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Approaching the End of the Beginning? 

 
 

We kick off this quarter’s commentary by acknowledging and expressing our gratitude to Kopernik 
Global Investors, LLC, and in particular to David Iben, the CIO and Portfolio Manager of the 
Kopernik Global All-Cap Equity Fund, in giving us express permission to share with you David’s 
most recent commentary, entitled “Sedona”. 
 
In his commentary, David covers many of the ideas about which we also feel strongly. His elegant 
prose covers a myriad of issues that investors currently face and uses examples of companies held 
within the fund that he manages as a way to address these issues. We were attempting to create 
a similar sounding missive ourselves, but when David’s came across our desk, we were cowed into 
humility as our feeble attempts at waxing lyrical on such matters paled in comparison and instead 
took the easy path of presenting to you a more engaging piece. We strongly encourage to read 
“Sedona” which is attached separately. 
 
Accordingly, our own commentary will hopefully (thankfully?) be shorter and we will only touch 
upon a few matters which bear highlighting. 
 
 
End of ‘free money for all’ 
 
The US Federal Open Markets Committee (FOMC, or FED), following its September meeting 
delivered the expected advance notice that tapering “may soon be warranted” and indicated a 
fast reduction of asset purchases to be completed by mid-2022. This is Central Banker speak for 
turning off the taps to the flood of liquidity (Quantitative Easing, or QE) into the financial markets 
that they have delivered since the onset of the ‘Covid-crash’. The situation is similar for most 
Western countries where the only difference will be in the timing of when the taps start getting 
turned off. The US is expected to start turning the screws in November, the UK perhaps by year-
end or early 2022 and the EU is looking at a substitute asset purchase facility in case the markets 
wobble too much during their own tightening process.  
 
Similarly, the end is approaching of government support via furlough or similar schemes for those 
individuals and business that were affected by the lockdowns 
 
The effect on the stimulus-addicted markets would normally be expected to be negative, but with 
interest rates expected to remain at the current low to negative levels, the process will be more 
akin to putting investors into slow rehab rather than making them go ‘cold turkey’. Nevertheless, 
with interest rates also expected to start rising some 12 months after the end of QE, we can 
expect increasing volatility in the markets as they adjust to a new normal of justifying their 
valuations rather than just being the beneficiaries of free money. 
 
 
US Debt Ceiling/Trillion Dollar Coin 
 
It's back (well, it came but as we have become accustomed to seeing, the can got kicked down the 
road)… The countdown began to a US Government shutdown – when the fiscal year ends and the 
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US Government technically runs out of money – at midnight on 30th Sept. The US Government 
will stop paying its bills unless the ‘elected leaders’ come to some understanding (ahem!) about 
debt and spending.  
 
Do we need to care? We’ve been there before. How many times in recent years? Let's see: 1995-
96, 2002, 2003, 2011, 2013, 2014, 2015, 2017, 2019. Nearly every time, the game of brinkmanship 
was resolved during an 11th hour agreement. 
 
The problem is that over the years, and especially now, political polarisation has widened to such 
a point that both Democrats and Republicans are probably willing to fall on their swords and to 
place blame for the situation on the other party regardless of the consequences for the American 
people, the US economy, and global financial confidence in the “Full Faith and Credit” of the 
United States of America. Indeed, even 2022 be damned!  Every Member of Congress will use a 
shutdown to bash his/her opponent heading into the mid-term elections. 
 
While the hope is this year's budget and government funding drama will play out as it has in the 
past – a last minute deal to “save the Republic” – the political divide is so wide and the discourse 
(if you can call it that) so poisonous that we should not be shocked if this time is different. 
 
However, there may be a way to avoid the discourse altogether: the USD 1 Trillion Coin! 
A number of economic luminaries have suggested (and the Biden administration appears to be in 
favour of) that the Fed Reserve create a one trillion-dollar platinum coin and borrow against it. 
The US Treasury could mint a USD 1 trillion platinum coin under commemorative clauses and 
deposit it at the Federal Reserve, giving the US an extra USD 1 trillion in funds to cover existing 
debts and pay bills without raising or suspending the debt ceiling.  
 
We hope nobody loses it behind the sofa cushions… 
 
 
Inflation and Energy Supply 
 
To a man with a hammer, every problem looks like a nail. To the Federal Reserve, every problem 
is met with more liquidity. Unfortunately, the Fed has very little control of where this liquidity 
goes. First, it went into equity markets. Then it overflowed into Private Equity and Venture 
Capital, creating ‘Unicorns’. Then it overflowed into meme stocks and Alt-coins. Now, this liquidity 
is overflowing into the everyday economy – everyone feels it and has their own story and 
everyone is more and more painfully aware that inflation is present and is likely to stay. 
 
Coincidentally, this is all happening at a time when government is actively destroying the normal 
supply response to higher pricing. You want more labour? Nope, there’s furlough schemes. You 
want to add a facility? Nope, permits take years. You want to finance growth? Nope, they only 
finance ESG projects. The free market is an interplay of supply and demand. If you restrict supply 
and stimulate demand, eventually pricing responds. 
 
Excluding a brief spike in 2008, the global economy has experienced four decades of affordable 
energy, powering global growth on a scale that was unimaginable a few decades ago. Cheap 
energy is the fuel of economic growth. Even for those brief moments when prices have increased, 
there was always plenty of fuel—it just cost a bit more. What if fuel were no longer available? 
What if the great gears of global commerce seize up?  
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We are increasingly concerned that we may be entering a global energy crisis. Almost every day, 
we hear of a different policy plan to reduce energy production. We learn of new mandates, new 
taxes, more cancelled pipelines, more cancelled permits, and more penalties. What we don’t hear 
about is where the replacement energy comes from. The wind doesn’t always blow and 
sometimes it is cloudy. My car won’t drive on unicorn intestinal gas and billions of people in 
developing economies want a Western standard of life—complete with a Western level of energy 
consumption. These people refuse to pay for “green energy,” especially when the “carbon 
economy” is so affordable. Or maybe, they have the pragmatism not to build “green energy” 
while the technology isn’t fully proved-out. Maybe they’re looking at spiking gas prices in the UK, 
spiking electricity prices in Europe, factory shut-downs in China, rolling blackouts in California and 
asking if the “green economy” is right for them. Developing nations intend to consume more. 
Western nations intend to consume more. China intends to consume more. At some point, 
declining production will slam into rapidly increasing demand.  
 
Over the past few weeks, we’ve seen the first few signs of the crisis as various countries ran out of 
energy. These were regional problems with regional causes. However, the underlying problem 
was the same—they reduced the “carbon economy” before they had sufficiently built out the 
“green economy.” Going through the steps in reverse, is bound to create an energy crisis. 
Oddly, these warning signs have mostly been ignored, with the countries most afflicted, focused 
on continuing to purge traditional energy sources.  
 
To our mind, the sheer folly that is being demonstrated by the Climate Activist bandwagon is 
breathtaking. To insist on immediately decarbonising the energy industry without having even a 
modicum of replacement supply installed speaks of the madness that has taken hold of those who 
insist that it be done now. Energy transition won’t be done in a matter of days or months – it will 
take decades. It won’t be done by 2030 and most likely won’t be done by 2050 either. Anyone 
who believes differently had better be prepared to live in a cold, dark cave for a while… 
 
Don’t misunderstand, we are not out to destroy the planet. We want to save it as much as 
anybody, but at least we have looked into the realities of the challenges that the world faces in 
arriving at that green and pleasant land and the magnitude of those challenges beggars belief. It 
will be a long and slow process as alternatives are developed and efficiency improvements and 
emission reductions are found. In the meantime, Central Bank proclamations of inflation being 
transitionary sound increasingly hollow.  
 
 
Evergrande  
 
We are sure that most of you have recently at least heard of Evergrande, even of you did not 
follow or understand the story. This, to us, presents a case study in the law of unintended 
consequences.  
 
In an effort to rein in the perennially overleveraged Chinese real estate sector, China last year 
developed a system to curb perilous borrowing, dubbed the "three red lines," under which 
property developers since last August have had to ensure: 
 

• Liabilities to Assets no higher than 70% 
• Net Debt to Equity no higher than 100% 
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• And Cash to Short Term Debt higher than 100% 
 
In the event the developers failed to meet any of the ‘three red lines,’ regulators would then place 
limits on their access to new debt. 
 
If we look at Evergrande’s annual filings, as of December 31, 2020, Liabilities to assets sit at 82%, 
well above that red line of 70%. Net gearing defined as borrowing to total equity sits at 204%, 
above that red line of 100%. And if we look at short term cash to short term borrowings, 
Evergrande sits at 47%, well below the 100% threshold. And just like that Evergrande has crossed 
all three red lines. 
 
Now, in fairness to Evergrande, it has attempted remedy the issues, but with total debt 
amounting to some USD 300 billion, it is not something that can be fixed overnight. What it has 
attempted to do is to sell some of its assets, but in doing so, it had to part with them as a 
distressed seller and so at below market values. This, in turn, worsened the position against the 
1st red line. Any attempt to pay off debt worsens the position vs the 3rd red line, etc. and it 
certainly cannot borrow any more money to restructure its balance sheet as that would worsen 
the position against all three lines. 
 
Some market commentators are calling Evergrande’s problems China’s ‘Lehman moment’, 
referring to the collapse of Lehman Brothers, the US Investment bank, at the onset of the Global 
Financial Crisis in 2008. This is far from the truth as Lehman was neither a property developer, nor 
heavily indebted for a banking organisation, but it does make for ‘click-bait’ on the internet. In our 
many years as a Regional Treasurer at UBS, the Swiss Bank, we learnt that a liquidity crisis (or a 
restriction in access to borrowing money) is not, in of itself, the cause of the collapse of an 
institution, rather a liquidity crisis is the consequence of other issues within the institution that 
lead to its collapse when it can no longer access the wholesale funding markets, or otherwise said, 
when nobody is willing to lend you any (or more) money for fear of not getting it back. This lack of 
confidence in Lehman’s ability to repay short-term borrowings was the consequence of the 
structure of its balance sheet when the rest of Wall Street was also facing issues with respect to 
their own lending to the US real estate sector and the other banks just did not want to add further 
risk from Lehman’s balance sheet to that of their own.  
We still firmly believe that the authorities could have saved Lehman from collapse, but that it was 
‘sacrificed’ as a warning to the other banks to get their own houses in order.    
 
While we do not know what the final outcome of the Evergrande affair will be, we are confident 
that with so many retail Chinese investors that would likely get severely hurt by the immediate 
collapse of Evergrande, the Chinese Authorities will engender an orderly resolution to the issues. 
Under the ‘Common Prosperity’ policy (to reduce the divide between rich and poor) that is being 
implemented, it is likely that retail investors will be largely insulated from significant losses and 
that the majority of these losses will be borne by the wealthy. 
 
 
 
Please find on the next pages the Economic Data Tables. 

 

 

https://doc.irasia.com/listco/hk/evergrande/annual/2020/ar2020.pdf
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Economic Data Table 
October 2021  

Stock Markets Month Q3 21 YTD GDP 
YoY 

Interest 
Rates 

Inflation 
Rate 

United States -4.76% 0.23% 14.68% 12.20% 0.25% 5.30% 

Euro Area -3.53% -0.40% 13.95% 14.30% -0.57% 3.00% 

Germany -3.66% -1.84% 8.65% 9.40% -0.36% 4.10% 

France -2.40% 0.19% 17.45% 18.70% -0.49% 2.10% 

Italy -1.25% 2.32% 15.52% 17.30% -0.55% 2.60% 

Spain -0.57% -0.28% 8.95% 17.50% -0.38% 4.00% 
Greece -6.26% -2.21% 6.97% 16.20% -0.57% 1.90% 

Switzerland -6.19% -2.51% 8.77% 7.70% -0.75% 0.90% 

United Kingdom -0.47% 0.70% 9.69% 23.60% 0.10% 3.20% 

Brazil -6.57% -12.48% -6.75% 12.40% 6.25% 9.68% 

Russia 4.71% 6.81% 24.76% 10.50% 6.75% 6.68% 

India 2.73% 12.66% 23.82% 20.10% 4.00% 5.30% 

China 1.26% -6.85% -6.62% 7.90% 3.85% 0.80% 

Japan 4.85% 2.30% 7.32% 7.60% -0.10% -0.40% 
MSCI World Equity Index -4.28% -1.45% 9.79%       

 

Bond Indices Monthly Q3 21 YTD 

Barclays Capital U.S. Aggregate Bond 
Index -1.17% -0.51% -3.11% 

Barclays Global Aggregate ex-USD Float-
Adjusted Index (Hedged) -1.15% -0.25% -2.72% 

J.P. Morgan Government Bond Index 
Emerging Markets Global Core Index 

(Local Currency) 
-3.85% -4.49% -9.92% 

Barclays Global Aggregate ex USD 10% 
Issuer Capped (Hedged) Index 

-1.31% -0.15% -2.12% 

The Bloomberg Barclays Global 
Aggregate Bond Index -1.05% -0.18% -1.90% 

 

https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
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Currencies Monthly Q3 21 YTD Price 

EUR/USD -1.91% -2.31% -5.18% 1.16 

GBP/USD -2.05% -2.57% -1.47% 1.35 

EUR/GBP 0.14% 0.27% -3.75% 0.86 

USD/CHF 1.80% 0.71% 5.22% 0.93 

EUR/CHF -0.14% -1.61% -0.23% 1.08 

USD/JPY 1.14% 0.15% 7.81% 111.27 

GBP/CHF -0.29% -1.88% 3.69% 1.25 
 

Commodities Monthly Q3 21 YTD Price 

Gold -3.13% -0.74% -7.37% 1756.66 

Oil (WTI Crude, NYMEX) 9.91% 2.26% 56.29% 75.44 
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Disclaimer 
 
The information provided in this Newsletter is being provided solely for educational and informational 
purposes and should not be construed as investment advice, advice concerning particular investments or 
investment decisions, or tax or legal advice. Similarly, any views or opinions expressed in this newsletter 
are not intended and should not be construed as being investment, tax or legal advice or 
recommendations.  
 
Investment advice should always be based on the particular circumstances of the person to whom it is 
directed, which circumstances have not been taken into consideration by the persons expressing the views 
or opinions appearing in this newsletter. MWC Group has not verified and consequently neither warrants 
the accuracy nor the veracity of any information, views, or opinions appearing in this newsletter. You 
should always take professional investment advice in connection with, or independently research and 
verify, any information that you find or views or opinions which you read in our newsletter and wish to rely 
upon, whether for the purpose of making an investment decision or otherwise. MWC Group does not 
accept liability for losses suffered by persons as a result of information, views, or opinions appearing in this 
newsletter. 
 
Manentia Wealth Consulting Group Limited (Reg. No. C 80087) is authorised and regulated by the Malta 
Financial Services Authority under the Investment Services Act (Cap. 370) to provide investment services 
and enrolled under the Insurance Distribution Act (Chapter 487) to act as an insurance brokers. Manentia 
Wealth Consulting Group Limited is owned by Manentia Wealth Consulting Group AG, registered in 
Switzerland (company registration number CH-170.4.010.039-7). Manentia Wealth Consulting Group AG is 
FINMA authorized  (number 29575) and member of Polyreg (www.polyreg.ch). 
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