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Jay Powell has just demonstrated this. In 2019, he had painfully executed a first 

about-face, after having long been disavowed by the markets. He had dragged 

with him for a long time a reputation of bad communicator / a ¨beginner¨. Since 

Q2 21 the pressure / distrust of the markets has resumed with the surge of the US 

retail prices, which did not disturb the calculated serenity of the Fed. Just recently, 

the pressure had become very strong, with the very rapid rise in short interest 

rates and the perception of investors, via Fed Fund futures, that the Fed was far 

behind the curve. And should raise the key rates quickly. Another critical test of 

credibility for Powell in sight... The fact that he was at the end of his mandate 

added complexity to the matter! 

 

Anatomy of Jerome’s 2.0 Pivot 

Barely a fortnight later, everything changed, diametrically. Powell was 

reappointed for a second term. Health fears resurfaced with the new Omicron 

variant. And Powell immediately ate his hat. He formally recognized that the 

Fed's transitory reading of the inflationary surge was no longer relevant. 

Implicitly, he acknowledged that the process of normalizing monetary policy will 

probably have to be accelerated, or at least the speed of tapering. A 2nd pivot in 

short. Risky, no doubt, but... 

 

Inflationary expectations have calmed down after Pivot 2.0 

Source: Bloomberg 

 

An analysis of market expectations shows (blue line) that the Federal Reserve had, 

in fact, not lost its credibility recently as a long-term guardian against 

uncontrolled price drift. The 5y-5y curve, i.e. the average inflation expected 

between 2027 and 2032, had hardly moved from its historical average of 2%, 

incidentally the central bank's objective.  

 

Still, the purple line confirmed, however, that investors were concerned about a 

marked price slippage, i.e above 3%, over the medium term (5 years). Hence, 

there was a form of urgency for Powell to react. Which he did. With undeniable 

PERFORMANCES  2021 

 EQUITIES  

 MSCI World +14.7% 

 S&P 500 +20.8% 

 Nasdaq +17.0% 

 Stoxx 600 +16.7% 

 SPI +17.5% 

 Nikkei +1.8% 

 China -6.1% 

 Emerging -5.2% 

  

 BONDS  

 CHF Corp  -0.1% 

 US Govt -1.4% 

 US Corp -0.4% 

 US HY +3.8% 

 EUR Gvt -0.9% 

 EUR Corp +0.2% 

 EUR HY +2.6% 

   

 CURRENCIES  

 USD index +7.0% 

 EURUSD -7.5% 

 EURCHF -3.6% 

 USDCHF +4.2% 

 USDJPY +9.6% 

 EM FX -10.0% 

  

 COMMODITIES   

 Gold -6.2% 

 Silver -15.5% 

 Brent +38.3% 

 Copper +21.9% 

 CRB index +31.5% 

The art of Pivot 



 ♦ 2 

success for the moment, since the purple curve has fallen 

in a few days from 3.2% to about 2.75%.  

 

Of course, it is also possible that other factors may have 

calmed these fears as well. Notably the growing 

economic uncertainty and the arrival of the new variant. 

Most economic forecasting institutes are indeed revising 

their growth figures downward for 2022. For inflation, 

however, it is less clear. A prolonged dysfunction of the 

supply chains and a slower rebound of the labor market 

would, at first, be rather inflationary in the short term. 

What does it matter in the end? 

Powell has achieved a successful second pivot 

In doing so, he stopped the Fed credibility gap widening 

regarding inflation 

 

You can’t get it all! 

The Fed is now no longer seen as largely ¨behind the 

curve¨. This catching up by Powell is not all good, 

however. It has amplified investors' fears of a shortened 

economic cycle, which were already apparent for several 

weeks. This can be seen very clearly in the worsening 

flattening of the US Treasury yield curve. 

 

Slope of US yield curve (spread 2y-10y) 

 Source: Bloomberg 

 

Markets now anticipate a short / truncated business cycle 

Reflation trade is now longer on the agenda for now 

• Monetary policy transition is challenging markets 

• It is forcing leveraged investors to liquidate positions. 

These disruptions are usually temporary 

• Economic fears are exaggerated. They should 

gradually dissipate with the arrival of better 

macroeconomic data in the coming weeks 

 

Fixed income. Tactical opportunities in credit 

The aggressive post-Thanksgiving junk bonds sell-off has 

pushed all spreads into oversold territories. The move 

leaves credit spreads at their widest levels of the year. 

The US High Yield (HY) bond market spreads stands at 325 

bps, the European one at 350bps. By sympathy, Investment 

Grade (IG) spreads have widened too to stand c. 100bps 

both in the US and Europe. Those levels are the widest 

since last January. We just entered the last month of the 

year, there are only two to three weeks of meaningful 

market activity. 

 

For a long period, markets have enjoyed tailwind from a 

friendly macro backdrop. However, in recent months, it has 

deteriorated. A combination of factors is pointing to 

headwinds for credit spreads into 2022. The macro 

backdrop will continue to be unclear. Markets will continue 

to struggle with elevated levels of inflation and central 

banks withdrawing monetary supports. Although any of 

these will individually not derail credit markets, there is a 

risk of wider spreads. Inflation has been a big market 

theme throughout 2021 and it will not disappear soon. 

While credit has historically experienced little correlation 

with inflation, it should also be a negative factor. 

 

Central banks have for a long time been highly supportive 

for financial markets. However, it seems that they are 

becoming less convinced that elevated inflation will prove 

short-lived. Hence, there is scope for less stimuli. Although 

the absence of QE should only have a limited spread 

impact, the scope for monetary policy could become a 

headwind. None of the factors above in isolation should be 

hugely negative for credit. The combination could exert 

upward pressure on spreads and the balance of risks is 

skewed to the downside. 

 

ECB credit purchases and spreads 

 Source: Bloomberg 

 

The recent credit market weakness was also a function of 

other factors like high issuance levels, investors’ low cash 

positions, poor liquidity, and COVID-19 cases rise. This has 

triggered significant portfolios rotations. Investors have 

withdrawn a cumulative $2.5 bn from US HY ETF universe 
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since mid-November. Last week, Investment Grade funds 

suffered their largest weekly outflows since the start of 

the pandemic. 

 

HY ETFs experienced largest weeks of outflows in 2021 

 Source: Bloomberg 

 

Credit metrics across the US HY market have enjoyed a 

continued upgrading in Q3, with leverage and interest 

coverage both improving. US HY leverage drops near 

decade lows. The net debt-to-Ebitda fell to 3.4x in Q3 

well below the 3.5x past 10-years average. It is the lowest 

level since 2011. Interest coverage has also climbed to 

3.2x, above its long-term average of 2.7x. The measure 

hits its highest level since 2008. However, further credit 

metrics looks limited. 

 

US HY market key metrics 

Source: Bloomberg 

 

Corporate fundamentals remain very solid, and the 

economy continues to recover. In our view, either the 

economy will prove strong enough to support higher 

levels of spreads given the lack of releveraging for now, 

or it will slow too much, and central banks will actively 

come back in the game. Either way, credit spreads are set 

to stabilize from their recent weakness. 

 

According to market metrics, when looking in isolation, 

credit spreads are still trading at very tight levels. When 

spreads were trading at their recent lows, we qualified the 

potential upside for credit as limited. Since then, spreads 

have widened. After revisiting the 2017/2018 historical lows 

earlier in the year, they are now back to their long-term ex-

crisis average level. They are back to their average level 

prevailing during the 2016-2019 period. In the recent 

widening move, Investment Grade spreads have clearly 

underperformed their HY peers. 

 

Credit spread (% of Jan 1
st
 level) 

 Source: Heravest 

 

• Credit spreads are back to attractive levels 

• We favor IG over HY in a risk/reward perspective 

 

Equities. Support areas 

Two weeks ago, we were anticipating a consolidation / 

correction of indices due to an entry into technical 

overbought areas, extreme positive investor sentiment’s 

indicators (usually signaling a short-term peak) and a micro

-bubble in the EV and metaverse segments. The Omicron 

variant was the trigger for this consolidation / correction. 

The removal of the transitory term in inflation by the Fed 

added more volatility. 

 

Currently, stock indices are mostly in supports and oversold 

areas. The S&P 500 is on its 100-day moving average and 

the Stoxx 600 is on its 200-day moving average. The S&P 

500 Equal Weighted and the Russell 2000 are heavily 

oversold. The Fear & Greed investor sentiment indicator is 

in a zone of extreme fear. And volatility has risen sharply. 

We can start to buy back some securities that have fallen a 

lot. But not everything is perfect yet: some large market 

capitalizations, such as Apple, Nvidia, AMD, Tesla or Meta 

Platforms, have not completed their corrective phase. 

Current technical indicators point to a rally in stocks soon, 

but the trigger is missing. 
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US Intelligence worries about massive build-up of 

Russian military on Ukrainian border; an invasion would 

be planned for early 2022. Such an action would 

obviously have a major impact on oil and gas prices. We 

recommend buying ConocoPhillips and Devon, as some 

see this risk as real, two companies with a very domestic 

US profile. 

 

Oil prices have fallen with the Omicron variant (risk of a 

fall in demand), the use of strategic oil reserves by a few 

large countries and the decision of OPEC+ to keep the 

same strategy of gradually increasing oil output. Aramco 

raised prices for its Asian and American clients last 

weekend. OPEC+ does not believe Omicron will threaten 

demand. Technically, the price of Brent is very oversold 

and the chart pattern is bullish. 

 

The Chinese company Didi has announced its intention 

to exit the US stock market. All Chinese Big Techs and 

EVs listed in the US have fallen. We stay out of these 

companies, even if they are listed in Hong Kong. There is 

a complete lack of visibility of the Chinese government's 

involvement in the management of these groups. 

 

Attention will be paid to European and American luxury 

and clothing companies. Pressure from Chinese 

authorities is growing on companies that criticize the 

Uyghur internment camps in Xinjiang, where much of the 

world's cotton production is located, and that would 

have different commercial practices than in the US and in 

Europe. LVMH, Canada Goose, H&M, Nike, Inditex, 

Adidas are targeted. Greater China and Chinese tourism 

(before Covid) account for 30% to 50% of group sales in 

luxury goods and clothing. If the Chinese authorities 

were to really retaliate on this segment, the impact would 

be very significant. 

• We arrive on supports for equity indices 

• Volatility could continue before the release of US 

inflation on Friday 

• Oil returns to attractive price levels, like oil 

companies  

 

Equities. European Union proposes an 

infrastructure plan 

Without comparison with the US, the European 

Commission has presented a project of investments in 

infrastructure outside Europe, called Global Gateway, 

supposed to counter the new Chinese Silk Roads. A 

project worth € 300 billion over 5 years, far from 

domestic US expenditure with its $ 1,200 billion and 

potentially an additional $ 1,000 billion with the new Build 

Back Better Act program. This project involves investments 

outside the European Union mainly dedicated to digital, 

health, climate, energy, transport, education and research. 

This ushers in a more competitive era and an alternative to 

Chinese money. Global Gateway and its ambitions for more 

transparent and respectful financing may be coming at the 

best time to divert certain countries from the Chinese 

temptation. Without naming it, Africa will be a priority 

objective. 

 

In terms of investment, we can’t yet target the companies 

that will benefit from Global Gateway. On the other hand, it 

is easier to find the companies that will benefit from the 

gigantic infrastructure spending in the US. 

• United States and Europe organize themselves to 

counter China in development aid 
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US Europe

Aecom ACS

Carrier ArcelorMittal

Caterpillar Balfour Beatty

ChargePoint CRH

Eaton Ferrovial

Fluor Heidelberg Cement

Jacobs Engineering Hochtief

Martin Marietta Holcim

MasTec Schneider

Nucor Sika

US Steel

Vulcan

Companies which will benefit from US spending

in traditional and EV infrastructure
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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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