
There have been plenty of 
surprises through 2021 and 
volatility is likely to continue 
into the New Year. Inflation, new 
Covid-19 variants, demand for 
commodities from China and 
changing regulations, plus the 
speed of global economic growth 
are just some of the risk factors 
facing financial markets in 2022. 
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to analyse what they’ve seen over the past year, so it       

can help inform your strategy for the year ahead. 
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    Currencies

How low can the Australian dollar go?
By Elise Shaw, Senior Content Strategist, CMC Markets APAC & Canada

2021  
Open 77.20

2021 

YTD -3.9%
2021 

High 80.07 
February

2021 

Low 70.62 
November

Chart timestamp: December 1, 2021. Source: CMC Markets

The rollercoaster ride that the Australian 
dollar has taken in 2021 touched a 
high of US80.07c in February, then 
consolidated the upper US77c range 
until the 50-, 100- and 125-day moving 
averages converged in June. From there, 
support at US77c became resistance and 
the Aussie dollar slipped to the initial low 
of US71.06c in August. This level was 
broken in the final breath of November 
as the latest COVID-19 variant, Omicron, 
started to appear throughout the world. 
The currency is looking oversold at that 
level and could rebound, if it can build 
support at US71c. This would reflect 
market resistance seen just above US73c 
at the moving averages and US73.70c 
highs made on November 15 and 16.

Commonwealth Bank of Australia made 
an end-of-year call at US72c, and for 
AUD to steady around that level out to 
March 2022. Trading Economics backs 
US71c to the end of the quarter, but  
a continued fall to US69c over the next 
12 months.

There are plenty of potential risk events 
including the response of the vaccine 
to the new COVID-19 variant, any new 
strains that develop, the strength of 
Australia’s economic growth, the rise 
in inflation across the globe, especially 
in the US, and a weaker US dollar 
should their economy struggle. China’s 
economic growth and demand for 
Australian commodities will also be 
factors to consider.
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Recent moves to the New Zealand 
dollar have made it tricky to forecast 
what comes next. The NZD was initially 
boosted by the first interest rate hike, 
but fell on the second rate hike due 
to a more-dovish-than-expected tone 
from the Reserve Bank of New Zealand 
(RBNZ). Noticeably, the Reserve Bank 
governor Adrian Orr made it very clear 
that the RBNZ would keep going with 
the tightening monetary cycle and made 
a projection to lift the Official Cash 
Rate (OCR) to 2.5% by 2023. Will the 
tightening monetary policy reverse the 
downtrend of the NZD? Not just yet.

NZD continuing weakness seen  
in the near term 
 
RBNZ increased the interest rate by 25 
basis points twice in 2021, which lifted 
the Official Cash Rate (OCR) to 0.75%, 
the highest among the major central 
banks. However, the Kiwi dollar wasn’t 
boosted by the rising rate from the latest 
meeting in November, as markets had 
priced in a more aggressive lift of 50 
basis points against the backdrop of 
burning inflation and tight labour market 
conditions. Given the RBNZ’s dovish 
tone in the last meeting, the Kiwi dollar 
sentiment is for an ongoing weakening 
trend in the near term.

Will the tightening monetary 
cycle boost the NZD?
By Tina Teng, Market Analyst, CMC Markets New Zealand

RBNZ is facing the same dilemma as the 
other major central banks. On one hand, 
more than a decade of high inflation 
is putting pressure on the rate hike 
decision. The New Zealand third-quarter 
consumer price index (CPI) rose by 4.9% 
from a year ago, the highest increase 
since December 2010. Meanwhile, the 
unemployment rate fell to 3.4% in the 
third quarter, the lowest since 2008. Tight 
labour markets project a rise in hiring 
costs and is putting ongoing pressure on 
consumer prices. 

On the other hand, the Delta outbreak 
since August is restraining the economic 
growth with containment measures still 
in place. RBNZ indicates that household 
spending and business investment will 
be dampened in the near-term by these 
ongoing health uncertainties. The Delta 
infection cases continue to rise across 
New Zealand, and the government is 
cautiously easing the health restrictions. 
Economists at Westpac bank expect that 
NZ GDP will fall 6% in the third quarter 
due to the Delta outbreak impact.

https://www.rbnz.govt.nz/news/2021/11/mpc-continues-to-reduce-monetary-stimulus
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NZD is seen weakening further against 
the USD in the medium term. A potential 
double top pattern is forming with the 
pivotal support seen at 0.6850 at the 
neckline. The potential support is also 
seen at the trend line at the lower band of 
the triangle pattern.

NZD/USD – Daily (A potential bearish breakout on the lower band of the triangle 
pattern with a potential double top pattern forming ahead)

A potential rebounding of the NZD in 
the first quarter next year 
 
Although the RBNZ remains dovish  
on its monetary policy at its recent 
meeting, Governor Orr has indicated  
that the progress in rate hikes is  
already on its way. There will be seven 
interest increases in the next year or  
two, which will lift the OCR to 2.5% at 
its peak in 2023, the highest seen since 
January 2016. 

The New Zealand banks have front-
run the interest curves. The mortgage 
rates have increased by around 1.5% 
on average over the past two months. 
And the pace of rising rates, both for 
fixed term deposit and mortgages, might 
accelerate for the rest of the year. The 
largest lender, ANZ Bank, has suspended 

low-deposit home loans to comply with 
RBNZ rules. The bank’s risk appetite has 
shrunk as the NZ inflation runs hotter. 
Orr said that homeowners who have just 
entered the market with extremely high 
leverage levels have to be incredibly wary 
and understand they have to weather 
higher interest rates.

Given the New Zealand government’s 
guidance to gradually reopen the border, 
RBNZ is likely to return to its hawkish 
tone at its meeting in February 2022. 
But keep in mind that the inflation rate, 
unemployment rate and the vaccination 
rate will be in focus for the Board to 
decide on its bond purchase program and 
interest rate decision.

https://www.businesstimes.com.sg/real-estate/new-zealand-hikes-rates-again-warns-homeowners-to-prepare-for-more
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FTSE 100 underperforms again, 
but record highs remain in sight  
By Michael Hewson, Chief Market Analyst, CMC Markets UK

It’s been a perennial question for UK 
investors over the last 20 or so years. Is 
the FTSE 100 fit for purpose, when you 
consider it is one of the few global indices 
that hasn’t made a new record high in the 
last two years? 

There was progress of sorts back in 2015 
when it finally cracked its previous record 
high of 6,950 set at the end of the 1990s. 
Since then, it’s been a tale of incremental 
new highs, with the most recent record 
set back in May 2018 at 7,903.50. 

Since then, we’ve tried several times to 
move back to those peaks, with the most 
recent peak set back in January 2020 at 
7,689, before collapsing in March 2020 
to the 4,899 level as the coronavirus 
pandemic swept across the globe. 

The FTSE 100 quickly recovered back 
to 6,500, before slipping back towards 
5,500 in October 2020, and has spent 
the last 12 months slowly clawing its way 
back to current levels, still well short of 
the record highs set back in 2018. 

Contrast that to the performance of 
other global benchmarks, and even the 
FTSE250, which has managed to set 
new record highs on a regular basis, and 
it’s a dismal performance. 

So why the underperformance? 

Well, there are several mitigating factors, 
but it still begs the question as to why 
the UK persists in having an index that 
diverges so much from every other global 
index.

FTSE 100 underperformance since 2019

Chart timestamp: December 1, 2021. Source: CMC Markets

As can be seen from the chart above, the 
FTSE100 has only just about recovered 
to levels last seen at the beginning of 
2019, in contrast to its peers of the DAX, 
S&P500, and Japanese Nikkei 225, with 
the S&P500 almost going parabolic. 

There are several reasons for this 
underperformance and while some 
commentators would pin the blame on 
the 2016 Brexit vote and subsequent 
departure of the European Union for 
the lacklustre performance, they omit to 
explain why the FTSE250 hasn’t been 
affected in a similar way. 

The reality is the FTSE100 has 
underperformed for years and while 
the pandemic hasn’t helped it, its 
composition hasn’t necessarily helped it. 

When looking at different markets its 
important to understand that we aren’t 
always comparing like with like.

Starting with the S&P 500, we’ve seen 
a huge number of US companies buy 

back their own shares in response to 
various tax changes brought about by 
the Trump administration, which in turn 
boosted their valuations. This has been a 
consistent theme among US companies 
since 2016, while the German DAX is a 
total return index, which includes dividend 
reinvestment. 

If we looked at the FTSE100 as a total 
return index like the DAX, we would also 
be at record highs, moving above the 
peaks that we saw at the end of 2019.

To finish off the comparison, the 
Japanese Nikkei 225 has continued to 
be helped by large-scale ETF buying by 
the Bank of Japan, which has helped 
boost this index to its highest levels in 
over 30 years, and with a new Japanese 
government set to implement a new fiscal 
stimulus plan we could see the Nikkei 
225 move and hold above the 30,000 
level for the first time since 1990. 

When the FTSE 100 is looked at through 
this prism, it is then less surprising that 



The Annual: a year in review & predictions for 202210  

    Indices & Stocks

2021 Market performance year to date

 Source: CMC Markets

the index has underperformed and that 
theme has continued through this year, 
as we’ve move back above the 7,200 
level as we look to close back in on the 
pre-pandemic peaks from 2020. 

With vaccines and booster shots keeping 
the global economy ticking over, we’re 
now starting to see some of the side 
effects of the global shutdown from 2020. 

It turns out that when you switch 
everything off all at once its not as 
easy to switch it all back on again, 
especially when governments around 
the world opened their wallets with large 
scale fiscal support for consumers to 
encourage them to observe the various 
Covid-19 restrictions.

We now have a situation where demand 
for goods is outstripping supply, at the 
same time as trying to transition to a 
different economic model, more attuned 
to renewables and cleaner energy. This 
is not as easy as perhaps some in the 
green lobby would have you believe and 
is not without costs. 

You can’t just transition to renewables 
at the flick of a switch, especially given 
the complexity of global supply chains, 
which rely heavily on fossil fuels for “just 
in time” delivery. 

The big question now is what happens 
next, and that’s a harder question to 
answer, given the complexities outlined 
above, however the trend remains 
positive for broader markets even though 
there are huge areas of frothiness in 
some parts of the market, particularly in 
the US.

It’s notable that once again the S&P 
500 has managed to outperform, 
hitting new record highs almost every 
month this year, while the Nikkei has 
underperformed, despite hitting 30-year 
highs back in September. 

The response of the US Federal Reserve 
has continued to aid the rally in US 
markets, with the slow removal of various 
monetary policy interventions. In the 
aftermath of the economic lockdowns the 
central bank rolled out various lending 
programmes, along with the purchase 
of so-called “fallen angels” corporate 
debt which acted as a type of put 
against the bankruptcy of several large 
US companies, which it is now slowly 
beginning to unwind.

It is also interesting to note how different 
the pace of the respective bounce backs 
has been, and how much harder the 
FTSE 100 continues to be held back by a 
few significant underperformers.

The sectors hit the hardest by the 
pandemic: travel, leisure, general retail, 
energy, and banks, all of which make up 
a significant proportion of the FTSE100, 
serve to highlight why the FTSE 100 has 
continued to lag. 

In 2020 we saw the likes of IAG, finish 
the year down over 60%, Rolls Royce, 
BP, Royal Dutch Shell, and Lloyds 

Banking Group close over 40% lower, 
and NatWest Group finish down over 
30%. 

While we’ve seen a rebound in the banks 
this year, along with the oil companies, 
the likes of IAG and IHG have lagged, 
along with some in other big cap names 
like Rio Tinto, Tesco, Unilever, and 
Reckitt Benckiser all struggling, due to 
concern over rising costs. 

UK housing shares have also 
underperformed despite enjoying a 
very strong year, and remain below 
their pre-pandemic peaks, despite solid 
results and strong order books. The 
predominantly London based Berkeley 
Group is the worst performer, with Taylor 
Wimpey not too far behind, perhaps over 
concern over what a Bank of England 
interest rate rise might do to demand for 
housing.   

British Airways owner IAG has made 
no progress this year at all, although 
Holiday Inn owner IHG has seen some 
modest gains as overseas and domestic 
travel gets going again. The US/UK 
transatlantic routes reopening at the 
beginning of November could offer some 
hope for IAG as we head into 2022. 

On the basis, that the current inflation 
storm may well pass, there is no reason 
why we can’t see the FTSE100 move 
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There is no 
reason why we 

can’t see the 
FTSE 100 move 

beyond the  
highs this year.

beyond the highs this year at 7,400 and 
revisit the record highs of 7,900, and 
above the 8,000 level by the end of next 
year. 

The rebound in European markets 
has been impressive this year, despite 
concerns over the lack of fiscal 
interventions, with concerns over the 
sustainability of the European growth, as 
it has been for the last two years. 

While the pandemic has hit the likes of 
Spain and Italy the hardest, we have 
seen some semblance of a decent 
recovery there, albeit it’s not been as 
strong as it could have been due to their 
large travel sectors which are running 
well below their pre-pandemic capacity 
due to continued lockdown and travel 
restrictions.

Dissatisfaction with the EU remains a 
danger for politicians across Europe, 
as highlighted by the shambolic events 
over the vaccine rollout program. For 
now, the European Central Bank has 
seen President Christine Lagarde be 
able to take the rest of the governing 
council with her when it comes to filling 
the vacuum created by the lack of a 
bazooka type of fiscal response from EU 
leaders, however the resignation of Jens 
Weidmann as Bundesbank President 
still speaks to simmering tensions within 
German monetary circles when it comes 
to current policy. The current PEPP 
program is also due to expire in March 
2022, although the APP program is still 
expected to continue. 

The US economy also benefitted from 
a third fiscal stimulus programme which 
was rolled out at the beginning of the 
year, and which consisted of $1,400 in 
stimulus payments to most Americans, 
along with a $300 a week unemployment 
insurance boost, until 6th September, 
while also putting $350bn into state, local 
and tribal relief. 

This set of measures has no doubt gone 
a long way to support the resilience of 
the US economy, as well as US company 
earnings, which have benefitted from 
the extra spending power that has been 
afforded by these payments. 

With another infrastructure bill only 
signed off in November this year, we 

could well see a further uplift for markets, 
if the inflation genie doesn’t start to run 
riot in 2022.

Other concerns for the UK are further 
increases in energy prices in early next 
year, along with the various tax hikes 
that are due to take place because of the 
recent UK budget, which could introduce 
quite a lot of fiscal drag. Given the 
uncertain outlook it wouldn’t be a surprise 
if these measures were deferred.
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What’s next for the S&P/ASX 200?
By Elise Shaw, Senior Content Strategist, CMC Markets APAC & Canada

Timestamp: 30 November, 2021. Source CMC Markets

Global stocks have dipped from 
all-time highs as central banks cut 
back on monetary accommodation. 
Assets from equities to commodities 
and cryptocurrencies have delivered 
substantial gains this year. Investors are 
questioning how much further they can 
go as liquidity tailwinds start to cool.

A number of big mergers will change the 
face of the ASX 200 if they go ahead: 
Afterpay/Block; Santos/Oil Search; BHP 
oil and gas assets under Woodside, 
and the IPO pipeline is looking healthy, 
representing new opportunities.

Trading Economics expects the ASX 
200 to close out 2021 at 7140.99 and to 
head lower through 2022 to 6741.36 in 
12 months.

Risk factors: China GDP growth, 
Australian GDP growth, higher inflation, 
RBA cash rate rises, a decline in US 
stock markets.

2021  
Open 6743.59

2021 

YTD +9.4%
2021 

High 7643.09
2021 

Low 6511.54
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Where will the Nasdaq and US 
tech stocks go from here?
By Zhujun Li, Market Analyst, CMC Markets, Shanghai

The Nasdaq continues to perform 
strongly, rising as much as 30% this year. 

The strong rally was also helped by 
US President Joe Biden’s $1.9 trillion 
economic aid bill in March and the 
$1.2 trillion infrastructure bill. In a loose 
monetary environment, a large amount of 
dollars circulating in the market entered 
the US stock market, especially large 
technology stocks, which also sent the 
Nasdaq index – dominated by technology 
stocks – to a record high. 

US stocks led the technology 
performance is stable, the stock price 
hit a new high 
 
MAAMG, a grouping of the largest US 
technology companies, reported third-
quarter revenue of $333.6 billion, up 
26% year-on-year, and net profit of $72.3 
billion, up 39% year-on-year. Apple’s 
share price this year showed a steady 
upward trend, and in November, a record 
$165.70 a share for the month, up 25% 
this year. 

Meta (formerly Facebook) rose to an all-
time high of $382.69 a share in August, 
a cumulative gain of more than 40% for 
the year. 

Amazon’s share price has been in a wide 
range of volatility since last August, and 
its performance has been flat. During 
last year’s outbreak, Amazon’s business 
surged from a March low of $1626.44 
to a September high of $3554.08 as 
travel restrictions helped ecommerce 
performance to soar. But online 
consumption is slowing as the economy 
recovers, so this year’s third-quarter 
results were the weakest in three years. 

Microsoft’s cloud business has exploded, 
surpassing Apple’s market capitalisation 
this year as the world’s largest. The 
strong first quarter fiscal 2022 results, 
with revenue of $45.3 billion, up 22% 
YoY, far exceeded market expectations. 

Google’s share price also rose sharply, 
with parent Alphabet’s total market 
capitalisation surpassing $2 trillion on 
November 9, making it the third company 
after Apple and Microsoft to have a 
market capitalisation of more than $2 
trillion. Google’s fiscal 2021 third-quarter 
revenue grew 41% YoY, well ahead of 
market expectations, the largest quarterly 
revenue in 14 years and a 68% YoY 
increase in net profit. 
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Chart timestamp: December 1, 2021. Source: CMC Markets

Tesla’s share price has also been in the 
spotlight this year, falling below $600 in 
the middle of the year as a result of a 
series of accident scandals and investor 
profits, but Tesla, a new energy vehicle, 
also saw explosive growth in the second 
half of the year pushing the stock above 
$1000 and taking market capitalisation to 
$1 trillion. 

MAAMG is expected to continue to 
perform well in the first quarter of 2022, 
which is likely to provide positive action 
for the Nasdaq index. 

Potential risks 
 
US technology stocks have hit new highs 
because of loose monetary policy and 
excellent earnings, but the rate of inflation 
has also reached a 30-year high. The US 
Federal Reserve plans to end QE next 
year, following the official announcement 

of debt reduction in November. After 
Jerome Powell’s renomination as Fed 
chairman, the market expects the  
Fed to raise interest rates twice by the 
end of next year. US technology stocks 
might see some pullback in the face of 
reduced liquidity, which is expected to 
occur by the end of the second quarter  
of next year. 

The Nasdaq index is running in an 
upward channel and the price has now 
reached the resistance area of the upper 
track of the channel, and is showing a 
negative trend. The RSI indicator has 
entered the overbought area several 
times and shows signs of divergence, so 
there is a risk that prices will fall back. 
The support area below refers to the 
vicinity of 15,700, where the lows of the 
band are expected. The next target high 
can be followed by around 17,000.
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US stock market secular bulls may 
be spooked by stagflation in 2022
By Kelvin Wong, Market Analyst, CMC Markets Singapore

The on-going long-term secular bullish 
trend for global equities that has kick-
started since March 2009 (post Great 
Financial Crisis) has been led by US 
equities (see table below). As we 
head into the year end, the major US 
benchmark stock indices – S&P 500, 
Nasdaq 100, Dow Jones Industrial 
Average and Russell 2000 – have  
retained leadership position with  
year-to-date gains of 17% to 25%  
as of 23 November 2021.

Thus, the performances of the US stock 
indices are likely to have a significant 
influence on the current long-term secular 
bullish trend for global equities as the 
generals (US stock indices) look set to 
lead its troops (the rest of world) into the 
13th year of this secular bullish trend as 
we set sight for 2022.

Concerns on overstretched  
valuations with lesser liquidity 
provided by the Fed

In the last 12 years, massive liquidity 
pumping via a series of quantitative 
easings programmes orchestrated by 
the US Federal Reserve accompanied 
by an ultra-low interest rate environment 
with the Fed funds rate at almost 0% 
on the average have been the main 
driver that supports higher US equities 
prices despite overstretched valuations 
especially in the last three years.

Based on data from FactSet as of 19 
November, the forward 12-month price 
to earnings (P/E) ratio for the S&P 500 
stands at 21.4 that is above its 5-year 
and 10-year averages of 18.4 and 
16.5 respectively. Even the Shiller P/E 
ratio of the S&P 500 based on inflation 
adjusted earnings from the previous 10 
years is elevated as well; 39.67 as of 24 
November, a whisker below its all-time 
high level of 44.19 printed in December 

1999 just before the burst of the infamous 
2000 dot.com bubble.

Given that the central bank’s “liquidity 
punchbowl” is now more of less being 
taken away, higher earnings growth is 
required to play a significant contributor 

role to maintain the current heightened 
upside price level trajectory seen in the 
S&P 500.
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Risk of lower economic growth and 
higher inflationary pressures  

Let’s us now focus on the inflation 
equation side of the story as higher input 
prices from commodities – either directly 
or indirectly – are likely to squeeze profit 
margins of corporations due to higher 
operating costs and on the other side 
of the coin, lower purchasing power 
from consumers if growth in wages do 
not increase in line with inflation which 

Source: Bloomberg as at 25 Nov 2021

Chart 1 – Long-term relationship between S&P 500 & Bloomberg Commodity Index

Chart 1 depicts the long-term price 
actions of the S&P 500 since the 1960s 
in comparison with the ratio of the S&P 
500 plotted against the Bloomberg 
Commodity Index (the energy group has 
the highest weightage of close to 30%) at 
the bottom. The ratio of S&P 500 over the 
Bloomberg Commodity Index measures 
the relative strength of the stock market 
against commodities; an upward-sloping 
ratio of the S&P 500 / Bloomberg 
Commodity Index indicates that the stock 
market is outperforming the commodities 
market which in turn intuitively could 

mean that the growth of corporates’ 
earnings are likely to be able to surpass 
inflationary growth which may translate to 
a higher upside momentum seen in stock 
prices over commodities prices and vice 
versa if the ratio is sloping downwards.

An interesting observation between 
the ratio of the S&P 500/Bloomberg 
Commodity Index and the movement 
of the S&P 500 is that in every long-
term secular bear market of the S&P 
500 that recorded a -40%+ decline has 
been preceded by a negative (bearish) 

divergence seen the ratio of the S&P 
500/Bloomberg Commodity Index during 
the bear markets of December 1972 to 
August 1974, August 2000 to September 
2002 and October 2007 to February 2009 
based on closing prices.

A negative divergence occurs when  
the price movement of the S&P 500  
is trending upwards, but the ratio of  
the S&P 500/Bloomberg Commodity 
Index is moving in the opposition 
direction, trending downwards or flat  
over a similar period.

in turn could lead to lesser demand 
for corporations’ goods and services. 
Also, a lower growth environment could 
eventually be reinforced by more tight 
monetary policies in the new year from 
developed nations’ central banks.

All in all, a big risk of adjustment 
to the current future rosy earnings 
forecasts by analysts in general  
that may get repriced or  
downgraded swiftly. 
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Chart 2 – Lead time of S&P 500 prior up moves before peaking after negative divergences

Source: Bloomberg

Once a negative divergence has been 
detected in the ratio of the S&P 500/
Bloomberg Commodity Index, it tends 
not to trigger an immediate significant 
correction on the S&P 500. As illustrated 
on Chart 2, there had been leading 

periods where the S&P 500 continued to 
trend upwards persistently after the first 
sign of negative divergence emerged 
before it formed a secular peak. The lead 
period for the December 1972/August 
1974 bear market was 20 months, 14 

Chart 3 – Current lead-time of S&P 500 is 8 months

Source: Bloomberg as at 25 Nov 2021

months for the August 2000/September 
2002 bear market and nine months for 
the January 2007/October 2007 bear 
market. Overall, there was an average 
and median period of 14 months.

In the on-going secular uptrend phase of 
the S&P 550 in place since March 2009 
low, a first sign of negative divergence 
has been detected in the recent months 
during the period of November 2020 to 
March 2021. The negative divergence 
has remained intact as of 25 November 
2021, as depicted in Chart 3.

Therefore, the current leading period of 
uptrend persistency seen in the S&P 500 
is at around eight months so far. Hence, 
based on the average and median period 
of 14 months lead period as observed 
in the past data, the current uptrend of 
the S&P 500 may have another six more 
months to run before a potential secular 

peak could occur in May/Q2 2022 that 
increases the odds of a likely -40% 
corrective decline to retrace the entire 
current secular bullish trend in place 
since March 2009 low.
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Let’s us now turn our attention on the 
longer-term technical analysis charts 
of the S&P 500, Dow Jones Industrial 
Average and Russell 2000, as shown 
below.

Source: CMC Markets as at 25 Nov 2021
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Chart timestamp: November 25, 2021. Source: CMC Markets

 Based on Elliot Wave/fractal analysis, the current major 
uptrend phases of these three major US stock indices from 
the March 2020 lows remain intact and likely undergoing 
the “melt-up” leg to complete a longer-term cycle “wave 
V”. Thereafter, the indices may have completed the entire 
long-term secular bullish trend phase in place since March 
2009 low as it enters into the 13th year of the current 
bullish cycle in 2022 and a potential steep correction of 
around -40% may occur next.

 The potential “wave V” targets/risk zones to complete the 
melt-up legs and downside trigger levels are as follow;  
S&P 500 = 5,170/5,320, downside trigger = 4,240 
Dow Jones Industrial Average = 38,450/40,000, downside 
trigger = 33,300 
Russell 2000 = 2,700/2,755, downside trigger = 2,100
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Can a stronger yuan stop the 
bleeding of China Big Tech? 
By Kelvin Wong, Market Analyst, CMC Markets Singapore

China Big Tech has been hoarding the 
limelight for the entire year of 2021 but 
not on the positive side of things. Since 
Alibaba’s Ant Group mega initial public 
offering of $35 billion (the world’s largest 
on record if listed) was suspended 
abruptly in Q4 2020, the share prices of 
the major China Big Tech firms such as 
Tencent, Alibaba, Baidu, JD.com, and 
Meituan have tumbled by close to -50% 
and wiped out around $1.5 trillion in 
combined market capitalisation from its 
February 2021 peak. 

The primary reason for such a drastic 
weak sentiment towards China Big 
Tech has been a year of regulatory 
clampdowns orchestrated by the 
Chinese government on almost the 
entire spectrum of the online technology 
platform industry in China that ranges 
from ecommerce, peer-to-peer lending, 
ride-hailing, online gaming, and online 
education, as well as the management 
of big data being harnessed by their 
respective business operations that  
are deemed as a potential internal 
security concern.

All in all, all these stringent measures to 
curb the business expansion activities 
of China Big Tech have been reflected 
in their respective Q3 2021 earnings 
results: Tencent has reported that its 
revenue for Q3 grew at the slowest pace 
since 2004, up 13% to 142.4 billion yuan 
($22.3 billion). Even though Baidu has 
managed to meet expectations for its Q3 
revenue – its AI cloud business division 
recorded a jump of 73% in revenue that 
helped to offset a slowdown in its main 
internet advertising division – it warned 
that China’s regulatory environment and 
the pandemic would weigh on advertising 
sales in the coming quarters.

Alibaba’s latest quarterly earnings for 
July to September 2021 took a massive 
hit on the downside where both profit and 
revenue missed expectations. Profit for 
July-September came in at 5.37 billion 
yuan ($833 million) from 8.77 billion 
yuan earned over the same period last 
year which has translated to earnings 
per share of 11.20 yuan versus 12.36 
consensus estimates; a -38% year-on-
year decline. Revenue came in at 200.69 
billion CNY ($31.4 billion) vs. 204.93 
billion CNY consensus estimates. It 
slashed revenue growth guidance for the 
current fiscal year to between 20% to 
23% year-on-year from 930 billion yuan, 
an initial growth expectation of 29.5%. 

Alibaba’s main ecommerce rival JD.com 
Q3 earnings report fared better where 
its revenue beat expectations, climbing 
to 218.7 billion yuan ($34.3 billion), 
compared with 215.6 billion yuan 
consensus estimates. Earnings took 
a hit on the downside with a net loss 
of 2.8 billion yuan, compared with the 
consensus estimate of 1.67 billion yuan 
profit due to a non-operating loss of 3.1 
billion yuan because of a change in the 
value of its equity holdings.

What matters next?

Despite the current gloomy regulatory 
climate that could hinder the growth 
of China Big Tech, there are several 
potential forward-looking positive 
factors, but the risk of further regulatory 
clampdowns lingers.

Who’s next to delist from the  
US stock exchanges

Didi Global Inc, the Chinese ride-hailing 
platform, has agreed to delist from the 
New York Stock Exchange.

Didi is now aiming to file for a Hong  
Kong listing around March 2022.  
Since its controversial US initial public 
offering listing in June, Didi has faced 
intense scrutiny from China regulators 
over national security concerns over  
its enormous amount of big data  
being harvested from Chinse users  
over the years. 

Market players are fearful which China 
Big Tech will be next to be “forced” to 
delist from the US; and the attention 
has been set on Alibaba, which has 
so far faced the harshest penalties in 
the regulatory clampdown campaign. 
The share price of Alibaba’s ADR has 
continued its downward spiral and 
declined by -22% since the release of its 
last earnings results on 18 November to 
its close on 2 December. Alibaba’s HK 
listed share (9988) tumbled by a similar 
magnitude of -21% over the same period.

In addition, the US Securities and 
Exchange Commission (SEC) has 
announced its final plan on 2 December 
to place a new law that mandates firms 
to open their accounting books to US 
inspections or risk being kicked off the 
NYSE and Nasdaq exchanges within 
three years. So far, only China- and 
Hong Kong-listed firms refuse to allow 
US inspections despite Washington’s 
requirements since 2002. Hence, the 
latest ruling from SEC has added another 
lay of uncertainty and reduced sentiment 
towards China Big Tech stocks.

Some encouraging news flows

Reuters reported in early November that 
Didi Global is preparing to reintroduce 
its apps in China by the end of 2021. 
25 mobile apps operated by Didi have 
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been ordered to be removed in July 
by China’s cyberspace administration 
and the Chinese government is 
expected to finalise any penalties for 
Didi by December. Hence, the latest 
development on the delisting of Didi’s 
ADR may be a precondition to allow its 
apps to be reinstated in China.

In other reports from Dow Jones 
Newswires in early November, Beijing 
has planned to issue more than a  
dozen licenses to Chinese online 
education firms. Under the new  
licensing agreement, education firms 
will be required to operate after-school 
tutoring on a non-profit basis while 
being allowed to make a profit on other 
businesses, such as tutoring adults for 
professional exams.

On the online gaming front, the 21st 
Century Business Herald reported in 
mid-November that China’s regulators 
may restart the approval process for new 
online games for game developers such 
as Tencent and NetEase after a three-
month halt.

Improving macro data

China’s retail sales have started to show 
signs of improvement, rising to 4.9% 
year-on-year in October from 4.4% in 
September, its strongest pace of growth 
in three months and managed to beat 
expectations of 3.5%. In addition, China’s 
NBS manufacturing PMI rose to 50.1 in 
November, reversing from contraction 
territory of 49.2 in October, above 
consensus of 49.6 and recorded its first 
growth in factory activity since August.

A stable and stronger yuan

Since the start of 2021, the offshore yuan 
(CNH) has risen steadily against the US 
dollar, it notched a gain of +2.13% as of 
3 December and managed to outperform 
other developed nation currencies such 
as the GBP, EUR, CAD, JPY significantly 
(see chart below).

Source: TradingView as at 3 Dec 2021
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The current strength seen in the yuan 
has been supported by a strong current 
account surplus assisted by a strong 
surge in exports growth, as well as 
China’s continuation of its Covid-zero 
policy to shut its borders. This has 
boosted domestic consumption and also 
helped to prevent capital outflows, with 
millions of Chinese tourists kept at home. 
In turn, this has created a huge surplus 
of dollars which has helped to strengthen 
the yuan against the US dollar.

China’s central bank, PBOC, has 
refrained so far from sending stronger 
warnings to “talk down” the current 
strength of the yuan as exports 
growth remains resilient. It stands in 
stark contrast to the situation in 2015 
where a strong yuan hampered export 
performance, which eventually led to its 
shock messy devaluation. Also, given the 

current state of heightened inflationary 
pressure seen globally, having a stronger 
yuan can also alleviate the woes of 
imported inflation in China.

From a technical analysis perspective as 
seen from the weekly chart, USD/CNH 
advocates further potential strength in the 
offshore yuan (CNH) in the coming three 
to six months.

The major downtrend of the USD/CNH in 
place since the May 2020 high of 7.1965 
remains intact. If the 6.59 key long-term 
pivotal resistance is not surpassed to the 
upside, the USD/CNH may see a further 
down leg to target the next supports 
at 6.27 and 6.19. However, a weekly 
close above 6.59 invalidates the bearish 
scenario for a sharp rally towards the 
next resistance at 6.86.

Chart timestamp: December 3, 2021. Source: CMC Markets

The current 10-month downtrend in  
China Big Tech stocks since February 
2021 means they are now trading at 
cheaper and attractive valuations versus 
peers, US Big Tech stocks, and  
a stronger yuan may be able to attract 
international capital inflows that can 
provide some potential uplift from the 
current depressed price levels  
of China Big Tech stocks.
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Can the Hang Seng Index 
turn around?
By Zhujun Li, Market Analyst, CMC Markets Shanghai

The Hang Seng Index has performed 
exceptionally badly in 2021, with Chinese 
internet giants Tencent, Alibaba and 
Meituan all being smashed as a result of 
China’s internet antitrust policies.

Tencent’s share price has dropped 
by as much as 47%, Alibaba by 58% 
and Meituan falling 10% year-to-date 
as a result of new rules ranging from 
limiting the amount of time spent on 

Hang Seng Index (Orange) vs China Concept Internet 513050 (Blue)

Source: Tradingview

online games, to ordering food delivery 
companies to better protect workers and 
the regulation of advertising. Xiaomi is 
down as much as 47%. 

The collective collapse of these stocks 
caused the Hang Seng Index to be 
dragged down, with Tencent, Meituan, 
Alibaba, Xiaomi and BYD accounting 
for 49% of the total index weightings. 
Tencent accounts for 21% weighting.



The Annual: a year in review & predictions for 202224  

    Indices & Stocks

Tencent reported poor results in the third 
quarter of this year, with non-IFRS net 
profit down 2% YOY, the first decline 
in a decade. Among them, advertising 
revenue slowed, up 5% YoY. 

Alibaba reported a 39% decline in  
net profit for the second quarter of  
fiscal 2022 due to increased  
investment in key strategic areas  
and support for businesses. 

Meituan’s 2021 in-year net income 
decreased by 1399.41% YoY and 
earnings per share decreased by 
1354.55% YoY. 

Xiaomi’s share price has continued to 
fall, despite a surge in market share, 
partly because of sanctions imposed 
on Huawei, which has led to a surge 
in Xiaomi shipments. But the market 
is afraid to preempt that it will not face 
similar sanctions, resulting in Xiaomi’s 
share price fell.

BYD, however, is backing new energy 
vehicles and has seen its share price hit 
a new high, around HK$300. 

Policy supervision is gradually 
relaxed, or there may be a turning 
point

Tencent’s net profit also fell as it 
increased its investment in scientific 
research, with research and development 
spending reaching 13.72 billion yuan 
in the third quarter, the highest in a 
single quarter this year, and research 
and development spending of 37.859 
billion yuan in the first three quarters, 
up 36.2% YOY. Q3 revenue from fintech 
and corporate services increased 30.3% 
YOY to 30% of total revenue. Overseas 
gaming revenue reached 11.3 billion 
yuan, up 20% YoY. As a result, Tencent 
is currently in a transition phase, moving 
in line with policy direction, and has 
significantly expanded its overseas 
business. Its share price has reached a 
relatively reasonable area and therefore 
has the value of long-term investments. 

Alibaba invested heavily in the three 
strategies of domestic demand, 
globalisation and cloud planning,  
with the Alibaba Cloud intelligence 
business growing 33% YOY in the  
third quarter. Share prices can go  
through a long period of consolidation 
as these investments at this stage are 
unlikely to yield significant returns. 
However, as the business scales and 
expands, the growth of active customers 
will bring long-term stable revenue and 
profitability to the enterprise. 

Meituan fell sharply on the antitrust 
investigation, but valuations may be 
fixed as policy eases. The group’s share 
price has continued its upward rally since 
August, recovering a third of its losses. 
However, shares dropped again in late 
November. The company might see a 
recovery, depending on sentiment and 
Covid restrictions.

Xiaomi’s profitability continued to grow 
in the third quarter, with revenue from 
Internet Services reaching RMB7.3 
billion, a quarterly high, up 27.1% YOY. 
The gross margin of the Internet Services 
business was 73.6%, an increase of 13.1 
percentage points over the same period 
last year. The group’s global internet user 
base continued to grow rapidly in the 
third quarter. 

From the macro environment, the 
negative shares are showing more 
positive prospects long term, which will 
also give upward momentum to the Hang 
Seng Index. 

Share prices 
can go through 
a long period of 
consolidation as 

these investments 
at this stage are 
unlikely to yield 

significant returns. 
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Banks seem to be bouncing back
By Michael Hewson, Chief Market Analyst, CMC Markets UK

While 2020 was a dreadful year for  
banks with record lows in a lot of bank 
share prices here, and in Europe, the 
outlook at the start of 2021 was slightly 
more positive as the vaccine program 
started to achieve escape velocity in 
terms of the rollout. 

That aside there was still much 
uncertainty given the indefinite lockdown 
imposed by the UK government at the 
start of January. At the time the Bank of 
England was forecasting a Q1 contraction 
of -4%, as well as speculation that they 
might seek to go down the controversial 
route of negative interest rates.

The topic of negative rates topic has 
been especially damaging with respect 
to the banking sector, simply on the 
basis there is no clear evidence that 
imposing them works, and even less so 
for an economy which to all intents and 
purposes is partially locked down. All we 
need to do is look at where they’ve been 
implemented, in Europe for example to 
see that they are of little use, and in some 
cases, can make matters worse.

Having finished 2020 very much on an 
upbeat note, January turned out to be 
somewhat of a subdued start to the 
year for markets in general as it became 
quickly apparent that it was becoming 
a race between the speed of the 
vaccination program and government’s 
ability to vaccinate their populations.

This also helped explain why the initial 
enthusiasm of January, along with the 
vaccine rollout plan, turned very quickly 
to concerns about extended lockdowns, 
and tighter restrictions for longer across 
Europe. There was also the added 
concern of disruption to vaccine supplies, 
as the EU weighed the prospect of export 
controls on vaccine materials, thus 
raising the political temperature amongst 
those who have managed to coordinate 
their vaccine rollout program better. 

As can be seen from the chart below, 
this proved to be the low point for both 
European and UK banks fortunes 
through the year, rebounding strongly 
with European banks, once again 
outperforming their UK counterparts.

Source: Bloomberg
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Since those January lows the progress 
of European and UK banks has been 
one of decent moves higher, although 
once again this needs to be put into the 
context of the sector in Europe hitting a 
record low in 2020 – unlike the UK which 
is well above its historical low points. 

The European outperformance also 
probably has more to do with the fact  
that the biggest weightings appear to 
favour the Spanish banks which have 
done more than their European peers  
to address the problems of non-
performing loans. 

According to data released by S&P 
Global back in April, the biggest 
provisions in 2020 were set aside by 
Banco Santander, Bilbao Vizcaya, as 
well as French bank BNP Paribas, who 
between them allocated over €23bn. 

Like it did in 2020, the UK banking sector 
has underperformed this year, and 
while some of that can be put down to a 
central bank that appeared determined 
to hollow out their ability to generate 
income, with speculation about negative 
rates, that doesn’t help to explain the 
underperformance more generally, which 
has been notably more marked in the 
second part of this year. 

It is true that there have been concerns 
about a UK-EU trade fissure to deal with 
and the Northern Ireland protocol, while 
the recent budget probably didn’t help 
due to concerns about what the various 
tax changes might do to  
business confidence. 

UK banking headwinds

Comparison: UK, US, and EU banking basket

Chart timestamp: December, 2021. Source: CMC Markets

Nonetheless while the performance 
year-to-date has been disappointing, the 
numbers that we’ve seen come from the 
likes of Lloyds and NatWest have been 
encouraging despite their more domestic 
focus when compared to Barclays 

UK banks also set aside considerable 
amounts to deal with the prospect of 
possible loan defaults, with HSBC 
leading the way with over $8.8bn, or 
£6.5bn. Barclays came next, setting 
aside £4.8bn, Lloyds Banking Group, 
£4.25bn and NatWest Group £3.24bn. 

The recovery in bank share prices also 
started to gain traction this year when it 
became apparent that US banks were 
looking to recycle a lot of their own 
provisions, which they set aside for the 
same reasons during 2020, raising the 
prospect that banks over here might well 
do the same thing. 

This has been a key feature of this year’s 
recovery in bank share prices, along with 
the restoration of dividends, although 
it’s also notable that the banks that have 
performed the best have also benefited 

from the early-year volatility in stock 
markets, which their investment banking 
operations have been able to take 
advantage of. 

Increased fee revenues from M&A 
and IPOs have also been a key driver, 
something that the more domestically 
focused banks will have missed out on. 

and HSBC, which have other revenue 
streams from their investment banking 
divisions, and in HSBC case its Asia 
markets, which accounts for a large part 
of its global revenue.
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UK Banks performance YTD

As can be seen from the chart on the 
left, the best performers have been 
Barclays, Lloyds, and NatWest Group, 
moving in lockstep with each other for 
most of this year, as improvements in the 
UK domestic economy, and in particular 
mortgage lending saw the banks return 
decent profits. 

NatWest Group

Having hit new record lows back in  
2020, the perennial ugly duckling of the 
UK banking sector, the NatWest share 
price has performed well. Although  
it has managed to see a rebound back  
to pre-Covid lockdown levels the share 
price is still shy of the highs seen in 
December 2019. 

CEO Alison Rose has certainly done a 
decent job of giving the bank a makeover 
and polished up the paintwork; but its still 
paying for some of its legacy issues after 
the bank took a charge of £294m after 
pleading guilty to three criminal charges 
of money laundering in November.

On the numbers themselves these have 
been much better despite the lockdowns 
that hampered the economy in the first 
half of this year, with the bank releasing 
money from its provisions pot, which in 
turn has helped boost profits in every 
quarter this year.

We are starting to see signs of a bank 
that is finally turning a corner. The UK 
government has restarted the process of 
reducing its stake in the bank. 

In Q1, the bank released £102m in loan 
loss reserves back onto the balance 

sheet, helping to boost profits to £620m, 
helped by a big increase in mortgage 
lending of £9.6bn, while customer 
deposits also rose by £7.3bn, compared 
the end of Q4 last year. 

In Q2 the bank released another  
£605m from reserves helping to boost  
H1 profits by £707m, due to the low 
levels of loan defaults. 

As a result, Q2 pre-tax profit came in 
at £1.22bn, helping to push H1 profits 
to £1.84bn, with the bank taking the 
decision to resume the dividend, 
declaring an interim payment of 3p per 
share. The bank also said it plans to 
buy back £750m of its own shares in the 
second half, after the Bank of England 
removed restrictions on payouts a few 
weeks ago. 

This also presents a nice windfall for  
the UK government as it looks to pare 
back further its 54% stake in the lender 
over the course of the next 12 months, 
with the bank saying it expects to 
distribute a minimum of £1bn per  
annum to shareholders from 2021 to 
2023 via a combination of ordinary and 
special dividends.

In Q3, the picture was no less positive, 
with profits attributable to shareholders 
coming in at £674m, well above last 
year’s £61m, and while they were ahead 
of expectations, they were still almost 
half the level they were in Q2, with the 
bank adding back £242m in respect of 
non-performing loans, making a total of 
£949m added back so far year-to-date. 

Looking past the quarterly numbers the 
bank is still well ahead of where it was 
a year ago, with profits year to date at 
£2.5bn, compared to a £644m loss over 
the same period in 2020.

The bank continues to struggle where net 
interest margins are concerned, as they 
fell back to 1.54%, from 1.61% in Q2.

In terms of lending and client activity 
NatWest reported similar trends to Lloyds 
before it. With net loans to customers 
rising to £180.5bn, mortgage lending is 
quite strong. Personal loans and credit 
card lending was a little more subdued, 
but it still rose by £100m, reflecting a 
willingness perhaps of the consumer 
to spend more money as the economy 
reopened over the summer. 

Source: CMC Markets
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Barclays 

Barclays was a little more cautious  
when it came to the releasing of loan  
loss reserves at the beginning of the 
year, largely due to an abundance of 
caution over the wider outlook perhaps 
and the fact that the bank saw a 6% fall 
in total income in Q1, to £5.9bn. One 
thing the Q1 numbers did do was prove 
that CEO Jes Staley was correct to push 
back on activist shareholder Ed Bramson 
who has been pushing management to 
slim down of the investment bank. It is 
true that the division has its weak spots 
but the fact that it is there offers Barclays 
something its more domestically focused 
peers do not have – a more diverse 
revenue stream. 

In Q2, the bank fared much better  
than in Q1, adding back £742m from 
reserves, boosting profits before tax to 
just under £5bn in the first half of the 
year, well above forecasts, with the bank 
saying it would pay a dividend of 2p a 
share, as well as buying back £500m  
of its own shares. 

One of the key drivers of this 
outperformance was investment banking, 
which saw pre-tax profit rise to £1.58bn, 
well above estimates of just over a £1bn, 
which was primarily driven by a 19% 
increase in banking fees from M&A.

The UK business also performed well 
with a modest rise in customer deposits, 
and customer loans though credit card 
lending saw a decline from the end of last 
year, a trend that continued into Q3, with 
the share price rising to three-year highs. 

Once again, the bank released another 
£622m from its loan loss reserves, as the 
bank saw pre-tax profits rise to £1.5bn on 
Q3 revenues of £3.1bn.

One of the main themes from this year’s 
bank numbers has been a continued 
increase in customer deposits, a rise 
in personal lending in the form of 
mortgages, and a slowing in credit card 
borrowings and business lending. 

Lloyds Banking Group

Unlike Barclays, Lloyds Banking Group’s 
fortunes are inextricably linked to the 
fortunes of the UK economy, with the  
first half lockdown of the economy  
raising concerns as to how the bank 
might cope with respect to the prospect  
of rising loan defaults. 

At the start of its financial year the bank 
was cautious, saying that the outlook was 
highly uncertain given that more of its 
customers could well find themselves in 
financial difficulty in the months ahead, 
due to the latest lockdown. However,  
it still felt confident enough to resume  
the dividend. 

As such the bank said it expected to 
see a stabilisation in 2021, and that net 
interest margins were expected to remain 
above 240 basis points over the next 12 
months. As it turns out, Lloyds needn’t 
have worried as in its Q1 numbers the 
company posted statutory profits of 
£1.4bn, beating expectations, due  
to the release of credit loss provisions  
of £323m. 

This was driven by loan demand for 
housing which was strong over the last 
quarter with its open mortgage book 
seeing a 6% increase from a year before, 
to £283.3bn, and a 2% rise over the 
quarter, though credit card spending was 
down 19% over the year, and 6% on the 
quarter at £13.5bn.

In July, the bank raised its outlook for the 
year, recording statutory pre-tax profits 
of £2bn, for Q2, elevating profits in H1 to 
£3.9bn, well above expectations, as well 
as announcing the acquisition of savings 
and pensions firm Embark Group for 
£390m. The bank also confirmed it would 
pay a 0.67p dividend.

The bank also released another 
£333m from loan loss reserves, on 
top of the £323m in Q1 taking the total 
on H1 to £656m. The performance 
of the underlying business also saw 
improvements as net interest margin 
rose to 2.51%. On the customer side, 
mortgages saw an increase of £7.5bn to 
£447.bn, for H1 while deposits also grew 
to £474.4bn, a rise of £23.7bn. 

In terms of the wider economy, the  
loan book structure saw declines over  
the quarter in SME and corporate 
lending, suggesting that while consumers 
appear to be spending again, businesses 
are a little bit more reluctant to open the 
purse strings.

In Q3, the picture improved further with 
profits after tax coming in at £1.6bn, 
almost £1bn higher than a year ago, 
pushing profits, year to date to just shy 
of £5.5bn, with the bank adding back 
another £84m in terms of loan loss 
provisions, due to the improved economic 
outlook, taking total impairments added 
back to £740m year to date.

Having resumed dividends earlier  
this year and given how well the  
bank appears to be doing, and if we  
see a similarly robust Q4, shareholders 
could be forgiven for thinking that the 
full-year numbers could see the bank 
improve its payout.
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Banks have had a decent year, 
headwinds remain

It’s been a decent year for banks in 
general, after the record lows of 2020. 
The outlook is much more positive now 
with the vaccine rollout helping to keep 
the economy open. The low levels of 
bankruptcies and loan defaults has been 
one of the plus points for the banks during 
2021. However, headwinds remain. 

Rising inflationary pressure, while good 
for bank margins, could well impact 
consumer borrowing patterns, particularly 
in mortgage lending, which has been 
quite strong even as credit card spending 
has been subdued. 

Central banks will remain under pressure 
to contain the prospect of rate rises next 
year despite rising inflation expectations. 

The broader economic recovery is 
already showing signs of slowing as 
winter approaches with consumers facing 
higher food and energy costs, not only in 
the UK, but in the US and Europe as well. 
How transitory these are and consumers 
ability to absorb them will dictate whether 
we can see the banks maintain their 
current positive momentum, improve  
their profit margins and continue to pay 
decent dividends. 

HSBC 

HSBC also resumed its dividend this 
year, after reporting its full year numbers 
back in February – albeit a modest 
$0.15c a share – it nonetheless spoke to 
an intent to accelerate its restructuring 
plan, as it reorientates its business 
towards Asia, which contributes the bulk 
of its profits. 

In Q1, the bank posted a decent set of 
numbers posting a 79% rise in profits 
after tax to $4.5bn, as the bank followed 
in the footsteps of its US counterparts in 
releasing $400m back onto its balance 
sheet from the money set aside last year 
for non-performing loans.

While the bank generates most of its 
profits from its Asia operations, the 
outperformance of its UK operation saw 
returns of $1bn. Despite the rise in profits, 
revenues were lower overall, coming in at 
$13bn, which management blamed on the 
low interest rate environment.

Its Q2 numbers followed a similar pattern, 
posting profits after tax of $3.85bn, a 

much better-than-expected outcome, 
despite lower revenues. The headline 
numbers were helped by the bank 
releasing another $300m from provisions 
for non-performing loans, on top of the 
$400m released in Q1.

This boosted H1 profits after tax to 
$8.4bn with the bank announcing an 
interim dividend of $0.07c a share. The 
decline in revenues was largely down 
to lower interest margins across all the 
bank’s global operations, which fell from 
1.43% a year ago to 1.21%. 

The UK operation also had a good first 
half, generating $1bn of profits in Q1, and 
continued this trend with another $1.1bn 
in Q2.

In Q3, HSBC followed up with another 
decent set of numbers as profits after tax 
rose to $4.2bn, taking total profits year 
to date to $12.66bn. Q3 revenues came 
in slightly better compared to a year ago, 
although there was a slight decline from 
the levels seen in Q2. 

All areas of the bank showed a strong 
improvement, the most notable of which 
was the UK business, which followed up 
its H1 contribution of $2.1bn with another 
$1.5bn of profits before tax in Q3. The 
Asia business contributed $3.3bn, while 
the headline number of $5.4bn was 
boosted by another release of credit 
impairment charges of $700m on top of 
the $700m released in H1.

The bank announced a $2bn share 
buyback. However, unlike in the first half 
when it paid a dividend of $0.07c a share, 
the bank won’t be paying a quarterly 
dividend.

In line with a lot of other banks, lending 
was subdued, with a fall in net loans 
and advances to customers over the 
quarter. Global Banking and Markets saw 
a modest decline in adjusted revenues 
to $3.6bn in Q3, with net interest margin 
remaining steady at 1.2%, well below the 
1.35% from the same quarter last year. 
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Where will gold and 
silver go next?
By CMC Analyst Zhujun Li

Since gold hit an all-time high of $2,075 
an ounce in 2020, gold’s performance in 
2021 has disappointed trend investors, 
with a broad swing trend of 1,680-1,900 
throughout the year. Looking back at 
the repeat of the new crown outbreak 
throughout 2021, rising inflation has kept 
safe-haven demand for gold strong, but 
the US Federal Reserve’s debt reduction 
and expectations of interest rate hikes 
have put the dollar under considerable 
pressure. In November of this year, the 
Golden Bulls launched an offensive horn.

Is gold a good trade for the future?

Since April, US inflation has continued 
to climb, hitting a 30-year high of 6.2% 
in October As a result, Powell’s inflation 
theory has been questioned. 

The surge in inflation is largely due to 
an outbreak of energy prices this year 
as demand soared as Covid restrictions 
eased. The second is due to the lower 
participation in the US job market as 
a result of the Delta virus, with many 
people reluctant to go out to work, opt for 
home benefits, or retire early. It is not a 
situation that Powell can change in the 
short term. 

Gold is likely to remain under pressure 
but the metal might see a degree of 
rebound at the end of the year and  
early next year, if inflation continues  
to be high. Omicron and the risk of other  
Covid strains remains a major safeguard 
for gold. 

It is also in a strong seasonal period, 
usually at the beginning of the year, 
the Chinese New Year will bring strong 
demand in the gold market. But it is 
important to note that gold fundamentals 
have changed. Global contraction has 
become a trend and the possibility of 

Chart timestamp: December 3, 2021. Source: CMC Markets

This was mainly due to hedge demand 
from high inflationary pressures, which 
at one point pushed gold back to a low 
of $1675. But with Powell renominated 
to remain as US Fed Reserve chair, the 
chance of rate hikes has advanced, leading 
gold to backtrack on a month-long effort. 

At the end of November, Powell said 
inflation could no longer be considered 
“transitory”. Gold finally recovered all  
of its gains, missing the 1,780-point 
support area.

two interest rate hikes by the Federal 
Reserve next year is undoubtedly a big 
negative for gold. Fears about the new 
Covid outbreak are waning and inflation 
will start to weaken by the middle of next 
year. So we can only expect a short-term 
rebound in gold. It is expected to enter  
a bear market in the second half of  
next year. 

The important support that gold needs to 
pay attention to at this stage is around 
$US1,720, and if this position cannot be 
held, gold may form a three-time bottom 
pattern near $US1,680. 

Silver, in the absence of safe-haven 
financial attributes, dropped to around 
$22.17 an ounce, its lowest level since 
October 6.  
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Gold and silver are precious metals. They 
mostly move in the same price direction. 
But with the development of society, silver 
has reached the stage of value reduction, 
and now industrial use is more extensive. 
As a result, silver is gradually moving 
away from precious metals and becoming 
an ordinary industrial product. In this 
year’s global manufacturing slump, silver 
prices have also been hit to some extent. 
The year has been volatile, falling from 
a February 2 high of $US30 an ounce 
to a September 29 low of $US21.40 an 
ounce, down 28.7%. 

However, it should be noted that as an 
industrial raw material, silver is widely 
used in all walks of life. In the carbon-
neutral environment, countries are 
vigorously developing new energy, of 
which the photovoltaic industry is also 

excellent conductivity of silver has 
become a necessity. 

Silver plays a significant role 
in communications, high-end 
manufacturing, aerospace and other 
fields. With the global economy 
recovering, silver prices will strengthen.

The lower support of silver can refer 
to this level near $US21.50, and if the 
position is broken down, the price will 
bottom around $US20, where buyers  
are expected.

Can silver make an independent market?

Chart timestamp: December 3, 2021. Source: CMC Markets

an important area. Silver is an important 
component in photovoltaic power 
systems, or solar panels, so this will 
stimulate demand for silver.

In addition, silver, as one of the most 
conductive of all precious metals, has 
been widely used in various types of 
electronic equipment and other power 
generation. With the strong rise of 
new energy vehicles, the demand for 
conductivity between the components 
of vehicles is higher than that of 
conventional cars, which will also drive 
the growth of demand for silver.

Communication technology has also 
been developing rapidly in recent 
years, with the advent of 5G, artificial 
intelligence, big data and other new 
areas of development so that the 
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The oil price, CAD and what 
difference the US Fed makes
By CMC Analyst Zhujun Li

The collapse in oil prices has dragged 
down the Canadian dollar, with US 
Federal Reserve chair Jerome Powell’s 
hawkish statement pushing for a strong 
dollar, which is likely to continue to 
explode against the Canadian dollar in 
2022. 

The Bank of Canada, the world’s most 
hawkish central bank, has been raising 
expectations of a rate hike in the first  
half of next year. On January 2, the  
Bank of Canada officially launched 
quantitative easing, bringing forward 
expectations of a rate hike as early as 
the second quarter of next year. Inflation 
in Canada has risen sharply since April, 
well above the 2% inflation target and 
above 4% in  August. Economic growth 
slowed in the second quarter, and high 
inflationary pressures kept the Bank of 
Canada in a hawkish position. 

Canada Inflation Rate

The Canadian dollar is a commodity 
currency because half of Canada’s exports 
come from exports of commodities, and 
crude oil, natural gas, coal, and non-
ferrous metals are important exports. 
Crude oil is its main export, so the 
Canadian dollar is often fluctuates  
in the same direction as crude oil.

2021 was a bull year for crude oil, with 
crude oil prices continuing to rise at the 
beginning of the year, strengthening the 
Canadian dollar, but it dropped significantly 
by May, along with the recovery of the 
US economy, and rising inflation. The 
US dollar was also supported by the 

Federal Reserve’s mid-year release of 
its debt-shrinking expectations to the 
market, which began strengthening 
against the Canadian dollar in June. 
But with the energy crisis after Covid 
lockdowns began to ease, natural gas 
and crude oil soared. The Canadian 
dollar strengthened again, and the dollar 
fell sharply against the Canadian dollar, 
reversing gains from more than three 
months earlier. 

Oil prices were also under pressure from 
the United States to release strategic 
crude oil reserves. The fall in oil prices 
has pushed the dollar back up against the 



The dollar could have a volatile turn in 
the first half of next year against the 
Canadian dollar, but the overall trend 
will remain volatile upward.
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Canadian dollar. At the end of November, 
the outbreak of Omicron, the latest  
Covid variant, sent oil prices down 17% 
in three trading days, dealing a huge 
blow to the Canadian dollar. Powell 
unexpectedly released a hawkish 
statement saying it was time to stop 
calling inflation transitory. 

Looking ahead to next year, the dollar 
has entered a bull market against the 
Canadian dollar. The Fed may accelerate 
debt reduction and possibly raise interest 
rates in June next year. After the heavy 
fall in international oil prices, it could 
be difficult to return to previous highs, 
and the bull market for crude oil may be 
over. Note, however, that the dollar’s rise 
against the Canadian dollar may not be 

Chart timestamp: December 3, 2021. Source: CMC Markets

easy. The Bank of Canada said it would 
raise interest rates around the second 
quarter of next year, adjusting rates faster 
than the Federal Reserve. Oil prices 
may increase to varying degrees under 
OPEC restrictions and the dollar could 
have a volatile turn in the first half of next 
year against the Canadian dollar, but the 
overall trend will remain volatile upward, 
and the upward trend may accelerate in 
the second half of the year.

From the weekly level, the important 
long-short dividing line between the US 
dollar and the Canadian dollar is around 
1.30, and if the price can break through 
that level, the US dollar may continue to 
rise against the Canadian dollar. 



The Annual: a year in review & predictions for 202235  

    Commodities

Oil prices volatile in a 
Covid-reactive world
By Zhujun Li, Market Analyst, CMC Markets Shanghai

WTI crude oil fell 22.7% in November, 
reversing half of its gains this year, 
weighed down by the release of strategic 
reserves by the US and countries and 
a double whammy from a new Covid 
variant, Omicron. 

Since September, US crude inventories 
have surged as European gas prices 
have soared as a result of the energy 
crisis, sending WTI crude oil rising for the 
fourth week in a row, hitting a year high of 
$US85.4 a barrel. 

OPEC has maintained a modest 
production increase in defiance of US 
President Joe Biden’s call to limit prices, 
which has given the price a strong 
boost. Amid the bullish sentiment, many 
agencies are predicting that oil prices will 
rise to $100 this year. 

Fitch and Moody’s warned that the new 
virus poses a risk to global growth and 
inflation. Amid the panic, the crude oil 
market plunged. 

Damien Courvalin, an analyst at Goldman 
Sachs, thinks the price adjustment is 
comical, assuming that the emergence of 
a new virus could bring global air travel to 

a complete halt for three months. He  
said the drop in crude oil was based on 
three assumptions: 1. No planes have 
flown in three months; 2. Omicron caused 
half the intensity of the global lockdowns 
in the second quarter of last year; 3. 
Global demand for aviation fell to last 
winter’s level. 

As a result, he thinks the sharp fall in 
oil prices looks excessive, and this level 
of decline is understandable against a 
backdrop of reduced liquidity and low risk 
appetite at the end of the year.

Bank of America also insists oil prices will 
reach $85 by 2022, rising to $100 if air 
travel rebounds. 

Can oil weather another Covid 
outbreak?

What we need to consider is that the 
world has enough experience to respond 
to the outbreak. Analysis shows that the 
new variant might be more contagious, 
but the fatality rate is low. As a result, 
Omicron might be more seasonal. Human 
society will eventually coexist with the 
virus, and the panic at this stage is only 
short-term. 

The world is in a cycle of economic 
recovery, so it is unlikely that there will be 
another lockdown similar to last year’s. 
Although some areas are on lockdown 
for a short period of time because of 
the virus, they will not last long. For 
2022, oil demand is expected to grow 
exponentially.

OPEC’s December 2 ministerial 
meeting, which maintained its January 
production increase policy, frustrated 
market expectations of a moratorium on 
production or production cuts, leading to 
a further drop in WTI oil prices, which hit 
a low of $US62.5. But as the shorts run 
out, the price of falling oil may be about to 
be repaired. 

As a result, oil prices are likely to face 
a lot of uncertainty during the year-end 
period, as well as risk aversion among 
investors, and oil prices may enter a low 
volatility trend as sentiment stabilises 
over the next one to three months and 
demand grows.

Oil prices may rebound strongly. The 
average price of WTI crude oil is 
expected to be around $75 in the first 
quarter of next year. 

Chart timestamp: December 3, 2021. Source: CMC Markets
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Renewables pause for breath
By Michael Hewson, Chief Market Analyst, CMC Markets UK

While 2020 was a good year for stock 
markets, one of the major outperformers 
was in renewable energy, which managed 
to outperform every other single sector, 
including the mega caps of Apple, 
Amazon, Microsoft, and Alphabet. 

As suspected when we looked at this a 
year ago, there was a concern that the 
market was seriously over-stretched, 
and sure enough earlier this year we 
saw some of the heat come out of the 
renewables rally.

Having seen gains in excess of 250%  
by the start of this year, we have started 
to see a bit of a correction, and a pause, 
which when you look at the fundamentals 

Chart timestamp: December 2021. Source: CMC Markets

of a lot of the companies in the  
renewable energy basket wasn’t 
altogether surprising.

Even the more established companies 
in the renewable energy space have 
struggled this year, although they have 
performed well over a longer period. 

Denmark for example, has two well 
established companies that specialise in 
offshore and onshore wind, in Orsted and 
Vestas Wind Systems. 

These two companies have a much 
better and durable pedigree in this 
space, as shown by the graph below. 
However, its notable that in 2021 they 

have similarly struggled to move higher, 
and are both down by over 25% since the 
start of the year. 

Investment in wind power, and 
renewables in general remains a capital-
intensive process, and margins aren’t 
anywhere near as big as they are for 
fossil fuels, where the oil majors can  
also create and sell byproducts of their 
core product. 
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Comparison chart Orsted/Vestas Wind Systems since 2020

This difficulty is reflected in the capex 
numbers for Orsted, which has seen 
annual capex rise from DKK17.6bn 
in 2017, to DKK31.58bn in the nine 
months for its current fiscal year, with 
the intention to spend up to another 
DKK350bn, or about $54bn by 2030, to 
increase its currently installed capacity 
from 12GW to 50GW. 

This is a significant increase in spend for 
a company that has seen its revenues 
average around DKK65bn since 2017. 

As a more mature business in this space, 
Orsted also has the luxury of being 
profitable, recording a €960m net profit in 
the first half of this year, though some of 
this was due to the divestment of 50% of 
its offshore wind operation on Borssele 1 
& 2 in May. 

For the nine months year-to-date, 
revenues came in at €4.2bn, despite 
offshore wind power generation 
decreasing by 1.0 TWh, compared to the 
year before. This will always be an issue 
with respect to wind power generation, 
as with most renewables’ revenue. You 
are at the mercy of the elements, and 
lower wind speeds mean lower revenues, 
all the while investment in new capacity 
require significant upfront costs. 

This year the business has spent €2.2bn 
on new projects in Greater Changhua in 
Taiwan, Hornsea in the UK, as well as 
developments in the US and Poland. 

With the cost of raw materials like copper 
becoming more expensive, the transition 
not only to wind but also solar is only 
likely to become more expensive. 

This perhaps helps explain some of the 
underperformance seen this year when 
it comes to the CMC renewables energy 
basket – that, and the fact that not many 
of these companies are profitable yet.

Source: CMC Markets

Source: CMC Markets

Renewable energy basket YTD

Another notable takeaway from this 
year has been how oil and gas has 
outperformed renewable energy. 
However, this doesn’t account for the fact 
that oil and gas had a dreadful 2020. The 
major energy companies incurred $76bn 
in losses collectively and have only just 
about recovered the ground the sector 
lost during that period.
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Oil and gas vs renewable energy 2021

Chart timestamp: December 3, 2021. Source: CMC Markets

As we look ahead to the rest of the 
decade the calls for a transition to 
renewables has got louder, along 
with calls that governments actively 
discourage funding for new sources  
of fossil fuels. 

One can understand the rationale behind 
this thinking. Indeed, one of the first 
acts of the new US administration of 
Joe Biden was to cancel the Keystone 
pipeline as well as calling a halt to all new 
drilling operations on Federal land. This, 
however, has turned out to be a huge 
mistake, as is so often the case when 
politicians adopt a knee-jerk reaction  
to a popular political cause.

As the global economy has picked up 
in the wake of the easing of lockdowns, 
demand for oil and gas has also risen, 
and while its easy to demonise oil 
companies to score cheap political 
points, the fact remains that they are 
the beating heart of the global economy 
and will be for some time to come. They 

are part of the solution in the transition 
to renewable energy, as the demand for 
fossil fuels declines. It won’t disappear 
overnight given the multitude of other 
products that oil is used in the  
production of. 

There is some truth to the argument that 
the big energy providers have been slow 
in embracing these new technologies. 
However, they no longer have that 
excuse, but they will still have to rely 
to some extent on the business model 
that has generated so much cash for 
the last 50 years in order to manage the 
transition effectively. 

Moving to renewables isn’t going to be a 
light-switch transition. It will need to be 
done on a slow-burn basis so that energy 
price rises don’t drive millions of people 
into fuel poverty, in a mirror of what is 
currently happening now. 

In this regard, the coronavirus pandemic 
has been a game changer, and while the 
Democrat’s “build, back better” economic 
program, has much to commend it, the 
program also needs to be less political 
and more pragmatic. 

That said the much greater focus on 
renewables over the next four years is 
now set to become a fact of life in respect 
of US energy policy. While this year has 
seen a pause on the gains seen in 2020, 
and a decent correction at the start of 
the year, the direction of travel when it 
comes to renewables still appears to be 
for further upside. 
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The CMC Markets Renewable Energy 
basket contains companies that specialise 
in the following renewable technologies of 
wind power, solar, hydroelectric along with 
the development of battery technology. 

Of the 18 companies in the share basket 

the total weightings. 

They are:

1. Enphase Energy (17.76%) has had 
a decent year so far. The company 
makes all-in-one solar panel systems 
for residential and commercial use 
across North America, with 85% of 
its sales in the US. It does operate in 
international markets, including the 
UK, France, China and Australia. In 
2019, the company had a market cap 
of $3.2bn. A year ago, this increased 
to $16bn, and has doubled since then 
to over $32bn, with the company on 
course to increase its annual revenues 
from $774.4m in 2020, to $1.37bn this 
year, and is expected to more than 

a share.

2. Maxeon Solar Technologies 
(11.59%) has had a disappointing 
year. The company was spun off from 
SunPower Corp in August 2020, and 
concentrates on manufacturing solar 
panels, and operating the SunPower 
brand in global markets, while 
SunPower itself focuses on the US 
and Canada. Maxeon operates in over 
100 countries, focusing on residential 
and business customers, and doesn’t 
appear to be making a very good job 
of it. In its latest quarterly outlook, the 
company reported negative margins 
in an area where other companies are 

year are expected to come in below 
last year’s number of $844.8m, while  
its losses are expected to increase as 
well.

3. First Solar (11.51%) Unlike its peers, 
First Solar makes solar panels that 
are primarily used in solar farms, with 
the US market making up to 85% of its 
sales. One of the biggest solar power 
companies with a market cap of more 
than $11bn, it has struggled to grow 
its revenues from its 2019 peaks. It 

is this inability to grow its revenues 

holding it back with expectations of 
generating annual revenues of $2.9bn 
in this current year, above last year’s 
$2.6bn. This probably helps explain 
why its shares are only modestly 
higher this year after the gains in 
2020.

4. Plug Power (6.04%) has had a 
volatile year. Shares peaked at $75 
in January before crashing as low as 
$18.47 in May. The company designs, 
develops and manufactures fuel cell 
systems for electric, forklifts, trucks 
and other vehicles. Focusing on 
green hydrogen fuel cell systems that 
power electric motors, its main clients 
include the likes of BMW, Carrefour 
and Walmart. The company has a 
market cap of $23bn and its hard 
to understand why when you look 
at its revenues in 2020, which were 
negative due to large-scale billings 
of $456m. The company still trades 
at a loss, and that doesn’t look like 
it’s going to change anytime soon, 
although revenues this year should 
come in at $500m, which would be 
a record. Management wants to 
increase revenues to $1.2bn by 2024, 
which is a laudable goal. However, it 
needs to get on top of its cost of sales. 

5. SunPower Corp (4.91%) specialises 
in the installation of solar panels 
systems, as well as the battery 
storage systems for residential and 
commercial buildings in the US and 
Canada. It has two divisions – energy 
services and industrials business. 
Energy services accounts for half the 
company revenue and the industrials 
division is the other half, although it is 
looking to spin off the industrials side. 
The company recently acquired Blue 
Raven, a residential solar provider, 
as it looks to focus on the residential 
side of the business. Annual revenues 
have been in decline in recent years, 
with the split with Maxeon seeing 
2020 revenues fall to $1.12bn. That 
said, after the losses of last year, the 
company is expected to turn a modest 

revenues expected to improve to 
$1.3bn.

As can be seen from the examples 
above there is a huge amount of 
interest in the renewable energy 
sector, with a lot of innovation. 
However, when looking at the 

improving, we’ve also seen increases 
in costs, due to chip shortages and 
supply chain disruption. 

Despite this, the long-term prognosis 
suggests there is a lot of scope 
for growth. At the end of 2020 it 
was estimated that only 3% of 
US households had solar panels. 
President Biden’s climate agenda 
has a target of 40% by 2035. That’s 
a lot of solar panels, as well as 
semiconductors, and all the other 
related parts. 

The next two years are likely to be 
interesting times for renewables with 
winners and losers alike. In times like 
this, spreading your risk is safer than 
adopting a pick-and-mix approach to 
investing. 
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Oil price recovery buys BP and Shell 
time on renewables transition 
By Michael Hewson, Chief Market Analyst, CMC Markets UK

If 2020 was the year the oil and gas 
industry almost imploded, then 2021  
has been the year that has seen an 
almost Lazarus-like comeback,  
although the big oil companies still  
face the same problems they had 
heading into the pandemic. 

The collapse in prices that we saw in 
2020 may well have been pandemic-
related, but it certainly wasn’t helped by 
the price war between Saudi Arabia and 
Russia that broke out just prior to the 
lockdowns. This additional factor helped 
exacerbated the sell-off in prices that  
saw US futures prices go briefly  
negative, as well as prompting the 
collapse in a whole host of US shale 
businesses, and the cancellation of a 
number of new pipelines. 

In a belated effort to contain the 
meltdown in prices, as well as protect 
their own balance sheets OPEC 
scrambled to support prices by slashing 
oil production output to as low as 22.5m 
barrels a day in June 2020, and well 
below the levels of 32.9m barrels a day 
that were being pumped out in October 
2018, as brent crude prices bottomed at 
about $15 a barrel during April 2020. 

Since that day, Russia also saw its output 
decline in 2020 from a peak of just over 
11.3m barrels a day, to a low of just 
below 9m, before undergoing a steady 
recovery to levels just above 10m now, 
according to the EIA.

Having been horribly burned in the early 
part of 2020, it would appear that neither 
OPEC or Russia wants to repeat the 
mistake that saw the oversupply and 
price collapse that we saw 20 months 
ago, as refinery and oil storage capacity 
almost ran out. 

With oil prices now back above $80 
a barrel, they now appear to be 
compensating for that mistake in the 
opposite direction, with a reluctance to 
overly relax their hands on the tiller when 
it comes to restoring the output that 
was cut back in response to last year’s 
sudden demand stop. 

Currently OPEC is increasing output by 
400k barrels a day on an incremental 
basis, month-on-month, with daily output 
now back close to 30m barrels a day, 
amidst concerns that they are going too 
slowly as inventory levels run low.

US crude oil production also underwent 
a sharp slowdown slipping from 12.8m 
barrels a day to a low of 9.7m in May 
2020. Output is now back at around 
11.1m barrels a day, according to the EIA. 

While the price and demand collapse 
dented the balance sheets of the oil-
producing countries, it also did immense 
damage to the balance sheets of the 
big oil major companies, losing as they 
did a combined $76bn between them. 
Around $70bn of that amount was as a 
result of write-downs and impairments on 
unviable or stranded assets. However, 
the challenge for the likes of Exxon Mobil, 
BP and Royal Dutch Shell remains in 
how they transition towards a renewable 
future without hammering their margins.

Since those dark days in 2020 when  
we saw the share prices of the big  
major companies lose over 40% of their 
market cap, we’ve seen a fairly decent 
recovery, although most of the same 
questions remain. 

Currently OPEC 
is increasing 

output by 400k 
barrels a day on 

an incremental 
basis, month-on-
month, with daily 
output now back 

close to 30m 
barrels a day... 
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YTD - Oil price relative to share price performance of BP, Shell, and Exxon

Chart timestamp: December 2021. Source: CMC Markets

As we can see from the above graphic, 
we’ve seen a decent rebound in the 
share price of the oil majors. It is notable 
thought that both BP and Royal Dutch 
Shell have lagged despite the surge in 
not only the oil price, but also in natural 
gas prices as well, which have hit  
record highs in Europe, and 7-year highs 
in the US. 

This is disappointing, especially when 
you consider that we’ve rebounded from 
share price levels last seen in the 1990s, 
and that we’ve seen both BP and Royal 
Dutch Shell restart their dividends as well 
as share buybacks.

The oil and gas sector has been one of 
the FTSE 100 outperformers this year as 
can be seen from the chart on the right: 

Source: Bloomberg
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So how have BP and Shell managed 
their recovery process this year? It is 
certainly welcome that the rebound in 
oil and gas prices has helped boost the 
balance sheets of both businesses. 

In 2020, BP was eventually forced to 
bow to the inevitable and cut its dividend 
to 5.25c a share, as well as announcing 
swingeing job cuts.

Now as we look back on the last 12 
months, one has to assess whether BP 
and Shell are doing enough to help with 
the transition towards renewables without 
hammering the very margins that allow 
them to return loads of cash to their 
shareholders. 

Both companies are already coming 
under pressure from an increasingly 
boisterous green lobby, as well as ESG 
investors to be more environmentally 
friendly, and become carbon neutral by 
the end of the decade. 

If we look at how BP has done this year, 
there has been progress on the balance 

sheet, as well as the debt levels, with 
debt now down to $31.97bn, in the latest 
Q3 numbers, down from $32.7bn in H1, 
and well below the target of $35bn set at 
the start of this year. 

Even so, the business still has some  
way to go before it gets to a place  
where its reliance on crude oil and natural 
gas becomes less important,  
with capex still low relative to its peers  
at $9.2bn year-to-date.

The company also increased its dividend 
to 5.46c a share, as well as announcing a 
$1.4bn share buyback from its H1 surplus 
cash flow, while also saying that with oil 
prices at $60 there was scope to deliver 
buybacks of $1bn a quarter, and to have 
capacity to increase the dividend by 4%.

While this is all good news for 
shareholders in the short term, and the 
rest of this year likely to be a decent 
one when it comes to the current level 
of oil and natural gas prices, a fact 
acknowledged in BP’s Q4 outlook, with 
the gas regions expected to contribute 

Royal Dutch Shell is in a similar 
position, with the rebound in oil and gas 
prices helping its fiscal position. However, 
a disappointing Q3 update has prompted 
calls for the company’s break-up from 
activist shareholder Dan Loeb’s Third 
Point Group.

This appears to have come about from 
frustration amongst some shareholders 
with respect to the underperformance of 
the business, with the argument being 
that Shell is trying to serve two masters 
and that you can’t be all things to all 
people. While that is true, it’s also a 
truism of life in general and shouldn’t be 
a rationale for breaking up the company 
into its legacy business, and into a 
renewables and marketing unit. 

The problem with this argument is that 
the legacy business needs to fund 
the transition to renewables so there 
inevitably needs to be an element of 
cross-over between the two.

As far as buybacks and dividends are 
concerned Shell also appears to be going 
down a similar route to BP. In September, 
Shell sold its Permian Basin business 
to ConocoPhillips for $9.5bn, promising 
to return $7bn to shareholders, and pay 
down its debt which fell to $57.5bn.

While shareholders will no doubt be 
pleased to receive another cash windfall 
it also appears that management are 
repeating the same mistakes of the past. 

strongly on higher demand, the jury 
remains out on how long the business 
can enjoy the levels of cashflow fossil 
fuels afford them. 

Demand is likely to hold up into the winter 
months. However, management needs to 
have a plan other than returning cash to 
shareholders, especially with the green 
lobby breathing down its neck to cut 
emissions faster. 

The company can talk about “performing 
while transforming” all it likes but it needs 
to prove to shareholders and the markets 
that it can transition to renewables in a 
way that doesn’t hammer its margins, and 
the jury is likely to remain out on that for 
a while. One thing in its favour is that the 
lack of incentives to invest in new fossil 
fuel sources is likely to keep upward 
pressure on prices. 
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By all means return funds to 
shareholders, but the focus on 
shareholder returns, allied with 
the low levels of investment in the 
transition to renewables points to a 
lack of seriousness when it comes to 
transitioning the business. 

The transition to renewables is not a light 
switch which you can simply switch on. 
It needs a clear plan with the revenue 
generated by its LNG and oil business 
helping it to transition towards the lower 
margin business of renewable energy. 

While both companies say they are 
committed to cutting emissions, they are 
still running high levels of debt, while at 
the same time as returning huge amounts 
of cash to shareholders, which could 
probably be better spent elsewhere. 

They also have the added wrinkle of 
falling foul of so-called ESG investors 
who will be encouraged to shun the 
shares. That shouldn’t be a problem in 
the short term though. 

Oil and gas demand is likely to remain 
high for a while yet, and for all the cant 
and hypocrisy of some of the narrative 
vilifying oil companies, they remain key 
parts of the global economy, given that 
oil and petroleum byproducts are used in 
all manner of day to products, including 
clothing, tyres, car parts, and everyday 
items. 

This should mean that while they remain 
in the crosshairs of the green lobby 
that the dividend is unlikely to be cut, 
assuming oil and gas prices stay roughly 
where they are which seems likely given 
the lack of investment in new oil and gas 
sources. 

In the short term, they need to get their 
debt levels down, at the same time as 
showing they are part of the solution, 
something they appear to be struggling 
with now. 

BP is starting to spend more on 
renewables, albeit from a low base, but 
will need to spend a lot more if it wants to 
reach its highly ambitious target of 50GW 
by 2030. At the end of 2020, its current 
figure stood at 2.5GW.

By comparison, Orsted, which is one 
of the world’s biggest providers of 
renewable energy of offshore wind, 
currently has a total of 12GW of installed 
capacity, which it is expected to increase 
to 50GW by 2030, by a combination of 
wind, solar and renewable hydrogen, at a 
cost of DKK350bn, or about $54bn.

On that basis BP and Shell have a long 
way to go.

While both 
companies say they 

are committed to 
cutting emissions, 

they are still running 
high levels of debt...
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APAC IPO winners and losers in 2021 
and what might come in the new year
By Tina Teng, Market Analyst, CMC Markets New Zealand

Central bank stimulus and skyrocketing 
stock markets have driven a record year 
of global IPOs. The US, Hong Kong and 
Shanghai are the top three exchanges 
to lead the global equity raising with a 
total of $US211.4 billion by the end of Q3 
2021, which is two thirds of the global 
amount. Nasdaq and New York Stock 
Exchange have raised $US98 billion 
through IPOs, followed by Shanghai and 
Hong Kong, which raised $US76.8 and 
$US36.6 billion respectively. 

Locally, the New Zealand’s Exchange 
is experiencing the same busy year for 
company IPOs. There’s also been a solid 
number of NZ-founded business listed 
on the US stock exchanges, such as 
Alllbirds and Rocket Lab. There are also 
expectations for 2degrees and Trade Me 
to list in 2022. 

The winners

Coupang – The South Korean 
ecommerce giant made its market debut 
on the Nasdaq in March, trading under 
the ticker symbol “CPNG”. The IPO price 
was at $US35, the stock began trading 
at $US63.50 and closed at $US49.25, a 
40% gain on the debut day, for a market 
cap of $US84.47 billion. 

SoftBank owned a 37% stake in Coupang 
at the IPO time, but the investment 
conglomerate sold $US1.7 billion in 
September as the shares slid below its 
IPO price, amid concerns of its growth 
slowing down and ongoing losses. 

Didi Chuxing – The Chinese ride-hailing 
giant is the second-largest Chinese 
company to IPO in the US after Alibaba. 
The company’s stock began trading at 
$US16.65 per share, a 19% surge from 
the offering price at $US14, and closed at 
$US14.14 with a market cap of $US67.8 
billion. Uber and SoftBank are the two 
biggest shareholders of the company, 
Apple also invested $US1 billion in Didi 
in 2016. 

However, only two days after its debut 
day, the Cyberspace Administration of 
China (CAC) launched an investigation 
into Didi over violation in data privacy and 

national security laws. The company’s 
stocks plunged over 20% on the day, 
to $US12.55. Recently, the Chinese 
regulators have ordered Didi to delist 
from US stocks. The shares now are 
trading around $US7. 

 

Allbirds – The woolen shoemaker, 
known for its sustainable and eco-
friendly products, had its debut day on 
the Nasdaq on 3 November. The shares 
started trading at $US21.21, and closed 
at $US28.64, surged 91% and made a 
market cap of $US4.1 billion. 

However, the share price plunged as 
much as 75% to $US16 in November, as 
investors cashed-out after a wider loss 
of $US13.8 million in the third quarter 
earnings as the cost of opening of stores 
weighed on profit margins. But its sales 
grew 33% to $US62.7 million from a year 
ago. 

Allbirds was co-founded by former New 
Zealand All Whites football star Tim 
Brown and launched online in 2016. The 
first physical flagship store was opened in 
San Francisco in 2017. 
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The losers
Rocket Lab – The space company 
successfully closed a SPAC merger 
with Vector Acquisition and began 
trading on the Nasdaq under the 
ticker symbol “RKLB” in August. The 
company was valued at $US4.8 billion 
in equity and received $US777 million 
in gross proceeds. The IPO price was at 
$US11.58 and closed at $US10.43 with 
a 9.9% loss on the debut day. Now the 
share price is hovering around $US15. 

The company was founded by Peter 
Beck in New Zealand in 2006. Rocket 
Lab expects to grow its rocket-launching 
business revenue to $US915 million 
by 2027. The company also has the 
ambition to build a larger rocket called 
Neutron to compete with Elon Musk’s 
Space X. 

LianBio – The Chinese Biotechnology 
firm, focusing on in-licensing treatments 
in China and Asia, went public as 
American depositary shares (ADSs) 
on the Nasdaq on 1 November. The 
company sold 20.3 million ADSs at 
$US16 apiece and raised $US325 
million. The shares dropped 14%, to 
$US13.7 on debut, giving a market value 
of $US1.44 billion. LianBio is one of the 
few companies that went public on a 
US exchange after China launched an 
investigation over cybersecurity probe to 
Didi Chuxing. The drop in the share price 
might relate to uncertainty over Chinese 
regulatory risks. 

My Food Bag – The New Zealand 
meal-kit provider made its debut on the 
NZX in May. It was the biggest IPO on 
the New Zealand exchange in seven 
years. Shares started trading at $NZ1.85, 
and closed at $NZ1.7, raising $NZ315 
million. The company was valued at 
$NZ450 million ahead of the NZX listing. 
The company’s first half profit jumped 
25%, with a net profit of $NZ9.4 million 
in the six months to September. Shares 
were trading around $NZ1.2 in early 
December. 

Looking forward, 2022 might be a quieter 
year for IPOs considering central bank 
guidance for tightening monetary policy 
and the Chinese regulatory overhaul on 
the mainland tech stocks. Noticeably, 
Hong Kong has lost its third place to 
Shanghai for the global listing venue due 
to the crackdown by China on privacy, 
data security and anti-trust. The list below 
focuses on NZX and HKEX. 

2 Degrees – The New Zealand 
telecommunication company is 
contemplating listing on NZX and ASX 
late 2021 and early 2022. The firm is 
the third-largest telco company following 
Vodafone and Sparks and has more 
than 1.6 million users across NZ. It is 
owned by the US-based telco firm, Trilogy 
International Partners, listed on the 
Toronto stock exchange. 

Trade Me – The New Zealand 
ecommerce giant was taken over by 
UK private equity firm Apax Partners for 
$NZ2.56 billion in May 2019. Now the 
current owner is considering taking the 
company public again with a more than 
$NZ3 billion float on ASX and NZX in the 
coming year. 

Sense Time – China’s biggest artificial 
intelligence firm is seeking to go public 
on the Hong Kong Stock Exchange and 
expecting to raise $US2 billion. The 

company is known as a facial recognition 
and metaverse software developer. The 
Chinese tech companies’ IPOs have 
been put off since China’s crackdown 
on several industries over cybersecurity 
since July. Sense Time confirmed it hasn’t 
been involved in any regulatory probes. 
The firm is also backed by the investment 
conglomerate Softbank. 

Dance Byte – The Chinese owner 
of short video platform TikTok has 
delayed its plan to go public due to 
China regulatory hurdles. The firm is 
expecting to launch its IPO later in 2022 
on the Hong Kong Stock Exchange after 
addressing regulatory concerns. The 
Beijing-based tech giant is valued by 
some private investors at $US400 billion. 

BYD Semiconductor – The company 
was confirmed to go public on the Hong 
Kong Stocks Exchange as a spin-
off and separate listing of its parent 
company BYD Company Limited, listed 
in Shanghai. The company’s spin-off 
listing may help to finance multi-channel 
development and build a sustainable 
competitive edge.

The upcoming IPOs



The Annual: a year in review & predictions for 202247  

    IPOs, cryptocurrencies & more

In record year for IPOs what were the 
winners, and what were the losers
By Michael Hewson, Chief Market Analyst, CMC Markets UK

Having undergone a bit of a lean year  
in 2020 for IPOs, hopes were high that 
2021 would be a better one for the 
London IPO market. 

This year we’ve seen more new issues 
come out of the blocks with varying 
degrees of success. For some reason, 
and unlike in the US where every 
company with a pulse seems to attract 
an extraordinary valuation, investors this 
side of the pond seem to have a more 
discerning eye.

This can have its advantages, but 
also its disadvantages as it makes 
it much more difficult to get the right 
valuation, as companies try and get their 
communication strategy right, a lesson 
that Deliveroo found out to its cost, when 
it launched back in March.

It’s a lesson the company appears to 
have learnt, unlike THG, which after flying 
higher in the wake of its 2020 IPO has 
come crashing back down to earth with a 
sickening thud, amidst speculation that it 
could be taken back into private hands. 

As we look back on 2021 for the London 
market, it’s not been a bad year, with 
some notable successes like Darktrace. 
However, we’ve seen it once again 
overshadowed by the US, particularly 
when it comes to the popularity of 
SPACs, which are Special Purpose 
Acquisition Companies. 

These are essentially publicly listed 
blank-cheque companies, which are 
funded by a quorum of private investors, 
who look around for a fledgling business, 
and then acquire it on the part of these 
investors. A SPAC’s sole purpose is to 
then take this promising business and 

run it as a going concern, allowing this 
business to tap public markets without 
going through the expense of an IPO.

These have proved to be quite popular 
this year with some notable examples 
including Cazoo and Nextdoor, which 
were both taken public by SPACs. Cazoo 
was taken public by AJAX I, with the 
company raising $1.6bn, and valuing 
the business at $7bn, while Nextdoor, 
the neighbourhood social media app, 
was taken public by Khosla Ventures 
at a valuation of $4.3bn, raising around 
$686m in the process. The jury, however, 
remains out on how investable some 
of these companies are, given that the 
levels of transparency required when it 
comes to due diligence probably aren’t 
anywhere near as rigorous as they would 
be for an IPO listing. 

Back in the UK we’ve seen the likes 
of Moonpig Group, Dr. Martens, 
Deliveroo, Darktrace, Alphawave, Wise, 
Bridgepoint Group and Oxford Nanopore 
Technologies come out of the traps with 
varying degrees of success. 

On the plus side, we’ve seen some 
successes with Darktrace, Dr. Martens, 
Bridgepoint Group and Oxford Nanopore 
standing out, and still trading above their 
IPO price, with the challenge for investors 
being one of trying to seek out the 
motives behind a sale or listing. 

Sometimes early investors in these 
companies coming to market can use 
these opportunities to ramp up the 
valuation of the business in order to  
take profit on their own early investment, 
and it’s up to investors to make up their 
own minds. 

On the plus 
side, we’ve seen 
some successes 
with Darktrace, 

Dr. Martens, 
Bridgepoint 
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AI cyber security company Darktrace got 
off to a flier, although some of that was 
down to it its final IPO listing price being 
marked lower in the wake of Deliveroo’s 
float a few weeks before which flopped 
badly. Deliveroo’s shares plunged 
precipitously from their 390p listing price 
to as low as 225p, before returning to the 
listing price in August before settling at 
their current levels. 

While Darktrace’s listing price was 
marked lower due to concerns over  
too-high a valuation, there was also  
some nervousness around its 
associations with former Autonomy  
CEO Mike Lynch, who is a founder 
member of Darktrace through his  
Invoke Capital fund. Lynch was on trial 
for fraud as part of his involvement in the 
Hewlett-Packard Autonomy deal and was 
fighting extradition charges to the US 
over that deal. 

As part of its filing, Darktrace warned that 
there was a small chance that it could 
also be charged with offences as part of 
any fallout, though management felt this 
was a remote prospect. Nonetheless, it 
wasn’t an ideal backdrop for drumming 
up interest in what has turned out to 
be an exciting investment proposition. 
Despite this the shares have done well 
and have ended up in the FTSE 100 – 
not a bad start for a company that has 
been public for a matter of months. 

Deliveroo’s downfall was its valuation 
was way too high for a company that 
had a dual-class structure, along with 
concerns about working practices and 
a lack of profits. Fortunately, it has 
been able to turn around some of these 
concerns, signing deals with Amazon 
Prime – Amazon has a 16% stake in 
the business – as well as deals with 
Morrisons, Leon, Chipotle, Starbucks, 
and Costa. But it’s still likely to be a long 
road back. 

Wise Group, formerly TransferWise 
also initially traded at a premium to 
its 800p direct listing price, peaking in 
September at 1,175p. However, it has 
slipped back since then drifting below 
800p earlier this month. 

Sometimes direct listings are looked at 
more favourably from an investor point of 
view than IPOs for the simple reason  
that the company isn’t looking to 
raise new capital, but simply widen its 
shareholder base, and make the shares 
more tradeable. 

A direct listing is also cheaper than 
an IPO and tends to be pursued by 
companies that already have strong 
brand recognition, and also doesn’t  
have lock-up periods which means 
investors don’t have the worry of existing 
investors looking to cash out in the wake 
of an IPO boost. Spotify and Coinbase 
are two companies that have gone down 
this route. 

Another exciting opportunity was  
Oxford Nanopore, which raised £350m 
at an offer price of 425p, while some of 
its existing shareholders also sold some 
of their own holdings. The company 
supplies rapid Covid-19 tests to the  
NHS, as well as providing the  
technology to help spot and track 
coronavirus mutations. 

The company has also partnered with 
Oracle to explore new solutions that 
would use genomic sequencing which 
would run on its cloud infrastructure on a 
global scale. 

We also saw the likes of ecard and gift 
business Moonpig, get off to successful 
start pricing at 350p, raising £491m, 
with investor interest helping to drive the 
shares up 29% on its debut. 

Bootmaker Dr. Martens also got off to a 
flier, pricing at 370p, trading well above 
400p on its debut, and trading as high 
as 510p in early June, as private equity 
owner Permira, which bought the brand in 
2013 sold some of its own stake, with no 
proceeds going back to the business.   

While we saw Deliveroo disappoint, 
another let down has been Toronto-based 
tech chip IP company Alphawave, which 
was priced at 410p, and slid sharply on 
its first day of trading and has continued 
to do so. The company raised £856m, 
selling 360m new shares and listing 
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opportunity was 

Oxford Nanopore, 
which raised 
£350m at an 
offer price of  

425p, while some 
of its existing 

shareholders also 
sold some of their 

own holdings.



The Annual: a year in review & predictions for 202249  

    IPOs, cryptocurrencies & more

around 28% of the business, which it said 
it might use to open a new headquarters 
and R&D centre in Cambridge as part of 
its overseas expansion. The business, 
which licenses its technology to other 
chip manufacturers, saw its share price 
slide even further in September on 
concerns over transparency over some of 
its business relationships. 

Private equity company Bridgepoint 
Group also enjoyed a decent start to life 
on the UK stock market, listing at 350p 
a share. The company has investments 
in Hobbycraft, Fat Face and recently 
bought a stake in Itsu, the fast-food 
chain in June. The company currently 
has €29bn of funds under management 
and a presence across the US, Europe 
and China, and recently reported H1 
revenues of £122.2m, a 55% increase 
year-on-year. 

Over in the US, it’s been the same old 
story of valuations that in some cases 
have borne no relation to the underlying 
fundamentals. 

Not only has it been a record year for 
IPOs but globally we’ve seen over 2,800 
businesses raise more than $600bn 
blowing the previous record in 2007 into 
the weeds. 

The most notable and high profile has 
been electric vehicle start-up Rivian 
Automotive, which has the backing of 
Amazon and Ford. 

Despite having no discernible revenue to 
speak of, this business surged from its 
initial $78 IPO price to as high as $179 in 
the first week of trading, pushing it above 
the market caps of the likes of Ford and 
Volkswagen in the process. It has slipped 
back a little since then, but it still has a 
market cap of over $100bn, which for a 
company that has yet to earn much in the 
way of revenue, and is a long way from 
turning a profit, is a huge bet on its future 
prospects. 

Other notable IPOs have seen 
companies take advantage of the online 
trading boom in crypto currencies as 
well as meme stocks, with online crypto 

exchange Coinbase surging out of the 
traps with its direct listing in April. It saw 
huge amounts of volatility on its opening 
day. 

Opening well above its $250 reference 
price, at $381 the shares peaked at 
$428, before closing at $328, and 
sliding down to as low as $209 in May 
before rebounding on the back of a 
recovery in Q2 turnover. Revenues in 
Q2 rose to over $2bn, and while we’ve 
seen Q3 revenues slow to $1.31bn, 
the shares have continued to advance, 
despite concerns over tighter regulation. 
Monthly users also fell back in Q3 to 
7.4m, down from the 8.8m in Q2, while 
trading volumes declined to $327bn, from 
$462bn.

Robinhood Markets has also been a 
big winner from the online trading boom, 
and was a key component behind the 
wild moves in GameStop and AMC 
Entertainment in January this year, which 
burnt a whole host of short sellers. There 
was a huge amount of hype around its 
IPO, with the hope that it had resolved 
a lot of its early liquidity problems, 
which brought it to the attention of US 
lawmakers. Pricing at $38 on its debut, 
the shares initially slipped back, and 
while they have been as high as $84 ,the 
move higher proved to be quite short 
lived, with the shares slipping below 
$30 as the feeding frenzy from earlier 
this year subsided to much lower levels 
of trading activity. Total revenue for Q3 
came in at $364.9m, well short of the 
$423.9m estimates. Crypto revenue fell 
back to $51m from $233m set in Q2, 
which is quite a drop-off. The drop-off in 
crypto revenue is a particular worry given 
the recent rise to record highs. After all, 
if people don’t trade when news around 
Bitcoin hitting record highs is front of 
mind, you have to question when they 
will. Losses came in at $1.32bn, with the 
company warning that Q4 revenue could 
be even lower at $325m.

Other lower-profile IPOs have been the 
likes of vegan dairy start-up Oatly, and 
Jessica Alba’s Honest Group. While 
they have lacked the sort of hype of their 

The most 
notable and high 
profile has been 
electric vehicle 
start-up Rivian 

Automotive, 
which has the 

backing of 
Amazon and 

Ford.
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higher-profile peers, there were still huge 
expectations around their ambitions, 
which probably saw them come to 
market with a lot of froth built into their 
valuations. This froth appears to have 
been borne out by the sharp declines 
we’ve seen in the share prices since their 
opening day launches. 

Oatly has had a shocker in the past few 
months, coming to market with valuation 
of $10bn and a $17 price. This vegan 
dairy start up was being hyped up to be 
as popular as Beyond Meat, which saw 
its share price surge out of the blocks 
when it went public over two years ago. 

Given those sorts of expectations, and 
the popularity of the brand in the US 
across a wide demographic, hopes were 
high of a successful debut given its high-
profile celebrity backers, including Jay-Z, 
and the fact that the global market for 
milk alternatives has a value of $18bn.

Unfortunately, it also has stiff competition 
in this area in the form of Alpro, which is 
owned by Danone. However, with brands 
like Starbucks carrying its products, 
the outlook appears positive, although 
whether it justified a $10bn valuation was 
another question entirely. For now, the 
answer appears to be no, given that the 
company has yet to make a profit, losing 
$60m last year alone. 

Jessica Alba’s Honest company also 
saw its shares jump out of the blocks 
listing on the Nasdaq at a premium to its 
IPO price of $16, raising $412.8m in the 
process as it closed up near $23, giving it 
a market cap of $2bn at the time.

The post-IPO bounce did not last with 
the shares now down below $10, with 
the company facing a class action on 
the basis that management allegedly 
lied about its prospects going into the 
Covid-19 pandemic when it filed its IPO. 

The company, which promotes and 
sells sanitary, cleaning and beauty 
products that are safe and eco-friendly, 
saw net losses in Q2 increase to $20m, 
with revenues falling short at $74.6m. 
Q3 revenues improved to $82.7m but 
concerns about higher margins appear to 

be weighing on the share price. 

To summarise, while it has been a 
record year for new companies coming 
to market, it has been very much hit and 
miss when it comes to how well individual 
companies have performed. 

You would think that the companies with 
decent underlying fundamentals would 
have probably done better than the ones 
with less robust fundamentals. Judging 
by the performance of companies like 
Rivian, nothing could be further from the 
truth. While some companies have seen 
successful IPOs this year, this appears 
to be more to do with whether or not 
they are trendy, and less to do with the 
resilience of their finances. 

As such it makes picking a winner more 
akin to throwing a dart at a dartboard 
while blindfolded. You might hit the 
bullseye. However, you’re probably more 
likely to miss completely.

Oatly has had a 
shocker in the 

past few months, 
coming to market 

with valuation 
of $10bn and a    

$17 price. 
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Cryptocurrencies are 
getting more mainstream
By Kelvin Wong, Market Analyst, CMC Markets Singapore

Most of us have either heard, 
experienced or associated 
cryptocurrencies as “fraud”, “get-rich-
quick scheme” or “a Tulip-mania bubble 
in the making” rather than an asset class 
that can produce future net-positive 
values and benefits.

Prior to the last crash of -84% seen 
in Bitcoin (BTC) from its previous 
December 2017 secular peak, there 
had been a series of fraudulent ICOs 
launches (initial coin offerings, like initial 
public offerings in shares) backed by 
celebrities that rode on the wave of 
the new age blockchain technology; 
the core of cryptocurrencies where 
a significant portion of the ICOs were 
empty shells that led to widespread 
losses incurred by investors; hence 
we can empathise with the current air 
of scepticism that still surrounds the 
cryptocurrencies space which also 
still operates in a “regulatory-light” 
environment. 

Even “Satoshi Nakamoto”, the founder 
or entity that created Bitcoin in January 
2009, considered as the forefather of 
cryptocurrencies, continues to remain 
anonymous to date, which led sceptics 
to question its mysterious origin 
and whether there is a real utility in 
cryptocurrencies.

Basics of blockchain technology 

Blockchain, in a nutshell is a 
decentralised database among a 
computer network, in which a computer 
has functioned as a node. This system 
can record information in a way that 
the database is invulnerable, which 
means no one can change or hack the 
records. A blockchain consists of various 
blocks and each block contains several 
transactions. Every time a transaction 
is processed on a blockchain, a record 
will be recorded on a digital note called 
a ledger after authentication and 
verification. Information is recorded 
using a hash, which is a unique 
cryptographic signature. Hence, 
Bitcoin (BTC), considered first mover 
in the cryptocurrencies space offers the 
promise of an online currency that is 
secured without any central authority, 
unlike government-issued fiat currencies 
that are subject to debasement risk due 
to excessive expansionary monetary 
policies.

Enhancements to blockchain 
technology

With time, people began to realise that 
blockchain technology can be used 
for other purposes. Ethereum (ETH), 
the second-largest cryptocurrency by 
market capitalisation to date behind 
BTC, was launched in 2015, and its 
founders, Vitalik Buterin and Gavin 
Wood have been made known in public. 
ETH has proposed to use blockchain 
technology not only for decentralised 
payment networks but also for storage of 
computer codes that can be used to run 
and power tamper-proof decentralised 
financial contracts and applications. 
These eventually gave birth to the 

widespread use of smart contracts that 
have the ability to self-execute based on 
a set of predetermined conditions and 
form the backbone for Decentralised 
Finance (DeFi), a recent major financial 
innovation.

DeFi=>NFTs=>Web 3.0

Over the past two years, many functions 
of the traditional financial system have 
been replicated as applications and 
protocols on the ETH blockchain. The 
growth of DeFi has boomed; from less 
than $10 billion in early 2020 to around 
$100 billion worth of tokens are now 
locked up in smart contracts for use on 
decentralised exchanges or deposited 
to earn extra yields. Hence, demand for 
DeFi applications have been a driving 
force on the usage and acceptance 
of ETH blockchain; it has settled $2.5 
trillion worth of transactions in Q2 
2021, including payments as well as 
transactions to facilitate trading and 
lending. This is a significant jump from 
$116 billion worth recorded in 2020.

DeFi has several key advantages over 
traditional centralised finance. Firstly, 
buyers, sellers, lenders, or borrowers 
can have peer-to-peer interaction 
without going through a third-party 
intermediary, which in turn can lead to 
lower transaction fees and instantaneous 
payments. Secondly, smart contracts 
have the ability to pre-determine the 
rules of transactions that can eliminate 
settlement and default risks. Thirdly, 
lower barriers to entry versus traditional 
finance enable more innovation to 
blossom. 
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Thus, the blossoming of smart contracts 
utility has allowed the rapid growth of 
creation and exchange of NFTs (non-
fungible tokens). These are blockchain-
based records that allow the proof of 
ownership for creators of NFTs that 
come in the form of digital media such 
as art, videos, music, games, text and 
even strings of computer code. The 
proof of ownership feature contains 
documentation of their history and origins 
that includes codes attached to activate 
almost anything. This includes tasks 
such as ensuring the original NFT creator 
receives a certain amount of royalties 
from a sale in the secondary market. 

All these newer blockchain-based 
innovations reinforce the creator 
economy and will eventually form the key 
building block for Web 3.0, where data 
will be interconnected in a decentralised 

Source: TradingView as at 3 Dec 2021

Due to an increased application of smart 
contracts and its utility in decentralised 
platforms; several smart contract platform 
coins such as Solana, Polygon and 
Cardano have outperformed significantly 
over Bitcoin and Ethereum, the two 
largest cryptocurrencies based on market 
capitalisation.

way and users will be able to interact with 
data (produce content, share it, formalise 
deals) through artificial intelligence and 
machine-learning technology. 

Therefore, the evolution of 
cryptocurrencies and the blockchain 
technologies that are inherent in 
them have gone through leaps and 
bounds that can support a lot more 
applications beyond money and finance. 
Decentralised platforms or services are 
likely to be at the forefront of driving 
economic growth in the coming years; 
eventually cryptocurrency subject to 
proper due diligence should be given a 
serious consideration as an asset class 
of its own right. 

Let’s us now take a look at the 2021 
year-to-date performance of several 
cryptocurrencies against the USD.
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Tesla and the growth  
in the EV space
By Elise Shaw, Senior Content Strategist, CMC Markets APAC & Canada

Tesla shares topped $US1000 in 2021 
and the multifaceted space journeys, 
batteries and electric vehicles company 
took on a market capitalisation of $US1 
trillion.

Its results are driving others to try to 
emulate its success. US electric vehicle 
maker Rivian Automotive was one of the 
biggest IPOs of 2021, but with production 
of just under 160 cars by the time of its 
November market debut, even Tesla boss 
Elon Musk tweeted the risks involved and 
the growth needed to succeed.

XPeng, sometimes called the Chinese 
Tesla, has been on target and delivered 
15,613 Smart EVs in November, 
representing a 270% increase year-over-
year. As of November 30, 2021, year-
to-date total vehicle deliveries reached 
82,155, representing a 285% increase 
year-over-year, including 53,110 P7 
deliveries.

Globally, electric vehicle sales are only a 
small portion of overall vehicle sales, but 
the total more than doubled in September 
from a year earlier, accounting for 9% of 
all vehicles sold, according to a Morgan 
Stanley research note. They accounted 
for 3.6% in the US, the bank said.

Sales growth is expected to escalate and 
other companies are concentrating on the 
parts involved in the production of electric 
vehicles, hoping to cash in on the boom.

Battery makers

Amounts vary depending on the battery 
type and model of vehicle, but a single 
car lithium-ion battery pack (of a type 
known as NMC532) could contain around 
8 kg of lithium, 35 kg of nickel, 20 kg 
of manganese and 14 kg of cobalt, 

National Laboratory.

Analysts don’t anticipate a move away 
from lithium-ion batteries any time soon: 
their cost has plummeted so dramatically 
that they are likely to be the dominant 
technology for the foreseeable future, 
forecasts nature.com. They are now 

entered the market as small, portable 
batteries in the early 1990s, even as 
their performance has improved. BNEF 
projects that the cost of a lithium-ion EV 
battery pack will fall below $US100 per 
kilowatt-hour by 2023, or roughly 20% 
lower than today.

Just six companies - BYD, CATL, 
LG Energy Solution, Panasonic, 
Samsung SDI and SK Innovation - were 
responsible for supplying 87% of the 
batteries and battery metals in passenger 
EVs in the second half of 2020, the latest 

22.5 gigawatt-hours of batteries in that 

closest competitors combined: China’s 
BYD, Hyundai, Mercedes, Renault and 
Volkswagen.

Lithium miners

The numbers speak for themselves for 
the companies winning from the growing 
demand for lithium. ASX-listed Orocobre, 
is up more than 100% year to date, while 
Pilbara Mineral is up 190% year to date.

Copper and gold miners

Copper is used throughout electric 
vehicles, charging stations and 
supporting infrastructure. The increase 
in the electric vehicles market will 

demand for copper due to electric 
vehicles expected to increase by 
1700 kilotons by 2027, the Copper 
Development Association forecasts.

Electric vehicles use gold and silver in 
minute quantities in the circuit boards, 
which also occurs in modern fossil-fuelled 
vehicles. The circuit boards run the 
electronics.

Newcrest, Northern Star Resources, 
Evolution Mining, Perseus and Chalice 
Mining are all ASX-listed gold miners 
that will see more demand for gold from 
an increasing move toward electric 
vehicle production and sales.

Copper-gold miner OZMinerals has seen 
its share price rise more than 35% year 
to date.




