Market review August 2021

Stock markets continued their upward trend in July, reaching new historical highs. The small correction
in the middle of the month allowed volatility to rise (+15.2% in July) but did not prevent the main
indices from ending the month up. Most of them gained between 1.5% and 3%, mainly due to betterthan-expected earnings reports and an optimistic outlook for the end of the year. Some industries, such
as tourism, have little visibility on the progress of their business due to the worrying evolution of the
Delta variant, but this uncertainty seems to weigh less and less on the rest of the stock market. The Delta
variant is on everyone's lips and has become an omnipresent subject for the press, which no longer
know what to highlight to maintain an atmosphere of fear around Covid-19 (allowing them to continue
selling their "news"). After having closely followed the curves of the people who died from Covid-19
during the first wave, then those of the people between life and death in the intensive care unit, then
simple hospitalizations, we are now counting new cases of contamination. To some extent, the fact that
the majority of these newly infected people do not develop a severe form of the disease is not mentioned.
The danger of the virus is reduced thanks to vaccination. Far be it from us to start a debate on the
necessity of vaccinating or not, each person is free to do what he or she wants, but it must be noted that
vaccination has greatly reduced the number of severe cases in the event of contamination.
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As for interest rates, the trend has been downward. Both in the United States and in Europe, long-term
interest rates have fallen sharply. The US 10-year is now in the 1.2% range after having peaked at over
1.75% in March. It is still up from its level of the end of 2020 (0.91%), but fears of inflationary slippage
in the first quarter seem behind us. The yield spread between the 2-year and the 10-year, after having
reached 1.6% at the beginning of the year, has temporarily fallen below 1%, a level we have not seen
since January. As a reminder, this differential is an indicator of the strength of growth. However,
economic statistics related to inflation continue to rise, but the uncertainties over the sanitary situation
for the second half of the year is proving central banks right, as they continue to argue that inflation is
only temporary.
Credit spreads remain historically low, even though we have seen some a slight uptick in the high yield
segment, especially in the US. Considering the colossal debts accumulated in recent years, a more
sustainable spread widening could have serious consequences in some sectors. Most digital assets, such
as Bitcoin (+20%), experienced a strong rebound in July due to short covering. Commodities, on the
other hand, moved higher with oil reaching its highest level since 2014 and gold (+2.49%) finding a
good support in the 1700-1750 area. With real rates regularly hitting new lows, the yellow metal could
be sought in the 2nd half of the year.
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Market trends at the end of July 2021
End of July

MSCI World

S&P 500

Perf 1 Month
Perf 3 Month
Perf YTD

1,72%
4,44%
14,10%

2,27%
5,12%
17,02%

End of July

WTI Oil

Perf 1 Month
Perf 3 Month
Perf YTD

0,65%
16,31%
52,41%

End of July
Perf 1 Month
Perf 3 Month
Perf YTD

Global
Aggregate
1,33%
1,38%
-1,92%

Equities in Local Currencies
EuroStoxx
CAC
Spain
0,62%
2,88%
15,11%

Commodities
Brent Oil
Gold
1,60%
13,50%
47,36%

2,49%
2,55%
-4,43%

1,61%
5,48%
19,12%

-1,65%
-1,58%
7,46%

Copper

USD

3,77%
-0,99%
25,26%

-0,08%
1,29%
2,94%

Bloomberg Indices Bonds Total returns
US
US 10 Year German 10
Euro
Aggregate Aggregate
Treasury
Year Bund
1,12%
1,56%
2,02%
4,65%
2,16%
1,88%
3,52%
5,79%
-0,50%
-0,76%
-1,51%
-2,56%

Switzerland

MSCI EM

CSI 300

1,46%
9,93%
13,20%

-7,04%
-5,18%
-1,04%

-7,90%
-6,10%
-7,68%

Currencies vs EUR
JPY
GBP
1,17%
0,90%
-3,11%
Global
Credit
1,19%
2,18%
-0,76%

0,41%
1,94%
4,74%

CHF
2,06%
2,15%
0,60%

Global High Emerging
Yield
Sovereign $
0,11%
0,16%
1,24%
1,80%
2,19%
-0,44%

Source : Bloomberg 31/07/21.

Let's go back to central banks where, for once, it was the ECB that stood out in July. Almost 18 months
after the FED, Mrs. Lagarde hinted that she would temporarily tolerate inflation above 2% from now
on. This is obviously not a surprise, but it confirms that even if there is some talk of "tapering" in the
US, we are very far from it in Europe. As we mentioned last month, the next important monetary policy
deadlines are the Jackson Hole meeting at the end of August and the FED meeting in mid-September.
Until then, the adage "don't fight the FED" seems to be appropriate.
Especially since, as we said in the introduction, equity markets ended July on historical highs, which is
a sign of strength and meets the definition of a "bull market". It can sometimes be wise to be
"contrarian". Going against a trend at the right time can yield a lot of money in a short period of time.
Of course, but there is one important condition to succeed in doing so: you have to do it "at the right
time". Statistically, there is a 75% chance that the S&P500 will generate a positive return over a 12month time horizon. This means that the market is more likely to go up than down (yes, that is a truism).
Going against the trend just because there is one is heresy. It can cost an investor a lot of money not to
be invested, just because the markets are at their highest. Trends often last for several years, so we do
not think it is wise to try to sell at the top. It is not worth it, except to flatter our pride.
We therefore recommend our investors to remain invested until we see concrete reasons to believe that
the bull market is coming to an end.
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July was also marked by a significant sell-off in Chinese equities. The Shanghai Shenzhen CSI 300 index
fell by almost 8%, while indices with higher weights in technology stocks such as the MSCI China and
the Nasdaq Golden Dragon China Index lost 14.16% and 22% respectively in one month. The reason for
this sell-off is a new government measure against the education sector. But we have to go back in time
to understand these decisions of the Chinese Communist Party (CCP). Remember in November 2020
when we learned that the listing of Ant Group on the New York Stock Exchange was suddenly blocked
by the Chinese government. Since that day, apart from the fact that we have hardly seen Jack Ma
(founder of Alibaba and Ant Group) in public, a series of measures have been taken against Chinese
tech giants such as Alibaba and Tencent. More recently, the company Didi Chuxing (the Chinese
equivalent of Uber), has been banned from operating in China for almost 10 years. A few days before
this measure, the company had not followed a recommendation of the CCP to postpone its IPO planned
in New York... Coincidence? On July 16, the Chinese Ministry of Education issued a decree that prohibits
companies offering paid tutoring to schoolchildren from making a profit. They must change their status
and become a foundation. Shares of the leaders in this sector, TAL Education and New Oriental
Education which are listed in New York, have each lost more than 70%.
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Reading between the lines of these drastic measures imposed by the CCP, we can conclude that the
latter does not intend to take the risk of losing control of the country because of a few billionaires who
take advantage of the American capital market to make a fortune in the business world. In addition to
equitable access to education, the Chinese government places strong emphasis on data protection and
fair competition. The objective is to avoid monopolistic situations in certain sectors of activity such as
E-Commerce for example. The future will tell whether these decisions hide imperialist intentions.
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China and Western governments have, however, one thing in common... the increasing size of "big tech"
companies. The steps taken by the CCP could therefore give ideas to the European Union, as the subject
is not new. It is hard to imagine such radical measures in a democratic regime, but this could put
pressure on companies that benefit from quasi-monopolistic situations. Especially since these
companies have reinforced their domination over the rest of the market since the Covid-19 crisis.
Indeed, the 7 American tech giants represent more than 10 trillion dollars of market capitalization
(nearly half of the American Gross Domestic Product...) and represent more than 25% of the S&P500
index... This should be kept in mind.

Several important deadlines are looming, such as Jackson Hole and the upcoming central bank
meetings. These could bring volatility to risky assets, both in equities and credit spreads. Unless we see
a radical change in monetary policy, which is not expected, at most announcements of liquidity cuts
already planned, the uptrend should continue. Beware, however, of potential "black swans" such as a
Chinese skid in Taiwan.
We wish you a nice month of August.
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