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This month of January could be described 
as such, as it marks not only the transition 
from 2020 to 2021 but also a significant rup-
ture for health systems with the deployment 
of vaccine programs and obviously the po-
litical transition in the United States. 

Political transition  
in the United States

In the United States, the majority in the Senate 

switched to the Democratic camp as the result of the 

Senate elections in Georgia. With 50 seats, they tied 

with the Republicans, and the Vice President’s vote 

tipped the balance in their favour. This narrow ma-

jority should seriously limit the new administration’s 

ability to act. Bear in mind that any major reform is 

likely to come up against the filibuster rule, which 

requires a qualified majority of 60 votes to proceed 

with the final vote to pass a bill. The Biden admin-

istration should have more financial leeway through 

the “Budget Reconciliation Rule”, which allows it 

to boost its recovery plan. As a reminder, this com-

monly used rule makes it possible to pass addition-

al budget expenditures with a simple majority but 

these measures are only limited to budget spending 

and cuts and may prove temporary. With a stimulus 

plan boosted to USD 1,900 billion, this is the path 

that the new administration seems willing to take. 

The ability to advance major reforms on taxation, 

health care, and regulatory issues will depend on the 

ability to reach bipartisan agreements. This scenar-

io may prove tough to achieve in an extremely po-

larized America, as the episode of the invasion of 

Capitol Hill by Trump’s supporters reminded us. In 

this context, long term rates tightened slightly, the 

US Dollar strengthened at the margin, and the eq-

uity markets coped with this news f low fairly well.

A bet on vaccination

The reasons for the financial markets’ resiliency are 

to be found in the extraordinary monetary and fiscal 

support measures, but also in the economic normal-

ization expectations brought by the vaccines. The 

paths followed by countries may differ, but the goal 

is to ensure the rapid dissemination of vaccines to 

ensure a resumption of economic activity, particu-

larly in the most affected sectors. China is quick to 

vaccinate and can rely on several local programs, 

but the effort in relation to its population remains 

modest. The pandemic is nevertheless under con-

trol due to systematic tracking and drastic but lo-

calized lockdowns. In the United States, no signs 

of slowing down for the pandemic, due to the lack 

of generalized lockdowns and restrictive measures, 

but the vaccination campaign is in full swing (see 

graph 1). The United Kingdom, confronted with a 

more contagious and fatal variant, is amongst the 

most advanced countries, conducting an extensive 

its vaccination program is will advanced with close 

to 8mln doses already administered. In this race, 

Israel is leading the pack, with close to half of the 

population having already received a dose, enabling 

the country to slow new cases and hospital admis-

sions. Due to the lack of infrastructure and not so 

robust health systems, emerging countries are lag-

ging behind. After a sluggish start, the Euro Zone 

countries are finally accelerating.  

It is worth noting the Swiss situation: 
With 3.3% contraction in its  

GDP expected in 2020, the country  
is among the most resilient ones and  

should post solid growth in 2021.

1. EDITORIAL 
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It is not surprising in these circumstances to see 

the IMF’s 2021 growth forecasts for the Euro zone 

countries revised downwards again as a result of 

new lockdown measures, mobility restrictions and 

a sluggish start of the vaccination campaign. With 

more than 8% growth, China is expected to remain 

the world’s driving force. Finally, boosted by signif-

icant stimulus packages, the United States are ex-

pected to rebound by 5%, potentially the strongest 

annual growth rate registered by the US econo-

my since 1984. It is worth noting the Swiss situa-

tion: With a 3.3% contraction in its GDP expect-

ed in 2020, the country is among the most resilient 

ones and should post solid growth in 2021. As such, 

we are beefing up our investments to Switzerland.      

As we stressed in our previous letter, while 
2021 should offer better macroeconomic 
conditions, we must nevertheless remain 
vigilant as the prospect of economic nor-
malization remains linked to the roll out 
of vaccines and their efficacy, particularly 
against new variants. Higher expectations 
and more stretched valuation levels in the 
US, as well as the return of animal spirits 
in certain market segments or stocks – Tes-
la, AMC Entertainment, Gamestop – call for 
caution. We continue to favor a geographi-
cally balanced approach with a greater em-
phasis on Asia, Europe and Switzerland at 
the expense of the United States. In terms of 
style, we continue to favor the Barbell strat-
egy, mixing the Quality/Growth style with 
more cyclical and discounted segments. 
The extreme market polarization remains 
favorable to stock picking and small and 
mid-caps. 

0 5 10 15 20 25 30

France

Bahrain

Romania

Switzerland

Spain

Italy

Germany

Russia

U.A.E

U.K.

Israel

China

U.S.

 -  2,00  4,00  6,00  8,00  10,00  12,00  14,00  16,00  18,00

France

Bahrain

Romania

Switzerland

Spain

Italy

Germany

Russia

U.A.E

U.K.

Israel

China

U.S.

GRAPH 1 : TOTAL DOSES ADMINISTERED (LEFT)  

AND NUMBER OF DOSES PER 100 PEOPLE (RIGHT)

Source : Bloomberg, World in Data, BES, 28/01/21
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2. FIXED INCOME 
NO TAPER TANTRUM,  
NOR REFLATION FOR NOW.

Democrat’s Grand Slam

The victory of two Democratic Senators in Georgia 

offered a total victory to Joe Biden’s party, enabling 

the Democrats to grab the White House and the 

majority within the House of Representatives and 

the Senate. As a consequence, US rates steepened 

slightly but never to the point where it triggered a 

massive sell-off. US long-term rates are now 40 ba-

sis points higher than at the end of the third quar-

ter of 2020, but the key levels to watch for a poten-

tial transition into bear market have still not been 

reached. The long-awaited ref lation has been cast 

into doubt short term for several reasons, although 

it is likely to return to the forefront once Janet Yel-

len is in place. Firstly, markets are concerned about 

the combined effects of slow vaccination campaigns 

and the speed of the virus’ spread. Second, the US 

economy is still in recovery mode and could easi-

ly turn the tide in the wrong direction if the health 

crisis continues to worsen. The Beige book failed 

to trigger an increase in long term rates by an ad-

ditional notch and put the steepening of the yield 

curve to a halt. Finally, the Fed chairman had to 

pedal back after ambiguous statements that could 

have led to the belief that the US central bank’s 

asset purchase programs were slowing down. He 

confirmed that the current state of the economy 

did not allow for a change in monetary policy in 

the short term, stating that “this is not the time” to 

discuss this topic.  

           

Credits at the top!

We are less aggressive than we imagined at the end 

of 2020, but it is nevertheless not the time to be 

over-cautious. We still favor corporate hybrid debt 

(especially in primary market) and we are watching 

very closely the evolution of Italian spreads following 

the difficulties of the Conte government. Spreads 

are still well oriented because the equity markets 

are also well oriented. If equity and credit markets 

were to correct in a near future, we would take the 

opportunity to add spread risk. If a correction in 

equities and credits is inevitable sooner or later, it 

will be out of all proportion to the one we experi-

enced in February-March 2020 (until March 23 to 

be precise). Almost a year ago, the surprise effect 

came into play. We were still in lockdown, there 

was no hope of a vaccine on the horizon, and even 

if we suspected that the central banks would stand 

still, we had no clue about how far they would in-

tervene. Above all, we did not imagine that, for 

once, governments would be at the forefront when 

it comes to rescue plans and fiscal packages, and 

would assume fully their responsibilities. Today, the 

Europeans are still speaking with the same voice on 

these issues and in the United States, Janet Yellen 

has clearly put the debt problem on the back burn-

er. We must therefore continue to invest in credit, 

a little more cautiously than planned and be ready 

to adjust quickly our strategy if necessary.
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3. EQUITIES MARKETS 
SIGNS OF EUPHORIA IN EQUITY MARKETS? 

As discussed in prior notes, the Covid crisis 
and the global fiscal and monetary response 
have ironically brought about a unique set of 
powerful drivers for equity markets. Nega-
tive rates, massive credit market interven-
tions, record levels of fiscal stimuli, the ac-
celerated adoption of modern technologies, 
the perspective of a vaccine… all of these 
forces have conspired to launch equities – 
traditionally considered “risky assets” – on 
a seemingly risk-free upwards trajectory.  

In our recent quarterly outlook, we noted that with 

so many signals f lashing green, the main dark cloud 

to us was the degree of universal consensus in that 

very view. A mere month later, one would be re-

miss not to follow up on this train of thought and 

discuss the localized signs of excesses, symptomat-

ic of a growing euphoria: the most heavily shorted 

stocks are up above 30% year to date, emulating 

to some extent the index of non-profitable technol-

ogy stocks compiled by Goldman Sachs. Many, if 

not most, Institutional positioning and sentiment 

surveys show historically high bullishness and low 

cash reserves. 

U.S. single stock Put/Call ratios, an insightful indi-

cator of risk appetite derived from derivatives mar-

kets, also joins the narrative by reaching 20y levels. 

Retail investor participation and interest for stock 

markets, fueled by platforms such as Robinhood, 

has gone parabolic, amplifying some speculative 

moves and behaviors. Bordering on the comical, 

consider the example of Signal Advance, a medical 

device company, shooting up 60x on a mere tweet 

by Elon Musk urging followers to “Use Signal” – a 

completely different company. 

Even after clarification, the company’s stock price 

remains roughly 10x its December level. While 

some of it is anecdotal, a clear picture of enthusi-

asm is emerging, cause for additional discrimina-

tion in long-term equity investing going forward 

in our view. 

Now, for the good news: such behavior seem to be 

rather localized, the warning signs f lashing most-

ly in certain categories of stocks and geographies. 

Simplistically, the phenomenon seems mostly rel-

evant to U.S. listed companies with enticing, dis-

ruptive narratives in popular themes, where “hot” 

retail trading is heavily involved. 

Retail investor participation  
and interest for stock markets,  

fueled by platforms such as Robinhood, 
has gone parabolic, amplifying some 

speculative moves and behaviors.

Even inside the so-called “technology” world, there 

exists in our eyes a significant difference between 

proven, profitable and growing companies like Mi-

crosoft or Alphabet, and some of the smaller momen-

tum names or names involved in short squeeze like 

Gamestop or Microstrategy. Further, the world out-

side of the US seems much more sensibly priced, and 

offering attractive individual opportunities across 

various industries. Europe, while heavily impacted 

by the Covid epidemic, largely sports lower valua-

tions while the drivers of fiscal and monetary stimu-

lus, coupled with an economic recovery opportunity, 

are strong. The U.K., post Brexit, seems especial-

ly well-positioned in that sense, while Switzerland, 

a recent addition our portfolios, offers a number of 

high quality, growing companies with the potential 

to reward investors by solid compounding. 
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Asia, benefiting from higher structural economic 

growth potential and a well-managed covid eco-

nomic impact, remains on average better insulated 

from the most egregious excesses and offers plen-

ty of compelling investment opportunities for the 

long-term.

Adopting a selective approach and reflect-
ing on the growing risk appetite is should 
not be viewed as indictment of equities or 
a rebuttal of the powerful secular trends 
that are attracting so much attention. But 
as the tech bubble of 2000 demonstrated, 
a broadly correct long-term vision for the 
role of secular trends can still co-exist with 
sharp short-term capital losses when val-
uations do not account for the fundamen-
tal uncertainties of the economic world. As 
long-term investors, the current behavior 
of some pockets of the equity markets is at-
tracting our attention, and we look to nav-
igate these muddy waters with a healthy 
dose of selectivity.
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5. PERFORMANCES 

EQUITIES IN LOCAL CURRENCIES

BONDS, CURRENCIES AND COMMODITIES

Source : Bloomberg, Banque Eric Sturdza, 29/01/2021
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Legal information

This document intends to provide information and opinions on dif-

ferent matters. It is intended only for this purpose. This document 

does not constitute an advice, an offer nor a solicitation by Banque 

Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy 

or sell any financial instrument or to subscribe to any financial in-

strument. This document does not contain any recommendation per-

sonal or generic and does not take into account the investment ob-

jectives, financial situation or needs, or knowledge and experience 

of any persons. This document does not contain any offer or any 

solicitation to purchase or subscribe to any financial services or to 

participate in any financial strategy in any jurisdiction. It does not 

constitute an advertisement or an investment recommendation or a  

research or strategy recommendation. Moreover, it is provided for 

informational and illustrative purposes only and does not contain fi-

nancial analysis. This document mentions and presents benchmarks 

which may only be used for comparison. The information provided 

must not be relied on and must not be the only source to make a de-

cision about financial investments. It is also not a legal or tax advice, 

or any recommendation about any kind of financial services and is 

not intended to constitute any kind of basis on which to make a de-

cision on a financial investment. Banque Eric Sturdza SA is not re-

sponsible and may not be held responsible for any loss arising from 

decision taken on the basis of the information provided in this doc-

ument or for any liabilities arising from such decision. Although all 

due diligence has been performed to ensure that this information is 

accurate at the time of its publication, no guarantee is given regard-

ing its accuracy, exhaustiveness or reliability. The information pro-

vided may change, even immediately after publication and there is 

no obligation to provide an up to date information at any time. Fur-

thermore, the information provided in this document do not intend 

to provide all the legal and necessary information on financial in-

struments or on issuers. Other publications from Banque Eric Stur-

dza SA may in the past or in the future reach different conclusions 

from the information contained in this document. Furthermore, the 

present document and the information provided do not in any way 

engage the responsibility of Banque Eric Sturdza S.A., its affiliated 

companies, or its employees. 

Information on risks

Investments are subject to a variety of risks. Before taking any deci-

sion of investment or entering in any transaction, any investor should 

request detailed information on the risks associated with the decision 

of investment and with the financial investment. Some type of prod-

ucts are in general bearing higher risks than others but general rules 

cannot be relied on. It is remembered that past performance is not 

a reliable indication of future results and that historical returns and 

past performance as well as financial market scenarios are not relia-

ble indicator of future performance, significant losses remaining al-

ways possible. The value of any investment depends also on the fact 

that the base currency of the portfolio is different from the currency 

of the investment subject to the foreign exchange rates. The exchange 

rates may f luctuate and adversely affect the value of the investment 

when it is realized and converted in the base currency of the portfolio. 

Distribution information

This document is not directed towards specified jurisdictions or to-

ward specific person or entity resident in a specific jurisdiction and 

doesn’t constitute any act of distribution, in jurisdiction where such 

publication or such distribution is contrary to the applicable law or 

regulation or would be contrary to any mandatory license require-

ment. This document is provided for the sole use of its recipient and 

must not be transferred to a third person or reproduced.


