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We might as well say it straight out. Trump's trade deal with China, signed in 

early 2020, was a fool's bargain. It consecrated the significant deterioration of 

bilateral relations where the two protagonists were constantly inveighing against 

each other and setting up barriers and customs taxes. It had only one virtue, to 

slow down the drift of relations between the two giants and to set a medium-

term trade/financial roadmap, politically acceptable to both parties at that time.  

The gap between the US and China remains multi-factorial and structural 

The Trade Deal was a temporary artifice, showing its limits today 

 

A plausible pandemic excuse, for a while 

The collapse of world trade in 2020 affected China less than the major 

industrialized countries, thanks to its very firm Covid policy. Consequently, 

pandemics may – at best - partly explain ex-ante the weakness of its imports 

from the US in 2020. But looking more precisely at data ex-post, while world 

trade fell 12% in 2020 compared to 2019, China's total imports contracted by only 

1%. And more, 2021 is a radically different story, with the end of the lockdowns 

and the very strong economic rebound. The figures actually confirm China’s 

reluctance to buy American stuff.  Indeed, from January to September, China's 

total imports of the United States reached $99.0 billion, compared with a year-to-

date target of $146.0 billion. In short, this roughly represents a 60% 

achievement… 

Source: Peterson Institute 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +20.2% 

 S&P 500 +25.1% 

 Nasdaq +23.9% 

 Stoxx 600 +21.1% 

 SPI +19.7% 

 Nikkei +7.5% 

 China -7.0% 

 Emerging -2.1% 

  

 BONDS  

 CHF Corp  -0.2% 

 US Govt -1.9% 

 US Corp -0.1% 

 US HY +5.0% 

 EUR Gvt -1.6% 

 EUR Corp +0.4% 

 EUR HY +3.1% 

   

 CURRENCIES  

 USD index +4.9% 

 EURUSD -5.3% 

 EURCHF -2.2% 

 USDCHF +3.3% 

 USDJPY +9.9% 

 EM FX -4.9% 

  

 COMMODITIES   

 Gold -4.4% 

 Silver -8.5% 

 Brent +61.2% 

 Copper +23.2% 

 CRB index +40.1% 

The SCM 
(Smallest Common Multiple) 
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The achievement rates per segments vs. targets are as 

follows: agriculture 90%, manufactured goods 63%, and 

energy 60%. As luck would have it, Chinese food 

purchases have been strong. Beijing is anxious to avoid a 

spike in food prices, which brings back bad historical 

memories as a vector of popular revolt.  

 

Conversely, the weakness of purchases of manufactured 

goods, particularly in the automotive and aerospace 

sectors, is more treacherous. China is seemingly 

redirecting them to Europe. There is little doubt that it 

has an ulterior political motive. When it comes to energy, 

China does not hide from favoring the development of 

its imports with Russia, Iran and even Saudi Arabia. And 

is very officially happy to pay part of it in Yuan. 

 

This puts the US in a delicate political position. According 

to US Trade Representative, Katherine Tai, on October 

4th, the new US Administration essentially only wants to 

enforce Trump’s trade deal (Phase I). This will prove even 

more unlikely if one considers that the agreement also 

engaged China to make progress on intellectual property 

rights, farm imports, liberalizing financial services sector. 

Trump's trade war hasn’t produced any economic, 

financial, or political success 

 

R.I.P. TPP 

The Obama administration had in its time tried to 

position itself as a leader in trade matters by developing 

the Trans-Pacific Partnership. This TPP was a massive 

trade agreement signed by twelve Pacific Rim countries 

and the United States, that together comprised 40% of 

the global economy.  

 

The embedded idea was to exclude China to better 

contain it. The deal was never ratified by the US 

Congress, as it became a target of both Republican and 

Democrat candidates during the 2016 presidential 

campaign. More, this project has been subsequently 

dynamited by Trump. Still, a light version of it emerged, 

called the CPTPP, notably at the initiative of Japan. 

Eleven TPP countries slightly modified the agreement 

and left the door open for the United States to rejoin. 

Ironically, China actively has lately applied for it! 

The CPTPP, entered into force in December 2018 

It represents about 13/14 % of global GDP 

Source: Asia Briefing 

 

The left-wing of the US Democrats is clearly anti-

globalization and confronts free-trade agreements. These 

days in Washington, Biden does not dare to frustrate them 

politically by preparing a possible return of the US to any 

of these international partnerships. He is purely and simply 

stunned on this front. 

TPP would have ensured that the United States led the way 

on global trade rules 

CPTPP adhesion would allow for a more efficient China 

containment 

• China acts determinately to disengage from the USD 

zone 

• Biden Administration stagnation reflects domestic 

weakness and geopolitical embarrassment 

• Status-quo raise the odds of US trade balance 

deterioration 

• Ultimately, this will be a negative factor for the USD 

 

Fixed income. The long-waited taper is on! 

The Fed has formally acknowledged that the economy is 

well on the road to recovery and announced the tapering. 

Monthly asset purchases will slow from $120bn to $105bn 

later this month with purchases reduced $15bn every 

month until the program is concluded in May 2022. The 

pace of purchases could be adjusted if needed. 

Nonetheless, monetary policy remains ultra-

accommodative. The Fed does not consider the move as a 

policy tightening even if it fundamentally is. 

 

On the key point, i.e. elevated inflation, the Fed reiterates 

that it is largely the result of transitory factors. An easing of 
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supply constraints is expected to support continued 

economic gains and employment as well as a reduction 

in inflation. It will keep Fed Funds rates unchanged until 

labor market is back to pre-pandemic levels and inflation 

is on track to moderately exceed 2.0%. This is a very 

gradual start to policy normalization. 

 

The economy is bouncing back, and inflation risks are 

rising, leading us to conclude that policy tightening is not 

that far away. The ISM services index reached a new all-

time high. Inflation pressures are intensifying. The 

employment cost index surge to 1.3% quarter-on-

quarter is a clear warning sign of the depth and breadth. 

Surging housing costs, energy and second-hand car 

prices make it highly likely that US headline consumer 

price inflation will stay above 5.0%. The Fed assertion 

that longer‑term inflation expectations remain well 

anchored at 2.0% looks less and less credible. 

 

Consumer short-term inflation expectations 

 

In the Q&A, Chair Powell affirmed that it is possible 

maximum employment can be regained by the 2022-

end. Hikes will follow and higher rate risks have 

increased. The QE will be concluded by mid-next year. 

Interest rate increases will not be far behind, and given 

the evident intensification of inflation pressures, the risks 

are skewed towards more hikes. 

 

The Fed morphs from liquidity creation to contraction. 

The Fed holdings have doubled - because of the 

pandemic bond buying – and will reach $9trn by mid-

next year. Now that the Fed will slow down purchases, 

and ultimately stop buying, the balance sheet holdings 

will freeze. That will end the liquidity additions. With 

$1.6trn getting shipped back to the Fed on the overnight 

reverse repo facility, there is clearly little need for liquidity 

support. That is the clear technical rationale for ending the 

bond buying program. It also implies that the Fed can start 

to manage this liquidity excess out of the system. 

 

So, there are imbalances, and this is unlikely to change until 

the debt ceiling is solved, which is unlikely before 

December. The pressure of the debt ceiling makes it 

difficult for the Treasury to re-build its bills issuance profile. 

It is likely that the Treasury will choose to do so as soon as 

they can, even as they have announced a reduction in 

longer term issuance. Now that a bipartisan infrastructure 

plan has been signed, the debt ceiling will be the next 

focus. 

 

Federal Reserve Reverse Repo amount 

Source: Bloomberg 

 

• The taper is a phase shift from reserves addition to 

reserves contraction. That will make liquidity feel 

tighter, placing upward pressure on market rates 

• We will really need to get a debt ceiling suspension 

before there is a real impact on rates 

 

Fixed income. Volatility comes from outside the US 

Despite some recent hawkish comments from Governor 

Bailey, the Bank of England has defied markets and kept 

rates on hold. We were amongst the one expecting a 15bps 

increase to 0.25% last week, in what we suspected would 

be a dovish hike. Instead, we got was a dovish hold. The 

BoE tried to push back hard against medium-term bets that 

Bank Rate would be hiked aggressively over the next 18 

months. It has lowered its near-term growth forecasts. 

 

Either way, a rate rise is coming. What comes next year 

however is far less assured. There are undoubtedly warning 

signs for markets. Bailey hinted that the scale of rate rises 

expected by investors maybe be misplaced. And the fact 

that only 2 members voted for a rate rise last week hints 
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that a rapid tightening cycle could struggle to command 

sufficient support. There will inevitably be a debate about 

whether the 7 members who voted to keep rates on hold 

did so as a temporary pause, or out of broader 

skepticism that rate rises are needed at all. Its statement 

leaves little doubt that a rate rise is likely in December 

and at most, 2 further rate rises next year. 

 

The surprising dovish outturn from the BoE contrasted 

with the hikes from smaller Central European banks and 

a firm Norges Bank guidance for hiking. However, the 

BoE stance did reflect the patience of the FOMC in 

respect to rate moves and the RBA’s guidance on the 

limited scope for near-term rate hikes. 

 

Bond and equity volatility 

Source: Bloomberg 

 

This was the most hawkish statement since launching 

emergency settings back in March 2020. 

Acknowledgement that rates will have to rise imminently 

to ‘meet its targets’ was enough for the market to simply 

push back expectations for a hike to the next meeting on 

December 16th. 

 

This has triggered quite a sharp adjustment in UK short-

term rates as well as other maturities and markets 

• Global markets interconnexion is confirmed 

• Fixed income volatility is here to stay 

 

Equities. A short-term pause is desirable, but 

uptrend intact 

The year-end rally is alive. All sectors / segments are 

participating in the rise. After 8 months of sideways 

movement, the Russell 2000 (small and mid-sized 

companies) broke its resistance last week with a jump of 

5%. The Dow Jones Transportation had already broken 

its resistance in mid-October with an increase of 13%. In 

2021 with +26.3%, the S&P 500 Equal Weighted (0.2% 

equal weighted) recorded a performance better than that 

of the S&P 500. The CAC 40 broke its previous record 

which dated back to April 2000. The employment figures 

were well, the Fed won't go any faster still considering 

some of the inflation is transitory and the big US banks 

have said that the pandemic was behind signaling a surge 

in loan and credit card applications. The US Congress has 

just approved the plan of $ 1,200 billion for infrastructure 

(transport, electricity and water networks, broadband, 

electric vehicles); the Democrats hope to pass a 2nd 

spending plan of $ 1.7 trillion on social security, families 

and the environment, initially estimated at $ 3.5 trillion. 

 

Supply chains and global logistics remain under strain, but 

GXO Logistics, one of the world's largest contract logistics 

providers, is starting to see signs of easing. We have said: 

Since September, we have been in a peak of extreme 

stress, but the situation will gradually normalize and 

companies will restock regardless of demand. Even if Covid 

infections return with winter and if the constraints return, 

both at home and at borders, global logistics will 

normalize: manufacturers and logistics companies are 

adapting to the virus which risks staying with us for a while 

in being creative. Moreover, the prices of maritime 

transport are falling sharply, both for dry bulk materials and 

for containers. 

 

Baltic Dry Index. Price index for maritime transport for dry 

bulk materials (coal, iron ore, grains) 

Source: Bloomberg 

 

WCI Shanghai to Los Angeles Container  

Freight Benchmark Rate 

 Source: Bloomberg 
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The chart below from IHS Markit shows an all-time high 

in deliveries delay. A level (the curve in pink) below 50 

means delivery times are deteriorating (longer). When 

delivery times get longer, prices go up. The 2 curves 

logically evolve in opposite directions. 

Source: HIS Markit, JPMorgan, Bloomberg 

 

The world's largest shipping carrier, the Danish Maersk, 

notes that there is no capacity problem, but problems in 

the ports, in particular due to the lack of manpower. 

 

Last week, there was a violent sector rotation, from Covid

-proof / Covid biotech to global air transport (airlines, 

airport managers and duty-free stores), leisure, hotels, 

rental accommodation platforms (Airbnb), travel 

agencies (Expedia) and cruise lines. Moderna, BioNtech 

or Peloton fell heavily last week. 

 

In the very short term, we would like the stock markets to 

take a break, because they are entering an overbought 

zone. Some stocks are very overbought like Nvidia, Tesla, 

AMD,…. Added to this is an indicator of investor 

sentiment for CNN Money in an area of strong optimism. 

 

Investor sentiment indicator 

• We maintain our target of 4,850 points for the S&P 

500 by the end of the year 

• Are investors going to seek to exceed the 5,000 

mark? 

• In the short term, the stock markets could take a break 

• We overweight sectors linked to the recovery in travel 

• We avoid Covid-proof values and biotechs who have 

discovered vaccines 

• Interest in biotechs related to messenger RNA vaccines 

will return. Not immediately 

 

Equities. A single and international carbon tax? 

Tough 

Today there are around 60 carbon tax systems with very 

different prices, ranging from $10 per ton in China to $130 

in Sweden. The carbon tax serves to accelerate the 

transition to net zero emissions. It is an environmental tax 

that penalizes polluters and forces them to change their 

behavior and invest in decarbonization. Currently, this tax is 

not high enough to encourage polluters to invest heavily in 

ecology. This tax rewards good students, since polluters 

buy carbon credits from them. Tesla sells carbon credits to 

US automakers. 

Source: Institute for Climate Economics 

 

Taxes are different from country to country and are a loss 

of competitiveness for those with the highest taxes, as is 

the case for Europe. The European Union would like to 

introduce a new carbon tax on its imports for foreign 

companies that do not respect the same environmental 

rules in force in the European Union; a new trade dispute is 

brewing between the EU and its trading partners. In July, 

the European Commission launched its Fit for 55%, its 

program to reduce CO2 emissions by 55% by 2030, by 

including a border tax. The tax would be modeled on the 

price of carbon within the EU, which now stands at around 

€ 60 per ton. To avoid being taxed at the European border, 

non-European exporters are encouraged to take measures 
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to reorganize their production equipment. The United 

States and China are opposed to an import tax, although 

Joe Biden may change his mind. For the moment, it is 

seen more as a protectionist tax, penalizing world trade 

and in opposition to WTO rules. 

 

China has just put in a carbon tax system, but, for the 

moment, it targets 2,200 polluting companies in gas and 

coal. And the price of carbon is less than $10 a ton. 

 

The IMF is not convinced by the European project. 

Rather, it proposes a global tax with a floor price. The 

average price should be at least $75 per ton (some 

analysts believe it should be 2x to 4x higher) with a floor 

price of $25 for emerging economies. For the World 

Bank, the world average price should be over $100. 

 

If we want to reduce CO2 emissions, we are forced to 

have carbon prices much higher than those charged 

today. The carbon tax will be inflationary, like the entire 

energy transition. We have been saying this for over a 

year. Rising CO2 prices will boost electricity prices, which 

is an important operational cost for cement and steel 

producers, among others. And the rising costs for 

industry (higher price of the "right to pollute" = carbon 

tax) will reduce their ability to invest in decarbonization, 

unless they can pass these costs on to customers. 

 

With the sharp rise in carbon taxes, there will be winners 

and losers. The winners will be the historical electricity 

producers (for the moment with an European bias) 

thanks to the increase in electricity prices and those who 

produce green electricity, because they will receive 

carbon credits allowing them to accelerate their 

expansion (solar, wind, biomass, hydroelectric). The losers 

will be the big polluters: production of fossil fuels, steel, 

cement, chemicals, etc. 

 

How does a carbon credit market work? A carbon credit 

is a unit equivalent to a ton of CO2 avoided or 

sequestered. All companies with plans to reduce or 

sequester greenhouse gas emissions can receive carbon 

credits, which can be sold to other companies that 

pollute more than their quotas. If a company’s CO2 

emissions exceed its quota over a period of time, it is 

forced to buy allowances from other companies that emit 

less CO2 and are below their allowances. If the price of 

carbon credits becomes too high, polluters will have a 

greater interest in investing in decarbonization. Carbon 
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credits are traded either on an exchange or through 

intermediaries holding a portfolio of carbon credits. 

 Non-exhaustive list of winners: Iberdrola, RWE, 

Fortum, Verbund, Engie, ENEL, Boralex, Neoen, 

Solaria, Orsted, Scatec, Northland Power, Innergex, 

Encavis, … 

 Non-exhaustive list of losers: producers of fossil 

fuels, cement manufacturers, chemists, 

steelmakers, transport, ... 

• Increase in the CO2 tax necessary for a successful 

energy transition 

• The big likely winners: electricity producers 

• ETF to play the increase in carbon credits at the 

global level: KranesShares Global Carbon ETF (KRBN 

US / US5007676787), in which there are a majority of 

European carbon credits, the largest and most 

developed market in the world 

• ETF on European carbon credits KEUA US and 

Californian / North-East American KCCA US 
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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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