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1. EDITORIAL
REMEMBER MARCH LAST YEAR?
This time last year, markets were sinking
and volatility was soaring (85 at its highest!) and for a few hours, oil futures were
even trading in negative territory! We have
come a very long way since then, but although 2020 was a true one-off in terms of
market behaviour, 2021 looks set to be anything but boring.
Although Europe is still floundering with its weak
vaccination programmes, make no mistake: 2021
is going to be a year in which the economy accelerates again brutally. The IMF is counting on growth
of 5.6% worldwide, while the US should no doubt
exceed even 7% growth in GDP in 2021. Obviously, these figures must be set against the sharp contractions seen in 2020, but we are nonetheless seeing a combination of explosive and unprecedented
phenomena right now. At the precise moment when
the public health situation is allowing a spontaneous upturn in the economy, the US has voted for a
$1.9 trillion stimulus plan. Add in the fact that on
both sides of the Atlantic, savings ratios have risen sharply, and we can understand why forecasters have no hesitation in making bold forecasts as
to the strength of the recovery. When surplus savings are doubled in the US (driven by the lock-down
and also by State aid), then the term “revenge buying” takes on its full meaning and we can envision
the impact on sales for certain goods.
Does all this make for an idyllic outlook for equities? That would be far too simplistic. As is often the case, the answers lie in the credit markets,
which have anticipated the recovery we are talking
about here. The 10-year rate in the US is currently at 1.65, and although this figure is nothing out
of the ordinary in itself, it has been rising quickly,
from just 0.9% at the end of the year. That rise of

75 basis points has already had considerable effects
on other asset classes, in particular on the equity
markets. Through to Q3 2020, the big winners in
the markets were growth shares and in particular
technology stocks, which sometimes actually benefitted from the crisis (remember those Amazon results!) and were often trading at increasingly high
multiples. That compulsive enthusiasm for the sector has now eased considerably, and since the beginning of the year it has been Oil, banking and cyclical shares that have taken centre-stage. Looking
at it all from afar, an observer might see a type of
continuity to the increases in the markets through
2020 and 2021, but they are in fact being driven
by radically different sectors and themes. The wellknown “rotation” often mentioned by the press is
very much at play with 2020’s “hot” sectors (clean
energy, recent hot IPOs, etc.) finding themselves
struggling today.
What are the prospects?
To us the upward trend in rates does not yet seem
to have run out of steam, and we have little doubt
that some fine performances can still be expected
by many a cyclical security. The real question is
actually, whether there is a U.S. 10-year rate that
is likely to halt that upwards trend. 2%? 2.50%?
The forecasters do not agree on the answer to that
question. In our view, it is the speed of the shift
that is more important than the absolute level of
the rate. If things accelerate and operators get the
feeling that the central banks no longer have control over the rate curve, then we will no doubt see
the market stall seriously. This will be our credo in the coming months: we must not underestimate the strength of the recovery,
but should also keep an eye on the engine
oil temperature warning light, that being
the U.S. 10-year rate.
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2. MACRO VIEWPOINT
A NEVER-ENDING STORY…
This is probably what comes to mind when
we think of COVID. It is now almost a year
since the pandemic hit the world, in Asia
first, then in Europe and the rest of the
world, with all its macro-economic consequences.

The contrast is vast compared with Israel, the United Kingdom and the United States (Graph 1). Eurozone GDP for Q1, estimated at –, is likely to continue
bearing the traces of the virus situation, especially as stimulus measures are not necessarily looking
totally convincing. Although the European stimulus plan did raise hopes last summer, the difficulties encountered getting it approved and its slow
roll-out have cooled even the most ardent Europhiles. We should remember that the NextGeneration EU plan includes €750 billion, of which €360
billion in loans on preferential terms, and that it is
due to be rolled out between 2021 to 2023. In the
meantime, it is the Central Bank that is keeping
things ticking over.

The Eurozone lagging behind
In the Eurozone, this description has never seemed
more apt. After being buffeted by the first wave and
suffering from medical equipment shortages in several countries, the Eurozone was hit hard again by
the second wave in the autumn. The appearance
of more contagious variants and delays in vaccinations in Europe (with the exception of the United
Kingdom) is not helping and is holding back the
re-opening of the European economy.

GRAPH 1 : POPULATION PERCENTAGE HAVING RECEIVED AT LEAST 1 DOSE
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GRAPH 2 : US VS EZ GDP QOQ
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The United States in between fast-track
vaccination and massive stimulus
The contrast is marked with the United States. Firstly, on the public health front, after being hit hard by
the epidemic and currently holding the record for
number of deaths, the United States opted to take it
easy on the mobility restriction measures and place
the emphasis on its vaccination programme, to enable a more rapid economic recovery. With almost
92 million Americans having received one dose,
that is almost 30% of the population, the country is
winning the wager. On the macro-economic front,
the comparison with the Eurozone is striking, with
GDP in Q4 2020 up 4.1%, against a fall of 0.7%.
The U.S. stimulus plan has also been beyond compare: $2 trillion for the CARES Act, $900 billion
for the Consolidated Appropriation Act and, more
recently, $1.9 trillion for the American Rescue Act.

Through these different plans, almost 23% of American GDP has been allocated to the stimulus measures. A similar size effort has only been seen during
the World War II period! The particular feature of
the US stimulus measures and the American Rescue Act is that they are highly focused on the demand side, with cheques of $1,400 for each adult,
enhanced and extended unemployment benefits,
and tax credits for children. They are also more focused on protecting American households’ income
rather than employment.

Through the different plans,
almost 23% of US GDP has been
allocated to the stimulus measures.
A similar size effort has only been
seen during the World War II period!
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Macro-economic vs. Micro-economic
While the situation in the United States contrasts
quite sharply with that in Europe on the health
and macro-economic fronts, this is much less true
of the micro-economic situation. Hopes of Europe
catching up macro-economically with an acceleration in vaccination programmes no doubt have
supported the performance of European markets.
It is also true that rising long term rates are not
impacting European companies in the same way
as US ones and that the ECB is not facing risks of
“overheating” in the way the Fed is. If the macro
dynamic is stronger in the US, it is worth remembering that equity markets are always looking forward. Whereas American households are just getting their 1’400$ or more checks, the idea of a new
3’000 bio bill focused on infrastructure could raise
some questions: 1- Could it lead to a substantial upturn in inflation and rates? 2- Could it revive the
likelihood of renewed taxation on wealthy Americans and US corporates? It should also be mentioned that the US Dollar is on the up again, easing pressure on the EUR hitherto and benefiting
European companies that are more exposed to international markets.
Choosing the Eurozone over the US has often turned out to be a losing proposition in
recent years. However, the story might be
different this year… Not because the Euro
Zone is handling better the vaccination
(quite the contrary!) or doing more on the
fiscal front, but more so because the European listed companies tend to be more cyclical and exposed to international growth
and because investors might be looking for
increased diversification, especially in a
context of higher valuation for US assets
and given their significant representation
in investor’s portfolios.
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3. FIXED INCOME
QUARTERLY REPORTCARD:
ROOM FOR IMPROVEMENT!
Back to square one
If we cast a glance on bond markets over the last
14 months, from January 2020 to today, we notice
that we are almost back to pre-Covid rate levels and
that the US 30-year has even surpassed its early
2020 level by about 20 basis points. This return to
square one was precipitated during this dangerous
first quarter. The expectations of a possible reflation have given way to fears of a sudden and brutal
revival of inflation, and one that might be poorly
controlled (or even not at all) by the Fed, that has
clearly indicated that it has no intention of raising
its key rates any time soon. So, what should we have
been doing during this first quarter? First of all, it
was a time to reduce duration by selling nominal
and real long rates (TIPS). Secondly, it was also
a time to continue to build confidence and exposure in confidence in credits, but not all of them.
Excessively high-quality credit issues (Investment
Grade ones) were not sufficiently protected by credit spreads that were too narrow, and behaved like a
proxy for government debt. It was therefore necessary to opt for risk-taking in high-beta credits with
sufficiently high yields and correlated with equity markets. It is clear that the bond markets as a
whole will have performed poorly during this first
quarter of 2021, but after looking in the rearview
mirror, the time has come to look for investment opportunities in the months to come.
It remains to be seen in which asset classes and when to go for it!

What we want and what
we will (likely) get
Many prominent economists have recently argued
that rising long term rates are good news after all.
It is, in their view, evidence that markets have confidence in growth and in the economic recovery. The
rebound in growth is going to be strong but not necessarily sufficient. During the second quarter, we
will try to distinguish between what we would like
to see, and what we are likely to see. What we would
like would be for long rates to stabilize around their
current level and eventually start a very slight decline. The most likely outcome is that we will experience some very volatile sessions. This means that
our key levels to watch on US long rates (i.e. 1.75%
on the 10-year and 2.5% on the 30-year) could be
largely exceeded if there should be any potentially violent corrections following, on the wake of the
publication of high inflation statistics or following
ambiguous communication from the Fed. However, it is Jerome Powell who will sooner or later blow
the whistle when long rates will become painful for
the US economy and call into question the scenario of a return to normalcy. In the credit markets,
which are also volatile but potentially less so than
government bonds, we will continue to favor high
beta, notably corporate hybrid debt.

7

4. EQUITIES
A QUARTER OF TRANSITION.
The first quarter of 2021 has proven rather eventful for equity markets worldwide.
With eyes initially fixed on policy risks emanating from a new U.S. administration, the
real action for stock investors, proved, as it
so often happens, to lie elsewhere.
Indeed, below the low single digit return of the
MSCI World, one could observe an important transition of leadership, likely marking the end of the
“Covid Market” and the earnest shift towards a
broad based normalization trade. As mentioned in
our previous monthly letters, the early weeks of the
first quarter saw a continuation of the equity market
trends seen in Q4 2020 but noticeably reinforced
by growing risk appetite on recent IPO stocks and
other popular themes, an object of caution in our
view at the time.

Since the middle of February, leadership has rotated sharply in favor of recovery plays and out of
the “hottest” stocks, likely supported by strong momentum on vaccine distribution in the US coupled
with an additional stimulus plan worth close to 10%
of GDP. The transition, starting for select subsectors after November’s vaccine announcements, is
now showing rare intensity as measured by relative performance.
In line with many (though not all) historical examples, value is outperforming in an globally ascending market rather than in the context of a correction, even if more granular analysis shows pain
within some previously “hot” areas of the market.

GRAPH 3 : MSCI GROWTH VS VALUE
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This rotation is noteworthy for investors,
not merely for its intensity but for its strong
cross-asset underpinning: The economic
recovery scenario espoused by investors
is even clearer in fixed-income markets,
where a rebound in US interest rates was
first accompanied by normalizing inf lation expectations, until ascending 10y real
rates crystallized this new pro-cyclical positioning taking hold.

market could become increasingly driven by individual companies’ fundamentals and the impact of a slowly normalizing economy on their longer term profits
rather than market-wide macro factors.
This in turn should support active managers in their quest for differentiated performance. An area of caution could be the geopolitical landscape and most specifically
the Sino-US relationship, which even under a new U.S. administration continues
to show significant signs of strain. With
growth expectations having finally, and
at great cost, shown signs of life, any disruptions emanating from the geopolitical
sphere would be a regrettable missed opportunity.

Going forward, we view this current market regime as likely to persist, especially
in regions where fundamentals support a
long-term recovery. In the US, the scale of
stimulus combined with the pace of vaccination argues in favor of the current trend.
In Europe, more fiscal uncertainties combined with recent Covid f lare-ups could
tamper with the trend, potentially providing further entry points. We remain of the
view that over the next quarters, the stock

GRAPH 5 : “HOT” TRADES VS. 10Y REAL YIELD
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6. PERFORMANCES
EQUITIES IN LOCAL CURRENCIES
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Legal information

Information on risks

This document intends to provide information and opinions on dif-

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

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

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

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

request detailed information on the risks associated with the decision

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

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

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

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

strument. This document does not contain any recommendation per-

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

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

a reliable indication of future results and that historical returns and

jectives, financial situation or needs, or knowledge and experience

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

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

ble indicator of future performance, significant losses remaining al-

solicitation to purchase or subscribe to any financial services or to

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

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

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

constitute an advertisement or an investment recommendation or a

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

research or strategy recommendation. Moreover, it is provided for

rates may fluctuate and adversely affect the value of the investment

informational and illustrative purposes only and does not contain fi-

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

nancial analysis. This document mentions and presents benchmarks
which may only be used for comparison. The information provided

Distribution information

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

This document is not directed towards specified jurisdictions or to-

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

ward specific person or entity resident in a specific jurisdiction and

or any recommendation about any kind of financial services and is

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

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

publication or such distribution is contrary to the applicable law or

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

regulation or would be contrary to any mandatory license require-

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

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

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

must not be transferred to a third person or reproduced.

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 regarding its accuracy, exhaustiveness or reliability. The information provided may change, even immediately after publication and there is
no obligation to provide an up to date information at any time. Furthermore, the information provided in this document do not intend
to provide all the legal and necessary information on financial instruments or on issuers. Other publications from Banque Eric Sturdza SA may in the past or in the future reach different conclusions
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