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Weekly - December 20, 2021 

There is a lot of talk in the mainstream media about geopolitical risk. Both Russia 

and China, closer to each other than ever, do not hide their regional territorial 

aims. Both countries are conducting active campaigns of intimidation and even 

destabilization. In a coordination that is probably not random, they show their 

strength on the ground by massing troops at the borders (Ukrainian, Indian), they 

complicate the use of certain air corridors / international maritime zones / 

borders. They are asserting themselves in terms of technological innovation. 

Russia does not hesitate to taunt Western countries by selling arms to Turkey and 

Saudi Arabia and to position itself in Black Africa (through Wagner in Mali in 

particular). 

Geopolitical risk is slowly but surely building 

 

Apart from energy, markets don’t really care 

For sure, energy prices shot-up in past months. Oil price rise was temporarily 

capped by a global release - under US leadership - of some strategic reserves. A 

drop in the ocean. Still gas prices remain very elevated, raising the political bar 

for Germany new coalition regarding the NordStream 2 pipeline. 

 

But, more globally, according to various Geopolitical Risk indexes / indicators 

directly linked to financial markets, there is little sign of concern lately! For 

instance, the BlackRock gauge is definitely in much cooler territory now than it 

was during the Trump mandate.   

 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +16.7% 

 S&P 500 +23.0% 

 Nasdaq +17.7% 

 Stoxx 600 +16.2% 

 SPI +19.7% 

 Nikkei +1.8% 

 China -6.3% 

 Emerging -5.8% 

  

 BONDS  

 CHF Corp  0.0% 

 US Govt -1.9% 

 US Corp -1.0% 

 US HY +4.5% 

 EUR Gvt -1.0% 

 EUR Corp +0.4% 

 EUR HY +3.1% 

   

 CURRENCIES  

 USD index +7.4% 

 EURUSD -7.8% 

 EURCHF -3.7% 

 USDCHF +4.4% 

 USDJPY +9.9% 

 EM FX -11.7% 

  

 COMMODITIES   

 Gold -5.2% 

 Silver -15.6% 

 Brent +37.5% 

 Copper +20.8% 

 CRB index +34.2% 

Benign neglect? 
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Source: BlackRock Investment Institue 

 

Similarly, another renowned indicator developed by 

academic / private experts, the GPR reaches the same 

conclusion. Their deeper research is even more 

intriguing: 

 

¨Using a news-based gauge of geopolitical risk, we study 

its role in asset pricing in global emerging markets. We 

find that changes in risk positively predict future stock 

returns. The countries with the highest increase in 

geopolitical uncertainty outperform their counterparts with 

the lowest change by up to 1% per month.¨ 

 

Financial markets watch complacently geopolitical 

developments 

They are currently even adopting a ¨bad news is good 

news¨ posture 

• Maybe distracted by other risks (pandemic), global 

financial markets seem complacent over geopolitical 

risks 

• It renders them potentially more vulnerable than 

usually to an actual outbreak of a crisis 

 

Currencies. A SNB against the flow 

As expected, the SNB did not change its monetary policy 

stance nor its exchange rate assessment. It kept its policy 

rate at -0.75% and remains  ready to intervene in the FX 

markets if necessary. The bank still considers the CHF 

highly valued. What is more surprising is that the SNB did 

not amend  its wording while the CHF is at its highest 

level vs. EUR since 2015 when the SNB discontinued the 

unofficial floor of 1.20. 

 

Some market participants expected the SNB to qualify 

the CHF as significantly overvalued. However, chairman 

Jordan spent time distinguishing  between nominal and 

real terms. The CHF has appreciated by 6% since the 

beginning of the pandemic and by 3% since September in 

nominal terms. However, the current inflation differential 

between Switzerland and the rest of the world must be 

considered. In November, Swiss inflation stood at 1.5% - its 

highest level since 2008 - but well below elsewhere 

published data (4.9% in the eurozone and 6.7% in the US). 

So, the inflation gap has significantly widened. In real 

terms, the CHF value has not changed a lot since the 

beginning of the pandemic, explaining why the wording 

has not been modified. The SNB is trying to reinforce its 

credibility by continuing to act if necessary. 

 

CHF Real Effective Exchange Rate 

Source: Bloomberg 

 

Nevertheless, by insisting on measuring the trade-weighted 

real exchange rate, the SNB becomes more difficult to 

read. This indicator is not easy to follow on a daily basis, 

nor to predict. The risk is therefore that the message will be 

blurred. 

 

For Jordan, allowing a stronger CHF in nominal terms is in 

fact a tool to fight inflation because it reduces the value of 

imports. Once again, the SNB monetary policy does not 

resemble the other developed central banks. Letting the 

CHF strengthen is enough to avoid any risk of too high 

inflation. 

 

However, the deflation risk is never far away in Switzerland. 

Jordan pointed out that the current healthy economic 

situation is facing uncertainties. Further CHF strengthening 

could push inflation too far down or even into negative 

territory. The SNB inflation forecasts show no rate hikes in 

Switzerland, even though it has revised up its expectations. 

For 2021, it expects 0.6% and 1.0% for 2022. Its 2023 

inflation forecast is still at 0.6%. Consequently, there is no 

reason to consider a rate hike. Only once other central 

banks will start raising rates, the pressure on the CHF will 
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ease a bit, which could push inflation up slightly. That is a 

story at best for 2023. So, rates will probably stay at their 

current level until 2024 when the SNB could start to raise 

rates, almost a year after the ECB. 

• It is the real exchange rate that matters, not the 

nominal 

• No rate hike on the agenda for the coming quarters 

 

Equities. Omicron is challenging models 

The strong Delta wave seems to mark a plateau in 

Europe. It goes back down in Austria, but after 3 weeks 

of strict confinement. But the Omicron variant is 

sweeping through Europe and worrying the United 

States; Joe Biden will be speaking on Omicron this 

Tuesday and he is expected to announce further 

restrictive measures. In Europe, a week ago, we expected 

a 6th Omicron wave around mid-January. It is already 

there. The infection rate doubles every 2 days. The 

Netherlands have just announced strict containment until 

January 14. Britain is in panic mode. 

 

Omicron is 3-4 times more contagious than Delta. It 

would not be more aggressive, but it is necessary to have 

the booster (3rd dose) for the vaccines to keep their 

effectiveness. Countries are switching from the health 

pass to the vaccine pass, even the vaccination obligation 

in Austria. 

 

In the positive notes, the WHO cites an end to the 

pandemic in late 2022 thanks to available tools like 

vaccines and anti-Covid drugs from Merck, Pfizer, 

Regeneron and others that will follow. 

 

Last week, stock indices rose following the Fed's speech. 

Stock markets like visibility. But Omicron quickly gained 

the upper hand. Omicron is also in China, and with its 0-

Covid policy, the global economy fears a big impact on 

supply chains if China were to shut down entire regions 

with its factories. 

• The Omicron wave is violent 

• In the short-term, volatility will increase and buying 

opportunities will arise 

• We are completing our positions on Moderna and 

Novavax 

• This health situation does not change our positive 

view on equities for 2022 

Equities. California pressure on the solar industry 

The California Public Utilities Commission, where 40% of US 

solar capacity is installed, could change the net metering 

system. Large power producers complain that residential 

homes are feeding their excess electricity from solar panels 

back into the grid, reducing household electricity bills to 

almost zero. Producers believe that households should pay 

to be able to use the grid; Especially since households that 

have solar panels are in the rich middle class. Finally, it is 

the poorest who pay their bills in full. So, this is a subsidy 

for the rich. This net metering policy initially made sense to 

support solar panels. Today the cost is becoming too great 

for power producers. 

 

The decision of the PUC should not be long in coming. We 

expect a reduction in the price of electricity fed back into 

the grid and a monthly fee of $ 40 to be able to use the 

grid. The impact on stock prices of solar stocks has been 

severe with drops of 15% and more. Investors fear a 

significant drop in installation volumes. Sunrun has 40% 

exposure to the California market, Sunnova 45% and 

SunPower 50%. Since mid-November, funds invested in 

solar stocks have lost more than 20%. 

 

The Biden administration is betting big on solar, which is 

expected to account for 45% of US electricity in 2050 and 

37% in 2035, compared to 3% today. Investments will have 

to accelerate and compensate for the less Californian 

subsidies. Federal and state levels will need to strengthen 

the tax credit on solar investments. 

 

In the short-term, the Democratic failure to pass 

environmental spending from Build Back Better to 

Congress before Christmas will weigh on the green theme, 

but the plan is not dead, discussions will resume in early 

2022 in another form. 

• We will wait for the final decision of the PUC before 

going back to the solar stocks 

• Buying opportunities will arise when the Build Back 

Better plan is accepted by Congress in 2022 

• The energy transition will not be easy. We recommend 

investing in the green theme in a diversified manner at 

the segment level 
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Disclaimer - This document is solely for your information and under no circumstances is it to be used or considered as an offer, or a 

solicitation of an offer, to buy or sell any investment or other specific product. All information and opinions contained herein has been 

compiled from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to 

their accuracy or completeness. The analysis contained herein is based on numerous assumptions and different assumptions could 

result in materially different results. Past performance of an investment is no guarantee for its future performance. This document is 

provided solely for the information of professional investors who are expected to make their own investment decisions without undue 

reliance on its contents. This document may not be reproduced, distributed or published without prior authority of PLEION SA. 
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