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Weekly - November 29, 2021 

“And you’ve been busy lately 

That you haven't found the time 

To open-up your mind 

And watch the world spinning 

Gently out of time” 

Damon Albarn - Blur 

 

Late Fall is known for its rather markets’ favorable seasonality, right? 

The upcoming winter break looked like it was going to be a good one. Risky 

assets continued their fantastic run. The Fed had succeeded in announcing its 

tapering and in renewing its management without too many jolts. Even the evil 

Putin promised to accelerate gas supplies to Europe. Only the sound of boots on 

the Ukrainian border broke the year-end calm. The COP26 had not really led to 

anything concrete and Biden's social plan 2.0 was shrinking at the seams. Not so 

bad. In short, everything was going well on the financial markets where investors 

and speculators were having a great time. 

The conditions were perfectly fulfilled for the installation of complacency 

 

Casino-Royale at “Hedge-Funds land” 

Risky assets have globally done very well in 2021, contrary to fixed income and 

precious metals. Risk-on mode in short. However, this year has been a sneaky 

one for bond managers and those of other asset classes, the so-called active 

ones - who take marked bets outside the benchmarks - as well as for hedge 

funds. Many underperformed their benchmarks very significantly.  

 

Among most active institutional players, hedge funds provide an interesting / 

sensible flavor of investors’ 

risk appetite. To say the 

least, they loaded the boat 

with risks lately (see graph 

below). Namely, in a world 

of intense financial 

repression and negative real 

yields, they leveraged a lot 

by borrowing heavily on the 

very short end of the USD 

Treasury curve. Which was 

supposed to be an-cho-

red…  

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +16.4% 

 S&P 500 +22.3% 

 Nasdaq +20.2% 

 Stoxx 600 +17.2% 

 SPI +17.3% 

 Nikkei +3.1% 

 China -6.9% 

 Emerging -5.3% 

  

 BONDS  

 CHF Corp  -0.2% 

 US Govt -2.0% 

 US Corp -1.2% 

 US HY +3.1% 

 EUR Gvt -1.4% 

 EUR Corp -0.2% 

 EUR HY +2.5% 

   

 CURRENCIES  

 USD index +7.0% 

 EURUSD -7.6% 

 EURCHF -3.5% 

 USDCHF +4.4% 

 USDJPY +9.7% 

 EM FX -9.6% 

  

 COMMODITIES   

 Gold -5.2% 

 Silver -11.5% 

 Brent +46.0% 

 Copper +24.0% 

 CRB index +35.1% 

Blurred 

Source: J.P. Morgan Positionning Intelligence 
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Needless to say, the unexpected move by the Bank of 

Australia a few days ago to cease its control of the yield 

curve was met with caution by this cohort of speculators. 

The powder trail quickly pushed up the very short rates 

of the major currencies. Margin calls followed: amplifying 

the volatility of US Treasuries to a level not seen for 

years. It was a debacle, as sudden as it was ephemeral in 

a world where tomorrow, more than in other investment 

segments, is another day! 

 

Back to – liquidity – basics 

USD liquidity is highly correlated, with a certain / variable 

time lag, to financial markets trends. Even more so than 

macro patterns. As we often alluded to from last Spring, 

liquidity momentum (say second derivative) is decreasing. 

Sharply so, even if it… progresses, but at a much slower 

pace. This impacts on the most sensitive / leveraged 

corners of financial markets. The volatility that started to 

emerge in sovereign fixed income markets is spilling over 

to commodities and equities. Some credit spreads have 

also started to widen. Nothing dramatic in a risk-off 

phase. This rising uncertainty does not prefigure major 

changes in the asset price inflation regime. It is not a 

harbinger of much – higher – real rates. 

 

Liquidity Index (6m growth rate)  

and MSCI world index over time 

 

• Free money is drying up, spelling volatility resurgence 

• This is a normal / classic transition phase for 

financial markets 

• This does not require a more defensive allocation 

unless it morphs into much higher USD and wider 

credit spreads 

• Stabilization in oil markets is also a pre-condition for 

durable calm to return 

 

Fixed income. Fed 0 – Covid 1 

President Biden has ignored calls from Democrat 

progressive wing and has instead reappointed Jay Powell 

for a second term as Fed Chairman. This was the generally 

expected outcome given its successful role in steering the 

economy through the pandemic. This has an important 

consideration given the President’s frustration in getting 

legislation passed due to wafer-thin majorities in the House 

and Senate. 

 

The decision to roll Powell was made easier by Quarles 

stepping down from the Board of Governors. His position 

of Fed Vice Chair for banking supervision ended in October 

and allows Lael Brainard, the Democrats’ progressive 

favorite, to be elevated as vice-chair instead of Richard 

Clarida, a Republican. She will be able to roll back some of 

the changes Quarles introduced without his approval. 

There are still 2 vacant seats on the Fed Board of 

Governors. Biden can still shape the Fed Board further to 

ensure that monetary policy is truly focused on achieving 

the Fed broad-based and inclusive goals. 

 

Markets expectations have always been too optimistic 

Source: Freddie Mac 

 

In consequence there is a theme of continuity for markets 

that should result in minimal material impact. It does not 

change the likely trajectory of policy. The Fed will continue 

its monthly purchasing program tapering. It will likely start 

hiking Fed Funds rates once the tapering is over i.e. in S2 

2022. 
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Solid line: US 10-year yield 
Dotted line: 1-year ahead US Treasury yield forecasts 
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Fed Fund Futures implied policy rates 

Source: Bloomberg 

 

Once the uncertainty around the next Fed chair has been 

removed, Fed Fund expectations have shifted to the 

upside. We agree on the idea that the Fed will raise Fed 

Funds rates next year, thereby slowing inflation. Markets 

have been pricing-in up to almost 3 hikes of 25 bps in 

each of the next 2 years. By comparison, in the previous 

cycle in 2015-2018, rate increases came no quicker than 

25 bps per quarter. This suggests that the current 3 rates 

hikes priced into next year are more than sufficient, in a 

context where the Fed will only start raising rates once 

the bond-purchasing program tapering is completed. 

 

Main short-term yields 

Source: Bloomberg 

 

A new variant is spreading rapidly in South-Africa, and 

appears to be out of control, competing other variants 

much faster than previous ones of concern did. This has 

triggered a sharp bond repricing while 54% of the global 

population has received at least one dose of a Covid 

vaccine, according to Our World in Data. 

• Front-end yields are now well discounting the Fed 

tightening for the next 12/18 months 

• Up to 5-year Treasury yields are fairly valued 

Equities. The trigger for a consolidation is the new 

Omicron variant 

3 weeks ago, we highlighted the risk of a consolidation / 

correction due to overbought indices, a micro-bubble in 

the EV and metaverse segments, and greedy investor 

sentiment indicators. 

 

The trigger came at the end of last week with a new 

variant, Omicron, from South Africa. A wave of global panic 

has therefore taken hold in financial markets: interest rates 

have fallen affecting banks, tourism and air transport stocks 

have plummeted due to air border closures, and Brent has 

lost 11%. 

 

Is this an overreaction? During this pandemic, there were 

several variants classified as “worrying”. Since 2020, the 

world has feared several disturbing variants coming from 

Great Britain (Alpha), South Africa (Beta), Brazil (Gamma), 

Colombia (Mu) or Peru (Lambda). But none have 

succeeded in establishing themselves in Europe and the 

United States. Only the Delta variant won. The history of 

viruses shows that the viruses spreading to Europe and the 

United States come overwhelmingly from Asia. The Delta 

variant came from India. The president of the South African 

Medical Association reports that at the moment the 

Omicron variant is showing mild symptoms in South Africa. 

Moderna, BioNTech and Janssen immediately announced 

that they were analyzing the efficacy of their vaccine on 

Omicron and that if necessary a suitable vaccine would be 

available in early 2022. 

 

On Friday, stock indexes lost between 2.5% and 3% which 

moved out of their overbought zone to settle in a neutral 

zone. The Fear & Greed indicator is slipping back into fear. 

We remain in a bull market with buying opportunities on 

corrections. We are in a 3%-5% corrective phase, or 4,530 

and 4,475 on the S&P 500. The biggest risk is a return to 

the 200-day moving average at 4,290, which we do not 

favor. 

 

Black Friday wasn’t a big deal in the US. Retail store traffic 

was down 28.3% from 2019 and 47.5% from 2020. Online 

sales declined slightly to $8.9 billion from $9 billion in 2020. 

As in 2020, consumers spent throughout the year due to 

Covid and supply chain concerns. The US National Retail 

Federation expects sales to rise between 8.5% and 10.5% in 

December. 
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A US delegation arrived in Taiwan to meet with the 

government, challenging China's order to stay away from 

"its" island. In addition, the US invited Taiwan to the 

Summit for Democracy in December. Of course, China 

strongly opposes this official recognition. The Chinese 

regulator, the Cyberspace Administration of China, asked 

Didi to be delisted from New York. 

• Stock exchanges await responses on the Omicron 

variant 

• The Omicron variant is the trigger for an expected 

correction in a bull market 

• We are not expecting a major correction, but rather 

buying opportunities 

• We are maintaining our positions on Covid biotechs 

purchased 10 days ago 

• Always cautious about Chinese stocks listed in the 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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