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In the game theory, the Chicken game is the modelling of conflict between two / 

several players. The basic principle is simple: while each player prefers not to yield 

to the opponent, the outcome where neither player yields is the worst possible 

one for both / all players. 

 

The aftermath of the Great Financial Crisis (GFC) 

After 2009, under the leadership of the Fed, all Western countries’ central banks 

sequentially and gradually initiated some form of financial repression. The most 

renowned tool of monetary policy featuring this approach has undeniably been 

QE, i.e. quantitative easing. Under this process, a central bank inflates its balance 

sheet by purchasing - essentially from banks - financial assets, namely (but not 

only when it comes to the BoJ, ECB and SNB) sovereign bonds.  

 

In ¨normal¨ economic periods, i.e. pre-GFC, the Fed’s balance sheet was growing 

at a pace comparable to nominal economic growth say 5-6%. But then, from 

2009, QE operations pushed this rate of expansion to a range of 20+%. In the 

latest phase, from 2020, it further accelerated in the context of the pandemic.  

 

The relentless acceleration of the Fed Balance Sheet expansion  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Over the last 12 years, the Fed attempted on several occasions to phase out of 

QE, with the ultimate goal of exiting unconventional monetary policy. But a 

confluence of factors prevented the normalization of policy. Among the different 

reasons one notes: dangerous ripple effects in emerging countries, undesirable 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +15.4% 

 S&P 500 +18.6% 

 Nasdaq +16.8% 

 Stoxx 600 +16.6% 

 SPI +15.3% 

 Nikkei +10.2% 

 China -6.4% 

 Emerging -2.0% 

  

 BONDS  

 CHF Corp  -0.1% 

 US Govt -2.1% 

 US Corp -0.5% 

 US HY +4.9% 

 EUR Gvt -2.4% 

 EUR Corp +0.1% 

 EUR HY +3.6% 

   

 CURRENCIES  

 USD index +3.7% 

 EURUSD -4.2% 

 EURCHF +0.4% 

 USDCHF +4.8% 

 USDJPY +7.1% 

 EM FX -3.5% 

  

 COMMODITIES   

 Gold -7.5% 

 Silver -14.4% 

 Brent +52.6% 

 Copper +21.6% 

 CRB index +34.3% 
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upward tensions on the long-term interest rates. Other 

reasons are more ¨relative¨. The BoJ, the ECB and other 

large central banks also implemented unconventional 

monetary policies which, at least partly, annihilated the 

objectives / benefits of the US QE (i.e. weakening the 

USD). And, more recently, another factor added to the 

difficulty of normalizing. Indeed, the addiction of markets 

to ample liquidity, the tentative vulnerability of 

¨overextended¨ real estate prices and of public finances 

added to the quandary. 

Western central banks are - very - afraid of exiting 

unconventional policies 

They fear to impair the ¨fragile¨ world recovery and to 

destabilize liquidity addicted markets 

 

Communication vs reality 

On analysis, the Treasury's refinancing needs in 2022 will 

be much lower than in 2021, for various practical reasons. 

De facto, the Fed will be able to afford, to a significant 

extent, to reduce the volume of its future purchases of 

Treasuries... While continuing to purchase - to monetize - 

all new Treasury issues. So, the reduction of its purchases 

would neither correspond to a tightening of its policy, 

nor to a normalization! 

It's all about the art of communication. It's magic! 

 

How does the Hawk-Dove game apply to current times? 

Based on classical economic theory, monetary policy 

should not recourse to quantitative easing, at least not 

for more than a brief/emergency period… In doing the 

opposite, both the Fed and the ECB circumvented not 

only their mission but also their actual basic rule of 

operating. We have been clearly living in a legal grey 

zone for years now, hence the desperate revolt of the 

German Constitutional Court to stop this 

¨Experimentation¨. Consequently, Western Central Banks 

are ultimately willing to normalize their policies (the 

sooner the better). 

In practice, they are procrastinating. They do not want to 

be the first to blink. Because the precedents have proved 

tricky, when it comes to markets’ reactions. Because it is a 

losing proposition in our interconnected world: 

normalizing first would raise the odds of strengthening 

their currency and upsetting bond markets. The huge 

debt pile and the quasi-distressed stance of public 

finances (with stellar budget deficits) would not allow for 

it. Last but not least, it would threaten the independence 

of central banks. 

• By communicating its intention to ¨taper¨, the Fed 

initiated the Chicken game 

• The Fed very cautious approach has prevented 

markets from overreacting, for now 

• But a full exit of unconventional monetary policy is 

unrealistic under current circumstances… 

• … Policymakers will catch any opportunity to slow-

down this process 

• Let’s face it, a prolonged procrastination would 

significantly raise the odds of runaway inflation 

 

Fixed income. Tapering announcement looks 

imminent 

The outcome of the September FOMC meeting was 

broadly in line with expectations. The key change to the 

policy statement was on tapering. The Fed stated that if 

progress continue  towards its labor market and inflation 

goals, then  a moderation in the pace of asset purchases 

may soon be warranted. In the press conference, Chair 

Powell confirmed that it could come as soon as the next 

meeting. On the pace of tapering, no decision has been 

taken but the Fed is broadly in favor of a taper concluded 

around mid-next year. This is consistent with our scenario 

of a November tapering announcement, starting in 

December, and taking 6 months.  

 

An initial reduction in December by $30bn is the most 

probable with a mix of 20bn for US Treasuries, and 10bn for 

MBS i.e. 25%. Thereafter, we expect $20bn and $10bn 

respective reductions to be announced at each subsequent 

meeting until mid-year. This tapering pace would give the 

Fed sufficient leeway to change course, if need be, while 

ending purchases relatively soon. Once again October job 

data will be key. 

 

US 10-year yield and moving averages 
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The Fed has also updated its quarterly economic and 

rate  projections. As expected, the growth forecasts for 

2021 fell to 5.9% from 7.0% in June, and the PCE inflation 

forecast rose to 4.2% from 3.4%. The 2022 GDP forecast 

rose significantly to 3.8% from 3.3%, while the inflation 

forecast remained close to 2.0% beyond this year - 

reconfirming the Fed transitory inflation view. The dots 

plot / Fed Funds rate path were split 50/50 between a 

hike or no hike in 2022 - in any case ahead of expecta-

tions. Once again Powell highlighted that the timing and 

pace of the coming reduction in asset purchases should 

not be seen as a signal regarding the timing of the first 

interest rate liftoff. Our base case continues to be a Fed 

behind the curve which should not hike Fed Funds rates 

before 2022-end at the soonest. 

 

In the meantime, a lot of things can change within the 

FOMC equilibrium. First, Jay Powell mandate will end  in 

next January, while according to latest news he should be 

reappointed shortly. The board will be reshuffled. The 

voting members Bullard, George, Mester, and Rosengren 

will be back in 2022, while Evans, Daly, Barkin, and Bostic 

will leave. This will contribute to a clear hawkish tilt. 

 

The US House speaker Nancy Pelosi confirmed that the 

Congress would not let the government funding expire. 

However, the Democrat leaders may decouple the 

government’s funding from a contentious increase in the 

debt limit.  

 

US yield curve steepening episodes  

 
 

 

Tactically, the US 10-year yield has just broken together 

the 3 key moving averages. This breakdown shows a 

continuation of the upward yield dynamic. The US yield 

curve is back into steepening mode after the long end 

collapsed during the summer and has still room ahead. 

• Stay underweight US government bonds and 

reload some steepeners 

 

Currencies. Norges Bank hikes rates and signals 

several more to come 

The Norwegian central bank has fired the starting gun on 

what is likely to be a rapid set of rate hikes over the next 

year. Last week hike, taking the deposit rate to 0.25%, was 

well telegraphed. The bigger focus is on what comes next. 

The rate path implies a further 3 or 4 hikes by 2022 year-

end as in June. The key difference is that the Bank is 

factoring an additional tightening in 2023. 

 

The NOK is still trading 3% weaker than the central bank 

Q3 forecast. Oil prices have bounced back and, all else 

equal, it will lead to higher interest rates. This profile is 

undoubtedly aggressive and puts Norges Bank in a very 

different setting than any G10 central banks. It reflects the 

different structure of Norwegian economy. There is no 

reason to doubt the Norges Bank projections at this stage. 

After all, it saw several hikes in 2019, at a time where the 

Fed was cutting. 

 

 
 

The EURNOK broke decisively below 10.10 after the policy 

decision. The statement is reinforcing the degree of trust 

amongst investors that the Norges Bank will not underde-

liver. All this is ultimately cementing expectations that NOK 

will be tied - with NZD - as the highest yielding currency in 

developped economies  for the foreseeable future. 

 

While the current choppy risk environment may keep 

preventing a sustained revamp in carry trades, the 

dissipation of tail risks may leave room for those currencies 

to emerge as outperformers. 

 

We expect the EURNOK to trade back below 10.00 by year-

end, and consistently below 9.75 in 2022. 

• Given Norges Bank history of going against the 

wider G10 central bank trend, there is no reason to 

doubt this hawkish outlook 

• We expect NOK to emerge as a key outperformer in 

risk-on periods thanks to its attractive yield profile 
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Equities. 4,900, a possible technical target for the 

S&P 500 

We value the S&P 500 at 5,000 in 2021 and 5,300 in 2022 

based on profit growth and PE ratios. With a technical 

analysis, resistance is around 4,900 at the end of 2021. 

 

Fears of a sharp correction (>10%) in August and 

September have not materialized, yet. The unfavorable 

seasonality, statistically, over these two months, often 

spreads over the first two weeks of October. The latest 

factor that has caused a rising in volatility is the troubles 

of the Chinese real estate giant Evergrande. We consider 

that Evergrande neither poses a systemic risk for China 

nor for the stock markets in general. A higher volatility 

could be back with no agreement in US Congress on 

raising the debt ceiling. 

 

The announcements made by the Fed and the ECB of a 

reduction in liquidity are not a cause for concern, as 

economic growth in 2022 with the end of the pandemic 

(our hypothesis) and fiscal stimulus plans will compen-

sate less accommodating central banks. Inflation 

between 3.5% and 4.5% is rather good news if compa-

nies can pass higher costs on to their clients, which 

seems to be the case, and if wages go up, which also 

seems to be the case in the US. 

 

The message from the stock exchanges is clear: for the 

moment, the alternatives to actions are limited, we will 

emerge from the pandemic (some epidemiologists are 

observing signs of the end of the pandemic), economic 

growth will remain above its potential (exit from 

pandemic and fiscal plans), demand will accelerate with 

the normalization of supply and supply chains. 

 

Cruise ship line Carnival has announced that bookings 

for Q2 2022 are higher than pre-Covid levels.  

 

The next factors supporting the stock markets will be the 

US $ 4.7 trillion fiscal plans and results for the third 

quarter of 2021. In the US, after a 95% increase in profits 

in 2Q21, analysts estimate a 28% increase in profits and 

15% for revenues in 3Q21. In Europe, Stoxx 600 profits 

are expected to rise 45% in 3Q21 against +151% in 2Q21. 

 

The recent rise in the US 10-year and the tentative re-

steepening of the yield curve are encouraging investors 

to return to the Value/Cyclical segment. 

 

Last week, the air transport sector (airlines, airport 

management) rebounded strongly, helped by the US 

announcement of a reopening of its borders to Europeans 

from November 1st. The global air transport activity rate is 

at 50% of its pre-Covid level. While the stock prices of 

many cyclical stocks are higher than in 2019, air travel is 

lagging far behind. The MSCI World Airlines Index has to 

rise by 50% to return to February-March 2020 pre-crash 

levels. News is very negative: industry specialists do not 

expect normalization before 2023-2024, whereas Australia 

and New Zealand do not plan to open their air borders 

until the end of 2022; so there is room for more positive 

news, which would translate into a strong rally in the 

sector. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Air transport traffic is still very far from 2019 levels 
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MSCI World (black line) and air transport 

  

We reiterate our last-week buy recommendation on the 

three big mining conglomerates, BHP, Rio Tinto and Vale. 

After a price drop of nearly 60% in 5 months, iron ore is 

in a highly oversold technical zone; BHP, Rio and Vale 

stock prices followed, as most of their revenues come 

from this metal, and we estimate a bullish reversal. 

 

Iron ore price 

  

• The 4th quarter looks positive for equities 

• With the rise of the US 10Y, the Value/Cyclical 

segment is back 

• As all news are very negative on air travel, there is 

the potential for a powerful rally at any positive 

news. We bought Delta Arlines, Dufry and 

Aéroports de Paris 

• Buying opportunities on BHP, Rio Tinto and Vale. 

Turnaround situation in a very oversold segment 
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