not want to set targets. An overly 

ambitious energy transition can cause a deficit in 

electricity production and economic decline. China, 

Russia and India will not make any promises. India is very 

dependent on oil and coal. Narendra Modi will push for 

climate justice and ask richer nations to transfer 

technology and money to developing nations. 

For China and the US, fossil fuels (coal, oil, gas) count a lot 

in the energy mix: 88% in China (60% coal, 20% oil and 8% 

gas) and 80% in the US (33% oil, 36% gas and 11% coal). 

For both, wind and solar account for 10% of their energy 

mix. 

 

China, US and India account for 50% of CO2 emissions  

Since 1850, the US has been the largest  

emitter of cumulative CO2 

Source: CNN 

 

Per capita, the US pollutes more than China  

Source: CNN 
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73% of CO2 emissions come from  the consumption of 

fossil fuels. In transport, road accounts for 12% and 

aviation for 2%. The rapidly growing digital industry 

already weighs more than 4%. Cement manufacturers are 

responsible for 8% of emissions 

Source: Climate Watch, The World Resources Institute 

 

It is not known what will come out of COP 26, but the 

interest of the green theme will grow thanks to national 

efforts and the expansion of certain segments such as 

electric vehicles (US), offshore wind farms (China), solar 

and hydrogen (Europe, Saudi Arabia and Australia). On 

the other hand, one might expect to have a global 

carbon tax market, which today is not penalizing enough 

to force polluters to invest in decarbonization. 

 

Australia and the Middle East could become the biggest 

exporters of green hydrogen, produced by renewable 

energies. 60% of green hydrogen projects are in these 

two regions. Saudi Arabia intends to become the king of 

green hydrogen with its Helios Green project, a huge 

wind and solar installation, based near Neom, the future 

megalopolis (a $500 billion smart city that should start to 

emerge around 2025) in the middle of the desert on the 

shores of the Red Sea. 

 

The green theme has picked up again for a month, after 

a corrective phase (-47% since mid-February according 

to the WilderHill Clean Energy Index). The recent energy 

crisis has raised awareness of the need to accelerate the 

development of green energy if we want to reduce 

November 1st, 2021 



 ♦ 7 

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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