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The offices that were beginning to fill up 
are emptying again in summer, helped by 
holidays and fears to see the Delta variant 
spreading. 

More than 18 months into it, the COVID-19 pan-

demic continues to blow hot and cold. If the dropping 

number of new cases and deaths with the vaccina-

tion rollout has been warmly welcomed by popu-

lation and markets, the rapid spread of more con-

tagious variants such as the Delta one  is a cause 

for concern, as investors are assessing the potential 

ripple effects of mobility restrictions on economic 

activity. The risk is real and undoubtedly explains 

the increased pressure put on populations to ac-

cept vaccines and to accelerate further the vacci-

nation rollout, which by default seems the best way 

to curb the pandemic.

Indeed, if new cases are increasing at a rapid pace 

in countries where the delta variant is the dominant 

one or in the process of becoming so, so far hospi-

talized people or deaths due to COVID-19 hav-

en’t tracked the strong increase seen in new cases 

(see graph 1). Under such circumstances, the eco-

nomic rebound scenario currently at play remains 

a likely one at least in countries with high vaccina-

tion rates among their populations. As such, the 

gap opened between the developed world outside 

of China and the emerging world is poised to stay 

wide as the vaccination rollout remain in its ear-

ly innings in emerging markets. This is one of the 

reasons highlighted to stay relatively cautious on 

Emerging Markets. Quite the contrary in the de-

velopped word, the risk is also material but seems 

manageable.

The gap opened between the developed 

world and the emerging markets outside 

of China is poised to stay wide, as the 

vaccination rollout is in its early innings 

in the emerging world.

1. EDITORIAL 
SUMMER HOT AND COLD WEATHER.    

GRAPH 1 : 7D CUMULATIVE NEW CASES (LHS) AND DEATHS (RHS)

UNITED KINGDOM, SOUTHERN EUROPEAN COUNTRIES
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Surprisingly enough, these fears to see the econ-

omy slow come at a time when growth has rarely 

been so robust (+12.2% for the US GDP YoY and 

+13.7% for the Euro Zone), economic figures that 

are largely confirmed in the outstanding Q2 results: 

+27% sales growth and +99% EPS Growth for the 

S&P500 companies that have reported. All these in-

dicators coupled with the strong US inflation read-

ing (5.4% YoY for the headline CPI and 4.5% for 

the core one) are pointing more towards a poten-

tial overheating risk... Albeit less acute in the Euro 

Zone, the same inf lationary fears grabbed the Eu-

ropean Central Bank, leading Christine Lagarde 

to mimic the FED and give herself a bit more lee-

way with the inf lation target. The deemed transi-

tory inf lation effects, as well as renewed concerns 

about the pandemic status should be enough for cen-

tral bankers not to rush to the exit when it comes to 

stop unconventional monetary policies.

In this environment, the markets seem somewhat 

lost: Growth and inf lation are rebounding strong-

ly while long-term interest rates are falling; equity 

markets continue on their upward trajectory, but 

with different drivers: Growth stocks are picking 

up (the “lower for longer” theme) while the cyclical 

and Value rallies seen early in the year are fading...  

China also continues to blow hot and cold on the 

markets. By announcing a surprise cut in the re-

serve requirement rate, the Chinese authorities 

are showing that they remain quite proactive and 

ready to ease, despite rather robust macro figures 

and their desire to control debt and avoid overheat-

ing and financial bubbles. Later in the month, the 

Chinese authorities surprised again market partic-

ipants with a severe regulatory tightening that put 

pressure on its “New economy” champions: Didi, 

the Chinese Uber, officially blamed by authori-

ties two days after its IPO, Tencent seeing its am-

bitions in the music sector thwarted and finally the 

Edtech sector being wiped out by the authorities’ 

decision to ban private companies from the educa-

tion sector.  The pushback and market reactions 

were important, enough for the authorities to play 

down their regulatory push and try to reassure in-

vestors at the end of the month, but the damages 

were done... This situation contrasts with the inso-

lent rise in the FAAMG shares’ prices.

Last month, we indicated that as tapering 
approaches and as markets tend to be less 
liquid in a summer, financial markets were 
likely to be less buoyant, even though the 
earnings momentum will remain strong. 
More than ever, this reflection continues to 
guide our strategy: confidence in a continued 
economic recovery mitigated by vigilance 
regarding an inflection in Federal Reserve 
policy and on a possible resurgence of risks. 
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Macroeconomics and Delta variant

As a rule of thumb, our fixed income activity is 

punctuated by three predominant subjects. First, 

the macro dynamics (economic growth, inf lation, 

unemployment in particular), then the environment 

assessment by the central banks as well as the con-

sequences on their monetary policies and finally 

the response to the first two subjects by the evolu-

tion of long term rates. July was no exception to the 

rule, with a small downside: Covid fears making a 

comeback with their share of more or less disturb-

ing and accurate news about the Delta variant and 

its damages, as well as questions about the vaccine’s 

effectiveness against the variants and, more broad-

ly speaking, the slow vaccination rollout in some 

countries. To return to the first two topics, the mac-

ro economy is still improving, inflation (admittedly 

high) is still seen as a temporary feature and central 

banks have remained very cautious. The surprise 

came from the ECB, which, by changing the defi-

nition of its inf lation target, seems to be deferring 

any desire to tighten monetary policy for ever and 

a day. At the July 28 FOMC meeting, the Fed not-

ed that economic conditions in the US were con-

tinuing to improve, including in the sectors most 

affected by the pandemic, but did not wish to men-

tion any short-term changes at this stage. Jay Pow-

ell did not want to add fuel to the fire and tried to 

minimize Covid fears. Markets expressed a slightly 

different sentiment in July. Against this backdrop, 

long rates continued to drop.

General easing

U.S. and German long rates, both nominal and real, 

eased further during July. The US 10-year stabi-

lized around 1.25% at the end of the month while 

the real 30-year TIPS rate approached -0.40%! At 

the same time, the 10-year Bund was back around 

-0.45% while its inf lation-indexed equivalent was 

approaching -2%. What kind of message should 

we draw from this? We have identified four lessons 

from this situation. First of all, the Covid risk is still 

high. Secondly, the temporary inflation scenario is 

validated by market participants. Thirdly, the eco-

nomic recovery is likely to reach a plateau in the 

autumn and finally, the valuations of some equity 

markets are pushing for increased caution and a re-

turn to safe havens. If, at the beginning, the down-

ward move in long term rates was amplified by the 

unwinding of short positions, this is no longer the 

case. The message from fixed income mar-
kets is therefore clear (although not neces-
sarily correct, only time will tell): caution 
is the name of the game and between now 
and the end of the year it is advisable not to 
take positions that are too extreme or too 
risky. An attitude which fits perfectly with 
our investment strategy!

If, at the beginning, the downward  

move in long term rates was amplified  

by the unwinding of short positions,  

this is no longer the case.

2. FIXED-INCOME MARKETS 
THE MESSAGE OF LONG TERM RATES.  
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Closely echoing last month’s commentary, 
the month of July saw a confluence of oppos-
ing forces impact equity markets, creating 
a short-lived bout of volatility followed by 
a return to new highs on developed mar-
ket indices.

First, the spread of the delta variant placed pres-

sure on the investments tied to the post-pandem-

ic recovery, as uncertainty around the economic 

impact increased. Europe’s lack of uniform meas-

ures, combined with a perception by international 

investors that its individual governments are prone 

to sacrifice economic activity in the fight against 

COVID, likely created higher risk aversion and pe-

nalized European stocks more than the US. The 

significant weights in economically sensitive busi-

nesses ref lected in European indices having made 

the region an attractive vector for the so-called 

“recovery trade”, incremental uncertainty on this 

front led to Europe bearing the brunt of investors’ 

diminished risk appetites. Against context of decel-

erating economic surprises in the Eurozone since 

June likely contributed to concerns that the initial 

post-COVID-19 bounce could prove anemic, and 

too shallow for central banks and governments to 

regain enough f lexibility – a view consistent with 

the pressure on EURUSD since mid-June. 

All in all, the earnings season remains  

on track for new records, supporting 

markets and helping to justify current 

valuations.

All in all, below the surface the overall turbulence 

remained contained and the market rather discern-

ing, with European Quality and Growth style factors 

reaching new highs even as Value underperformed. 

Secondly, the markets were caught off guard by a 

new round of drastic interventions by the Chinese 

government in sectors such as education. With lit-

tle visibility into the depth and scope of the govern-

ment’s current corporate crackdown, Chinese assets 

in international markets repriced sharply, leading to 

a selloff worth several hundreds of billions of evap-

orating equity values in a mere few days. These de-

velopments naturally reverberated across markets, 

only to stabilize once the news of a meeting be-

tween regulators and major banks leaked to inter-

national news outlets. While the situation remains 

unclear, asset values in this important and growing 

region have likely reached levels which attract both 

the authorities’ and long term investors’ attention. 

Finally, fundamentals in developed markets contin-

ued to show encouraging signs, both as the European 

and US Central Banks remain explicitly supportive 

in their monetary policies and forward guidances, 

and corporate earnings continued to beat expec-

tations. While the large technology giants contin-

ued to deliver significant growth and enthusiastic 

commentaries, more cyclical companies such as the 

european oil majors also joined in the optimism by 

announcing higher capital return plans. All in all, 
the earnings seasons remains on track for 
new records, supporting markets and help-
ing to justify current valuations.

In conclusion, while our prior month in-
terrogations proved warranted, the posi-
tive fundamental backdrop for developed 
market equities remained strong enough to 
absorb incremental uncertainties as seen 
during the month of July. In this vein, we 
continue to favor a balanced yet pro-equi-
ties approach.

3. EQUITIES 
A SPEEDBUMP OUT OF CHINA, BUT EARNINGS 
(AND CENTRAL BANKS) COME TO THE RESCUE.
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4. ASSET ALLOCATION 

EQUITIES
We maintain our neutral view on this asset class 

and continue to prefer tactical hedging trades. The 

prospect of a normalisation of economic activity in 

2021 and monetary and fiscal stimulus measures 

will probably remain powerful factors supporting 

the asset class. These supporting factors are tem-

pered by resuming risks (regulatory, delta variant) 

and high valuation levels, especially on certain seg-

ments and markets. Despite the recent regulatory 

backlash, Chinese equities remain attractive for long 

term investors, given their growth prospects and 

reasonable valuations. In a context of the extreme 

polarisation of equity markets, we continue to rec-

ommend a diversified approach from a geographic 

viewpoint. From a style and sector standpoints, we 

also advocate for a so-called barbell strategy, com-

bining secular growth themes with “value” and/or 

cyclical carefully selected exposures. 

FIXED INCOME
We still maintain a cautious and selective position-

ing on this asset class and prefer credit risk to in-

terest-rate risk in our allocations. In the corporate 

bond segment, we favour subordinated debt, that 

is to say i.e. we continue to prefer good-quality is-

suers but with a lower level of priority in the capi-

tal structure. In a context of economic recovery, we 

maintain a selective exposure to EUR high yield. 

We also maintain a positive view of the debt of Chi-

nese issuers denominated in renminbi, with the idea 

of being exposed to Chinese assets under-represent-

ed in the fixed-income and currency parts of inves-

tors’ portfolios. Finally, we give priority to the con-

vertible bonds segment, an asset class that we find 

attractive for its asymmetry and convexity. 

COMMODITIES
The announcements concerning vaccines nurture 

the hope of economic normalisation in 2021, which 

is supporting the prices of industrial and energy 

commodities. Oil price is also supported by the 

OPEC policy and its willingness to limit new sup-

ply. The volatility and contango situation for cer-

tain commodities nevertheless means they are not 

easily investable for private investors. In an envi-

ronment of still negative real interest rates, the op-

portunity cost of owning gold is nullified, and Gold 

also continues to be an attractive asset to diversify 

riskier asset classes. We also like overwriting strat-

egies as a way to monetize gold volatility. Although 

very volatile, gold mines are also an interesting in-

vestment to consider as a punt with a leverage ef-

fect on the gold price.

ALTERNATIVE INVESTMENTS
Despite lacklustre performances in 2020, alternative 

investments still offer interesting diversification po-

tential in a context of low interest rates. With these 

strategies, selectivity also remains essential. 

CURRENCIES
The more hawkish Fed stance on the prospect of 

short-term interest rate hikes and tapering is fuelling 

a renewed appetite for the USD, particularly against 

the EUR. Given the rapid and strong strengthening 

of the USD, we took our profits on the USD posi-

tions in EUR profiles, positions that were opened 

last June. From a purchasing power parity point of 

view, we note that the JPY remains deeply under-

valued against both the EUR and USD. The Chi-

nese currency still offers diversification potential for 

investors and should be boosted by its increasing-

ly international role as desired by the Chinese au-

thorities. Contrary to historical patterns, we note 

that the Yuan remained pretty stable during the 

Chinese stock market turmoil.
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ASSET ALLOCATION TABLE

-- Very negative view

- Negative View

0 Neutral View

+ Positive View

++ Very positive view

Our views -- - 0 + ++

Equities

USA

Europe

Switzerland

Japan

China

Global Emerging Markets

Fixed Income

USD Government Bonds

EUR Government Bonds

Inflation Linked Bonds

EUR Investment Grade

EUR High Yield

USD Investment Grade

USD High Yield

Emerging Market Debt

Convertible Bonds

Commodities

Energy

Industrial Metals

Precious Metals

Alternative Investments

Currencies

JPY / USD

EUR / USD

CHF / USD

EUR / CHF
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5. PERFORMANCES

EQUITIES IN LOCAL CURRENCIES

FIXED INCOME, CURRENCIES AND COMMODITIES

Source : Bloomberg, Banque Eric Sturdza, 01/08/2021
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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.


