
PRICE OF BITCOIN TAKES OFF

It is likely (as is often the case) that rising interest rates may pop 
these bubbles, and we are indeed seeing this in recent weeks, as 
long bond yields all over the world have moved sharply higher. 
Inflation expectations have picked up and volatility, and a sense 
of nervousness has come to pervade the market mood. Now 
perhaps may be the moment for more caution. 

US INFLATION EXPECTATIONS RISE

US TREASURIES SELL-OFF GATHERS PACE
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MONEY MATTERS

As the year gets into full swing, so the markets find their rhythm. 
The Great Reflation Trade (economic recovery from COVID-19) 
remains firmly on with risk appetite healthy – to say the least. As 
the recovery strengthens, markets price in stronger growth in 
the coming year, and the possibility of the return of inflationary 
pressures in due course. Bond yields at multi-decade lows 
(until recently, close to zero in the US and Europe) have meant 
that the valuations of growth companies (notably of course 
technology) have risen sharply, and the avalanche of liquidity 
from both central banks and governments has found its way 
directly into markets. Animal spirits have most certainly returned 
as investors of all types chase prices higher, tempted by the 
prospect of quick capital gains. Liquidity support will remain 
evident throughout 2021 as central banks and governments 
continue to pour cash into the system (around $8trn last year 
and perhaps a further $6trn this year). Risks however are rising, 
the further we head into economic recovery and the higher 
market valuations. Bubbles are certainly evident in many parts 
of the investing landscape (technology shares, resources and 
bitcoin spring to mind); and investor behavior is signifying a 
potentially unedifying end to the euphoria (GameStop, Reddit 
and Robinhood). 

LOWER INTEREST RATES HAVE DRIVEN A LONG EQUITY 
BULL MARKET

COPPER BREACHES $10K FOR THE FIRST TIME
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And Neurolink has moved on from pigs to monkeys with its 
brain implant morphing animal with computer for the first time. 

And finally, a non-Musk company (LyteLoop) is looking to move 
the Cloud (banks of computer servers) to space, providing plenty 
of capacity for all those family photos…

Before we get into each of these elements – and where to still 
find value in the market, lets as usual take a wander through 
recent technological developments. 

This time it seems that Elon Musk is behind most of these with 
NASA choosing SpaceX to launch a full-time orbiting Lunar 
Gateway Station around the Moon.

From here NASA plans to build a lunar base camp on the moon’s 
south pole, followed closely by Russia and China.

Musk’s long held ambition to send humans to Mars is moving 
steps closer – 2026 to be precise, with the Starship undergoing 
testing this month. 



TRADING ACTIVITY IN GAMESTOP SOARED

GAMESTOP SHARES DID INDEED GO ‘TO THE MOON’. AND BACK

Targeting stocks where hedge funds were very short was a 
brilliant trade and made enormous sums for those who bought 
their call options early – and lost everything for those who were 
in late – an all-time classic pump and dump trade. 

GAMESTOP WAS HEAVILY SHORTED BY HEDGE FUNDS

SHORT SELLERS SQUEEZED IN CROWDED GAMESTOP BET

ARE WE IN A BUBBLE?  AND WHERE TO FIND VALUE 
IN THE MARKETS.

As to valuation it would certainly appear that markets are in 
extended territory – one of the most useful long term indicators 
being the ratio of market capitalisation to GDP – or the Buffett 
Indicator as it now sometimes is termed (being a favorite 
indicator for Warren Buffett).

BUFFETT INDICATOR

Investor behavior is also signaling a somewhat exuberant 
mood, the now classic Gamestop retail frenzy being the latest 
and best example. 

You can now buy an ETF called BUZZ, that tracks shares where 
social media chatter is rising. (I would not recommend doing 
so by the way). Social media chatter on chat boards is certainly 
a new phenomenon, wherein the wisdom (or madness) of 
crowds is harnessed in spectacular fashion. 

REDDIT’S WALLSTREETBETS STIRS MARKETS



Note that Mr Tenev and Mr Gill are strangely not the same 
person….

Now it turns out that Citadel bailed out Melvin Capital which 
lost half its asset value as its short in Gamestop was squeezed 
higher. Citadel is also the main payer of fees to trading platforms 
for their trading flow, paying $1.2bn for the opportunity to 
execute all these juicy retail trades in 2020 – with most of that 
payment going to, you guessed it, Robinhood. 

MARKET MAKERS THAT PAID THE MOST FOR ORDER FLOW 
IN 2020

THE 50 MOST SHORTED STOCKS

The first man in was Keith Gill (Roaring Kitty or Deep F**king 
Value), who is quoted as having made $22m from a $50,000 
call option in Gamestop. 

A Congressional Commission hauled the main players before 
it in the aftermath, querying whether it was indeed a pump 
and dump scheme and also why Robinhood pulled trading in 
the key names at a crucial moment (it had to as it had run out 
of regulatory capital to support the outstanding trades being 
held). Expect more lawsuits against Mr Gill - top left, pictured 
here along with Globe Plotkin of Melvin Capital – top right, Ken 
Griffin of Citadel Securities – bottom left, and Vladimir Tenev, 
CEO of Robinhood, bottom right.



BROKERS THAT EARNED THE MOST ‘PAYMENT FOR ORDER 
FLOW’ IN 2020

So, to recap - retail traders place orders with Robinhood (the 
good guys, zero commission) who then get Citadel (the bad guys 
– hedge funds/securities firms) to execute the trades. Robinhood 
makes two thirds of its profits from these payments, the bad 
guys get fabulous trade visibility and can trade themselves inside 
the spread that the retail investor gets charged, making billions 
in the process. Therefore, the retail crusade is feeding the very 
Wall Street big guys it wants to bring down. Classic. This may 
or may not become a focus of scrutiny for the regulators – but 
for now I would contend that the Congressional Commission 
was barking up the wrong tree. 

Let’s now take a look at another indicator of bubble like 
behaviour - cryptocurrencies. Elon Musk again plays a central 
role here, focusing on Dogecoin (a crypto set up as a joke) as 
the next great crypto to own. 

Dogecoin promptly took off rising to a market capitalisation 
of $10bn. Go figure.

Meanwhile Musk was happily buying bitcoin for Tesla, at an 
average price of just over $33,000, netting a tidy profit to date of 
over half a billion dollars. Not sure how he gets away with that…

So, we have a market with a stretched valuation and many 
signs of “irrational exuberance”.  

WALL STREET EXUBERANCE BAROMETER CHARGES BACK 
TOWARDS DOTCOM BOOM HEIGHTS

There is an interesting trade however, currently underway 
and I suspect with us for a while. Put simply, a rotation from 
overpriced technology names (think Tesla) into underpriced 
cyclical industrial (think General Electric) and consumer names 
(think Carnival Cruises). In investment language, a switch from 
Growth into Value. Growth stocks rose by 35% in 2020, capping 
a multi-year run. Value stocks fell slightly. 



FAST-GROWING COMPANIES HAVE LEFT ‘VALUE’ STOCKS IN 
THE DUST

Value stocks have rarely been cheaper compared to growth.

VALUE STOCKS ARE EXTREMELY CHEAPRELATIVE TO GROWTH 
STOCKS

And when interest rates (bond yields) go up (as we are now 
seeing), this is a signal for better economic times ahead and a 
time when Value stocks do well.  

RISING BOND YIELDS SIGNAL A SWITCH FROM GROWTH TO 
VALUE

Now it turns out that many areas of the South African equity 
market have a value bias (think Italtile and Shoprite, Nedbank 
and Old Mutual). Excluding Naspers and the resource names, 
this area of the market (what we call SA Inc) is deeply unloved 
and extremely cheap. To give you an idea SA banks sell at 
around 1.2x book, compared to other emerging market banks 

at 2x. SA banks are growing faster, have better balance sheets 
and usually trade at a premium to emerging market banks. 

MSCI SA VS EM BANKS’ EPS GROWTH

And for a contrarian investor, what is even more attractive is 
that both domestic and international investors have given up 
on SA, with flows going anywhere but here.

INVESTORS HAVE GIVEN UP ON SA

South Africa trades at a price earnings ratio of just over 10x, 
compared to emerging markets at 15x and developed at 20x. 

SA ASSETS ARE CHEAP RELATIVE TO THE REST OF THE WORLD

With many parts of the SA market showing faster profits growth.



At Old Mutual we have this pro SA Inc trade on; some may think 
this is crazy given how the economy feels right now – however 
markets always look around a year ahead. Think about the 
SA economy, will it be better or worse in a year’s time? It only 
needs to be slightly less bad than today for these SA Inc shares 
to do very well.

Let’s see – we will report back one way or the other!

Happy investing.

Hywel 
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