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Disclaimer
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The contents of this document are confidential and are meant for intended recipient only. If you are not the intended recipient, please delete all copies of this document and notify the sender
immediately.

This document, provided as a general commentary, is for informational purposes only and is not to be construed as an offer to sell or solicit an offer to buy any financial instruments in any
jurisdictions. This does not constitute any form of regulated financial advice, and your independent financial advisor should be consulted prior to taking any investment decision(s). This
document is based on information from sources which are reliable but has not been independently verified by LC Capital India Private Limited (“LCIL”). LCIL has taken reasonable steps to
verify the contents of this document and accepts no liability for any loss arising from the use of any information contained herein. Please also note that past performances are not indicative of
future performance.

This document is prepared by LC Capital India Private Limited (“LCIL”) which is incorporated in India and is an Association of Mutual Funds in India (“AMFI”) registered Mutual Fund
Distributor (ARN 171014). The contents of this document may not be reproduced or referenced, either in part or in full, without prior written permission of LCIL.

LC Capital India Private Limited (“LCIL”) is not affiliated to Lighthouse Canton Pte Ltd (“LCPL”), Singapore, and any views and/or advice provided by LCIL does not represent nor
constitute as the views held by LCPL. Lighthouse-Canton brand and logo are owned by Lighthouse Canton Investment Holdings Pte Ltd (“LCIH”) and have been granted for use to LCIL and
LCPL by means of Licensing agreements.
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US: Reflation, Whither?
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Source –OECD, LC Capital India | Data as on June 2021

Based on the economic indicators, the US economy is in a reflationary cycle

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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• Do we see a shift from the current reflation cycle in the US

• Going forward which are the various factors which may influence 
Inflation and Growth

• What are the bond, currency and equity markets signaling

• Track the pace of vaccinations administered in US

• How will Indian markets be impacted

• Investor standpoint

4

Executive Summary

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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Let’s consider and deep dive into factors which may influence

Inflation 

Growth

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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The Question is...Do we See A Shift?

%



could rise, though opposite forces may keep the rise in check

Inflation…
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Tailwind for Inflation: High Shelter Costs
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In June 21, OER* has risen by ~2.3% and ~1.3% YoY and YTD 
2021

US Owner's equivalent rent MoM SA(in %)

US Owner's equivalent rent YoY SA(in %) - RHS

Source –ST Louis Fed, Investing.com, LC Capital India, University of Michigan Consumer Survey | *OER - Owners Equivalent Rent
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…. Led by Surge in House Price Index

US Case Shiller House Price Index House Price YoY (in %) - RHS
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….Though the rise in Home Prices might get curtailed 
because of subdued demand

Buying condition for Houses

We expect the pricing pressure to continue in the near term for this segment which contributes ~33% to overall CPI basket
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Home Prices expected to be elevated because of low supply
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…Low Mortgage Rates Might Provide Impetus to Buy Costly Houses

8
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Source –ST Louis Fed, LC Capital India

Since April 20, the FED has bought Mortgage Backed Securities worth ~1.7x. This has led to low mortgage rates which may 
incentivize buyers to borrow and buy houses (high demand)

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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Tailwind for Inflation: High prices for New & Used Vehicles

9
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On YTD basis, the CPI for new and used vehicles 
have risen by ~9%

US CPI New and Used Car Vehicle MoM (in %) SA

US CPI New and Used Car Vehicle YoY (in %) SA - RHS

Source –ST Louis Fed, LC Capital India
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….Pandemic led shortfall in chips have led to lower 
inventory

Auto Inventory to Sales SA

We expect the pricing pressure to continue in the near term for this segment which contributes ~7% to overall CPI basket

Document prepared by LC Capital India Private Limited, Data & 
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Tailwind for Inflation: Rising Agriculture & Base Metal Prices
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Pandemic led disruption and climate changes have led to a demand supply mismatch, thereby directly or indirectly affecting various 
components of CPI basket
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Way Forward: Little Respite
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Index at an all time high

Citi Inflation Surprise Index

Source – Bloomberg, LC Capital India

Inflation may remain anchored on the higher side
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Job Openings SA (monthly, in thousand)

Source –ST Louis Fed, Bloomberg, LC Capital India

0%

2%

4%

6%

8%

10%

12%

14%

50%

52%

54%

56%

58%

60%

62%

64%

66%

68%

Se
p

-7
1

M
ar

-7
4

Se
p

-7
6

M
ar

-7
9

A
u

g-
8

1

Fe
b

-8
4

A
u

g-
8

6

Ja
n

-8
9

Ju
l-

9
1

Ja
n

-9
4

Ju
n

-9
6

D
ec

-9
8

Ju
n

-0
1

D
ec

-0
3

M
ay

-0
6

N
o

v-
0

8

M
ay

-1
1

O
ct

-1
3

A
p

r-
1

6

O
ct

-1
8

M
ar

-2
1

Corporate profits has gone higher whereas employee 
contribution has come down

Employee Contribution as a % of GDP Corporate Profit as a % of GDP - RHS

Growing demand for jobs

Ongoing unemployment benefits and pandemic fears may have led to people staying at home. Companies may have to incentivize 
with higher pay to bridge the demand and supply gap. 

View on Corporate America: Corporate profits have been rising, employee costs 
declining – Is the trend expected to reverse?

Document prepared by LC Capital India Private Limited, Data & 
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Headwind for Inflation: Unfavorable Demographics
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Source –ST Louis Fed, LC Capital India

Higher dependency ratio means higher savings vs spending which would curb demand. One of the key factors which would limit 
the rise in inflation on an ongoing basis.

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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Headwind for Inflation: Increasing Bank Reserves & Declining Velocity of Money

14

Source – Bloomberg, LC Capital India
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Increasing bank reserves with declining velocity of money indicates a low 
credit growth

Bank Reserve (in million) Velocity of Money - RHS

Decline in credit growth would limit the rise in inflation on an ongoing basis.

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July



Growth…
Is there a slowdown?
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Headwind for Growth: Has the Momentum Halted?

16
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In the near term momentum in Services and Manufacturing has 
faded

Change in US ISM Manufacturing MoM(in %) Change in US ISM Services MoM(in %)

Source –Bloomberg, LC Capital India, University of Michigan Consumer Survey | Data as on 30th June 2021
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…..Same is reflected through Bloomberg Surprise Index

Bloomberg Eco Surprise Index Bloomberg Labor Surprise Index
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US Consumer Sentiment Index still below pre pandemic in spite 
of record policy measures

Slowdown could be attributed to rise in Delta variant cases and reduced pace of vaccination. We may be in for negative surprises in 
stock earnings for 2HCY21
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Headwind for Growth: What Does NY FED Nowcast Model Indicate?

17

Q2 2021 Q3 2021

Source – NY Fed (click here)

Advance growth estimates from NY FED Nowcast model for Q2 2021 and Q3 2021 reflecting downward revision

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July

https://www.newyorkfed.org/research/policy/nowcast.html


Market Signals…
likely shift away from reflation



www.lighthouse-canton.com
www.lighthouse-canton.in  

ir@lighthouse-canton.com
service@lighthouse-canton.in 

88

90

92

94

96

98

100

102

104

Jan-19 May-19 Sep-19 Jan-20 May-20 Sep-20 Jan-21 May-21

Shift Away from Reflation: Yes: Longs on Both Bonds and Dollar

1.40

0.86

1.65

1.14

0.0

0.5

1.0

1.5

2.0

Jan-21 Feb-21 Mar-21 Apr-21 May-21 Jun-21 Jul-21

Bond Spreads have compressed….

Spreads 3*10 Spreads 5*30

Source – Investing.com, LC Capital India, Jefferies, Barchart.com | * Commitment of Traders| Data for COT is as on 13th July 2021 and on weekly basis every Tuesday

….Dollar at key resistance
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Rise in Delta variant cases, fears of growth slowdown and transitory narrative on inflation have led to market participants moving 
to safe havens 
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Shift Away from Reflation: Wait & Watch: Signals Unclear from Equity Markets
We would need to keep an eye on how the Implied Volatility, Tech stocks and defensives perform going forward
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….Is mean reversion possible?

Russell 1000 Defensive to Russell 1000 Dynamic Historical Average

Ratio trading at ~20 year low and below 
historical average
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FAAGM stocks considered as hedge against slow growth – Can the 
weight further increase?

FAAMG as % of US Market Cap

After some decline, the FAAGM stocks 
have increased their weight to 18% in 
June 21

Short term divergence seen between positioning and pricing for VIX – possible 
that prices move higher

Source – Investing.com, Yahoo Finance, LC Capital India, Barchart.com | * Commitment of Traders| Data for 
COT is as on 13th July 2021 and on weekly basis every Tuesday
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Charts sourced in July
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April 2016 – 0.4 whereas Since Jan 2021: -0.7
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After initial correction, Gold prices have recovered from the lows 
of April 21

COT* Non commercial Net positions - GOLD Gold Price - RHS

Shift Away from Reflation: Watch Out for Gold Movements…
Real rates and economic and policy uncertainty would be key drivers for gold prices. Any upward movement in gold would signal a shift
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Gold prices show inverse correlation to real rates

10 yr const maturity treasury - 10 year breakeven inflation NSSA

Gold price based in USD per troy ounce NSSA - RHS
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Gold is also a hedge against rise in uncertainty

Gold price based in USD per troy ounce NSSA

News_Based_Policy_Uncert_Index-  RHS

Source – Investing.com, Yahoo Finance, Nasdaq.com, ST Louis FED, LC Capital India, Barchart.com | * Commitment 
of Traders| Data for COT is as on 13th July 2021 and on weekly basis every Tuesday | Source for uncertainty index -
'Measuring Economic Policy Uncertainty' by Scott Baker, Nicholas Bloom and Steven J. Davis at 
www.PolicyUncertainty.com. 

Correlation between Gold price and uncertainty index is 0.62

Recent build up in long positions
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Charts sourced in July



Vaccination rates…
will determine the pace of recovery
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Key Risk: Important to Track the Vaccine Administered
We would keep a close eye on the pace of vaccination in order to alter our views on growth and inflation

Source – Centre for Disease control and prevention (CDC, Click Here)
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7 DMA in US have declined from 3.4mn in April 21 to 0.3mn 
in 26th July 21

Efficient vaccination drive may help to reduce mortality risk  and 
drive recovery
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Charts sourced in July

https://covid.cdc.gov/covid-data-tracker/#vaccination-trends
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• The US Economy is currently in a reflationary economic cycle.

• In the near term we expect inflation could remain high because of demand and 
supply side mismatches. Though factors like demographics, low credit to 
deposit ratio and falling velocity of money could keep the rise in check.

• There could be some fears of growth slowdown because of rise in Delta variant 
cases and a slowdown in the pace of vaccination.

• Recent moves in bond and currency markets support the fact that we may see a 
shift away from the reflation narrative; albeit from equity and gold markets 
point of view we would need to wait and watch to conclude the same fact.  

• Though its too early to conclude, but we may be heading towards a stagflation 
cycle because of prospects of high inflation and low growth. In case the 
inflation momentum drops then we may also head towards deflation cycle. 

24

Summary: Key Macro Points

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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Considering the Shift: How Will Indian Markets be Impacted?
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Positive correlation between spreads and currency

Historical precedence indicate that rise in USDINR negatively impact equity and fixed income markets

Source – Investing.com, Yahoo Finance, LC Capital India | Data from Feb 2012 to June 2021
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Investor Standpoint
Use an asset allocation framework – to earn better risk adjusted return
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Lighthouse Canton Asset Allocation Framework: Acts as “Windvane” for Investors

In times of shift in economic 
regime and current phase of 

financial markets, investors may 
look to increase allocation to 

Volatility and Inflation hedges.
• Gold

• Debt Plus (L/S 
funds)

• Dynamic Asset 
Allocation Fund

• Structured Credit
• MLDs
• Real Estate Fund
• Debt MFs

• Long Only
• Equity Minus
• Overseas Allocation
• PE/VC Asset 

Growth
Stable 

Returns

Inflation 
Hedge

Volatility 
Hedge

Document prepared by LC Capital India Private Limited, Data & 
Charts sourced in July
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