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Headlines 

▪ Markets are overvalued but financial bubbles can last a long time before bursting 

▪ Investor confidence, supported by TINA and FOMO, will be hard to erode 

▪ If the timing were similar to that of the internet bubble, the bear market would only start in 2022 

▪ However, investors who wish to implement protection strategies should consider them now 

 

Charts of the Week 

"Irrational exuberance in 2021, bear market in 2022?" 
 

      

 

    

Financial Markets Analysis  

"Let's try to get an idea of the timing" 

Most investors will agree that financial markets are overvalued: prices are high relative to underlying fundamentals. 

Long-term bonds offer yields below the expected nominal growth of the economy. Equities have extreme ratios compared 

to earnings, and also to sales, book value, etc. Real estate and commodities have seen their prices rise significantly over 

the last nine months. Even currencies offer significant purchasing power, given the unprecedented money printing of the 

3 850

06/1988 06/1991 06/1994 06/1997 06/2000 06/2003

1000

2000

3000

4000

5000

6000

1000

2000

3000

4000

5000

6000

01/2010 01/2013 01/2016 01/2019 01/2022 01/2025

S&P 500 Recent Performance

Previous Cycle (Inflation Adjusted, 1988 to 2003)
28x

06/1988 06/1991 06/1994 06/1997 06/2000 06/2003

10

15

20

25

30

10

15

20

25

30

01/2010 01/2013 01/2016 01/2019 01/2022 01/2025

S&P 500 Recent PER

Previous Cycle (1988 to 2003)

Weekly Investment Focus 

T 

1st February 2021 

Source: Bloomberg, Atlantic Financial Group 

Good news: valuations can remain high 

for long before the shock! 

Not all financial bubbles are 

the same, but this one looks 

like 1999-2000.   
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last ten years. In such an environment, some will conclude that it is better to prepare for the worst-case scenario: a more 

or less violent correction of the financial markets. On the other hand, others will consider that it is still an opportunity to 

buy these assets: either because fundamentals are improving rapidly, or because "this time it's different", or because 

financial bubbles may inflate further.  

 

This last point is essential. While our macroeconomic analysis leads us to be cautious, our econometric approach implies 

accepting that asset prices do not necessarily collapse because they are expensive. Risk premiums are high, but they can 

remain so for a long time. This was notably the case at the end of the 1990s during the period of Internet deployment, or in 

the mid-2000s before the subprime crisis.  

 

On the bond market, the bubble is visible but has not yet reached its year-end 2008 level of. Yields on 10-year US Treasury 

bonds are expected to reach zero. The spread with the average nominal growth of the US economy would then be 420 basis 

points, as in 2009 (see chart 2) and the sequence would be very comparable with the period 1999-2001 (see chart 3). From 

this perspective, it seems that the bond bubble could last another 20 months. 

 

Chart 2 - US Bond Market Chart 3 - Comparison of Bond Cycles 
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On the stock markets, the comparison with the internet bubble is also interesting. The last upward phase, between 

January 1999 and August 2000 (20 months), was due to an increase in profits and a stabilization of multiples at an 

abnormally high level, between 25x and 30x the earnings (see Charts of the Week). If history were to repeat itself, the US 

stock markets could grow by another +25% in 2021, and the bubble would only deflate in April 2022. 

 

In the housing market, the National Association of Home Builders (NAHB) index has recently reached a breathtaking level 

(see chart 4). This survey assesses builders' perceptions of current single-family home sales and their forecasts for the next 

six months as "good", "fair" or "poor". The survey also asks builders to rate potential buyer traffic from "very high" to "very 

low". The scores for each component are then used to calculate an aggregate index oscillating around 50. With the level of 

confidence recently reached in the responses, property prices could grow by 9.5% annually in the very near future.  
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Chart 4 - Leading indicator for the US housing market Chart 5 - US housing affordability 
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Although the shortage of supply is driving up house prices, household wealth is increasing and mortgage rates are falling. 

Thus, the housing affordability index (see chart 5), which represents the ratio between the disposable income of US 

households and their mortgage payments, remains relatively high. The bubble is becoming large and comparable to that 

of 2004-2005, but there is no indication that it will burst in the immediate future. 

 

To many investors who are wondering if it is time to buy, hold or sell their assets, we would  reply that the answer 

depends on the investment horizon and the risk that can be accepted in the portfolio. Let's take the example of 

Microsoft shares. On 1st January 1999, fundamental valuations unanimously stated that the stock had become too 

expensive. However, euphoria brought it from record to record (see chart 6). If you had invested to take advantage of the 

euphoria, by closing your position 12 months later, you would have made a gain of +68%. Conversely, if you had invested 

to hold your shares for ten years, your total loss would have reached -45% in December 2008. Did you have to buy or sell? 

The conclusion depends on your time-horizon. 

 

Today, the money printing orchestrated by central banks has lowered bond yields so much that some investors believe 

that There Is No Alternative (TINA). Still others have Fear Of Missing Out (FOMO) on juicy profits. Thus, despite the 

spread of covid-19 and a bear market of -35% for the flagship S&P 500 index between February and March 2020, the 

equity markets have rebounded strongly since then. Similarly, stocks such as Newmont Mining, FedEx or Qualcomm, for 

example, after having fallen heavily during the panic period, are trading respectively at +35%, +60% and +73% above their 

levels of 1st January 2020. What's the story? Should they be bought or sold? It all depends on your time horizon. A stock 

market investment is only rational, and therefore profitable, if the time-horizon is predefined and static. Modifying 

time-horizon according to stock market bumps and human emotion will generate financial losses. If you invest for the 

short term, you are right to take advantage of the favourable momentum of these securities: buy and hold them. On the 

other hand, if you invest for the long term, you must take into account the lasting recessive impact of lockdown strategies. 

The probability of a second downward leg on the stock markets is very high. You must therefore sell in order to buy at a 

better price in a few years' time.  

 

Source: Bloomberg, Atlantic Financial Group Source: Bloomberg, Atlantic Financial Group 
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Chart 6 - Evolution of Microsoft shares between 1994 and 2017 
 

  

 

 

Conclusion:  

History never repeats itself identically and the deflation of financial bubbles is by nature unpredictable. During periods of 

extreme valuation, turning points are not related to fundamentals but to investor confidence. The trigger can be any 

exogenous phenomenon: a bankruptcy of a renowned company, a large-scale fraud, a geopolitical tension, a health crisis, 

a computer attack, and many other factors independent of the economic cycle. However, periods of irrational exuberance 

are similar and last for a long time, as at the end of the 1990s. Under this scenario, stock markets may appreciate more in 

2021, before the bubble bursts in 2022. Nevertheless, for investors whose risk aversion is high, it is already time to 

implement hedging strategies. They will become too expensive later on. 
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Returns on Financial Assets 

Total return performance by asset class 

   

Markets Performances

(local currencies)
Last Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 642.9         41.09 -3.6% -0.4% -0.4% 16.9% 27.3%
USA (S&P 500) 3 714         43.27 -3.3% -1.0% -1.0% 18.4% 31.5%

USA (Dow Jones) 29 983       38.95 -3.3% -2.0% -2.0% 9.7% 25.3%

USA (Nasdaq) 13 071       49.81 -3.5% 1.4% 1.4% 45.1% 36.7%

Euro Area (DJ EuroStoxx) 391.8         40.09 -3.1% -1.3% -1.3% 0.8% 27.3%

UK (FTSE 100) 6 407         34.40 -4.3% -0.8% -0.8% -11.4% 17.2%

Switzerland (SMI) 10 591       38.39 -3.1% -1.1% -1.1% 4.3% 30.2%

Japan (Nikkei) 28 091       46.98 -3.4% 0.8% 0.8% 18.2% 20.7%

Emerging (MSCI) 1 330         46.94 -4.5% 3.0% 3.0% 18.7% 18.8%

Brasil (IBOVESPA) 115 068      42.46 -2.0% -3.3% -3.3% 2.9% 31.6%

Russia (MOEX) 3 281         39.95 -3.1% -0.2% -0.2% 14.8% 38.4%

India (SENSEX) 47 944       36.52 -5.3% -3.1% -3.1% 17.2% 15.7%

China (CSI) 5 418         48.52 -3.9% 2.7% 2.7% 29.9% 39.2%

Energy (MSCI World) 146.9         39.27 -5.6% 1.8% 1.8% -27.7% 13.9%

Com. Serv. (MSCI World) 101.77       49.21 -3.2% 1.1% 1.1% 24.2% 25.1%

Materials (MSCI World) 325.0         36.88 -4.4% -1.2% -1.2% 21.6% 20.8%

Info. Tech. (MSCI World) 455.0         46.74 -3.8% 0.2% 0.2% 46.2% 47.5%

Utilities (MSCI World) 149.8         42.11 -2.1% -1.2% -1.2% 4.8% 22.3%

Financials (MSCI World) 121.5         36.06 -4.0% -1.7% -1.7% -3.2% 24.1%

Cons. Staples (MSCI World) 257.2         31.61 -1.6% -3.9% -3.9% 8.8% 22.4%

Health Care (MSCI World) 321.5         45.96 -2.7% 1.1% 1.1% 15.4% 23.3%

Cons. Discret. (MSCI World) 382.5         45.76 -4.2% 0.9% 0.9% 37.0% 28.2%

Industrials (MSCI World) 282.3         34.48 -4.2% -2.5% -2.5% 11.8% 27.2%

Bonds (FTSE)
USA (7-10 Yr) 1.08% 41.82 0.0% -1.4% -1.4% 9.3% 7.4%

Euro Area (7-10 Yr) -0.21% 45.12 0.2% -0.4% -0.4% 4.5% 6.7%

Germany (7-10 Yr) -0.52% 44.18 0.0% -0.5% -0.5% 3.0% 3.0%

UK (7-10 Yr) 0.33% 43.70 -0.1% -1.0% -1.0% 5.4% 4.8%

Switzerland (7-10 Yr) -0.44% 42.16 0.0% -0.4% -0.4% 0.4% 2.0%

Japan (5-10 Yr) 0.06% 43.07 0.0% -0.1% -0.1% -0.1% 0.0%

Emerging (5-10 Yr) 4.01% 46.90 0.0% -1.4% -1.4% 5.2% 13.3%

USA (IG Corp.) 1.86% 44.60 -0.4% -1.3% -1.3% 9.9% 14.5%

Euro Area (IG Corp.) 0.27% 44.20 -0.3% -0.1% -0.1% 2.8% 6.2%

Emerging (IG Corp.) 3.71% 60.92 -0.1% -0.2% -0.2% 8.1% 13.1%

USA (HY Corp.) 4.31% 62.67 -0.1% 0.3% 0.3% 7.1% 14.3%

Euro Area (HY Corp.) 3.22% 57.06 -0.2% 0.4% 0.4% 2.3% 11.3%

Emerging (HY Corp.) 6.04% 52.95 -0.1% -1.0% -1.0% 4.3% 11.5%

World (Convertibles) 438.4         50.81 -2.9% 2.4% 2.4% 38.8% 17.3%

USA (Convertibles) 590.1         50.71 -3.5% 2.6% 2.6% 54.5% 22.8%

Euro Area (Convertibles) 4 044         34.58 -1.7% -1.8% -1.8% 6.1% 7.6%

Switzerland (Convertibles) 186.9         58.18 0.1% 0.1% 0.1% 0.5% 2.4%

Japan (Convertibles) 195.5         46.20 -0.9% 0.6% 0.6% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 671.4         70.10 n.a. 3.8% n.a. 2.5% 9.3%

Distressed 859.5         64.14 n.a. 2.3% n.a. 1.5% 1.4%

Event Driven 719.4         66.79 n.a. 3.8% n.a. 3.1% 8.2%

Fixed Income 374.0         69.92 n.a. 1.4% n.a. 2.2% 6.1%

Global Macro 1 099.5      69.32 n.a. 4.5% n.a. 2.0% 10.4%

Long/Short 856.1         69.22 n.a. 4.1% n.a. 3.6% 12.2%

CTA's 315.8         58.12 n.a. 5.3% n.a. -3.2% 9.0%

Market Neutral 273.3         53.87 n.a. 1.8% n.a. -0.1% 1.6%

Multi-Strategy 651.5         71.26 n.a. 4.2% n.a. 1.4% 7.3%

Volatility
VIX 33.09         62.73 51.0% 45.5% 45.5% 65.1% -45.8%

VSTOXX 29.01         62.79 36.1% 24.1% 24.1% 67.5% -41.5%

Commodities
Commodities (CRB) 469.4         59.26 0.8% 2.1% 2.1% 9.4% 7.6%

Gold (Troy Ounce) 1 863         50.92 0.4% -1.8% -1.8% 24.9% 18.3%

Oil (WTI, Barrel) 52.20         59.30 -1.0% 7.6% 7.6% -20.5% 34.5%

Oil (Brent, Barrel) 55.41         59.91 0.2% 7.2% 7.2% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 90.560       52.12 0.2% 0.7% 0.7% -6.7% 0.2%

EUR 1.2127       47.37 -0.1% -0.7% -0.7% 9.7% -2.2%

JPY 104.72       35.87 -0.9% -1.5% -1.4% 5.3% 0.9%

GBP 1.3734       59.09 0.4% 0.5% 0.5% 2.8% 3.9%

AUD 0.7652       47.84 -0.8% -0.5% -0.5% 9.5% -0.4%

CAD 1.2772       48.85 -0.3% -0.3% -0.4% 1.8% 5.0%

CHF 0.8917       44.09 -0.4% -0.6% -0.7% 9.8% 1.4%

CNY 6.4615       56.13 0.3% 1.0% 1.0% 6.7% -1.2%

MXN 20.354       41.42 -1.2% -2.2% -2.2% -4.9% 3.8%

EM (Emerging Index) 1 717.2      49.62 0.0% -0.1% -0.1% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Performance (Negative \ Positive)
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DISCLAIMER  

     
This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where such 
distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to,  purchase, sell or hold any security 
or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein co ntained do not take into account 
an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate to individual 
circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own independent 
decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each client and may be 
subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other inf ormation provided in the document or 
otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, obtain 
independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The infor mation and analysis contained 
herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of the information contained 
in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well as the prices, market valuations 
and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, and the investor may receive back less 
than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate into an investment assessment. In general, 
products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are higher in the case of derivative, structured, and 
private equity products; these are aimed solely at investors who are able to understand their nature and characteristics and to and bear their associated risks. On 
request, Atlantic will be pleased to provide investors with more detailed information concerning risks associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. T hese rates may fluctuate and 
adversely affect the value of the investment when it is realized and converted back into the investor ’s base currency. The liquidity of an investment is subject to 
supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting in price 
volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest t hat all of the 
opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts are expressly 
prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in this document for 
and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 
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