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Weekly - January 17, 2022 

Good luck Joachim 

The priority of the new German central bank presidents over the past 65 years 

was either fighting rising inflation or shoring up currency stability. Joachim Nagel, 

the newly appointed German Bundesbank president, is facing both challenges. 

After 30 years of relative calm, he is the first chief to confront an inflationary 

threat without full control over interest rates. His three predecessors all started 

with prices rising at or below the ECB 2% target rate.  

 

Nagel takes office after the biggest average German inflation increase for more 

than 70 years. Inflation rose on average to 2.85% in 2021 from 0.6% in 2020, 

while it has never exceeded 2.6% in three decades. 

 

German inflation increase was exaggerated by an energy price spurt and Covid 

base effects. It is likely to fall in 2022 as base effects fall away. The gap between 

Germany’s perceived economic requirements and its ability to act could have big 

political repercussions for Chancellor Scholz coalition, as well as on delicate 

relations with France and Italy. 

Nagel must take a realistic view of the chances of securing a significant ECB 

tightening at a time when many European countries’ bond markets are vulnerable 

to rising interest rates 

 

European policy uncertainty indices 

Source: Economic Policy Uncertainty 

 

Italy future depends on Berlusconi 

Silvio Berlusconi, the four-times prime minister, is joining the president republic 

race, while he still faces a possible conviction in impending trials. This 
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 EQUITIES  

 MSCI World -1.8% 

 S&P 500 -2.2% 

 Nasdaq -4.8% 

 Stoxx 600 -1.0% 

 SPI -3.0% 

 Nikkei -1.6% 

 China -3.5% 

 Emerging +2.1% 

  

 BONDS  

 CHF Corp  -0.4% 

 US Govt -1.8% 

 US Corp -2.4% 

 US HY -0.9% 

 EUR Gvt -0.7% 

 EUR Corp -0.6% 

 EUR HY +0.1% 

   

 CURRENCIES  

 USD index -0.7% 

 EURUSD +0.5% 

 EURCHF +0.5% 

 USDCHF 0.0% 

 USDJPY -0.6% 

 EM FX +1.1% 

  

 COMMODITIES   

 Gold -0.4% 

 Silver -0.9% 

 Brent +10.9% 

 Copper -0.8% 

 CRB index +5.6% 
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juxtaposition underlines the quirky nature of Italian 

politics and markets/policymakers’ stress.  

 

Italian political system is fragmented. Draghi’s technocrat

-led center-right coalition includes the far-right League, 

populist Five Star and liberal Forza Italia. He is the 

guarantor of Italian stability. Berlusconi chances of 

becoming the next president are very slim. However, he 

has emerged more as a mediating figure or a kingmaker, 

as he controls a substantial number of deputies and 

senators. The vote will begin on January 24th.  

 

Mario Draghi stated that he is a “grandfather at the 

service of the institutions” and ready to move to a higher 

position. His words have produced a mixed bag of 

reservations and critical comments. Underlying 

disharmony has taken the shine off his end-year 

achievement of steering through parliament a growth-

boosting budget designed to make best use of the EU 

Next Generation fund disbursements. 

 

If Draghi becomes the next president, he will have to 

nominate a new prime minister approved by the 

parliament. He said that he will not serve either as prime 

minister or president if the majority electing the next 

president is different from the one supporting his present 

government. Without Draghi at the helm, Italy’s 

credibility, and its credit rating, would be jeopardized. 

The Italian-German spread is hovering its highest level 

since October 2020. 

 

EUR/USD and key indicators 

Source: Bloomberg 

 

Italian presidential elections have a history of being drawn

-out affairs with unexpected results.  Everyone wants to 

avoid it 

Pressure for Draghi to stay is growing. That would be the 

safest option. The outcome will be scrutinized 

Signs of overweight USD fatigue 

The new Bundesbank President expressed his concerns 

about inflation risks and expressed the view that recent 

price pressures are not entirely due to temporary factors. 

The consolidation of a hawkish front within the ECB’s 

Governing Council clearly poses some risks to the gradual 

approach to policy normalization championed by President 

Lagarde. It still seems insufficient to give a long-term real 

lift to the EUR for now.   

 

The EUR/USD extended its run after breaking above the 

top of its December-January range and is now eyeing 

1.1500. Still, another leg higher in the pair is not our base 

case scenario short-term wise. A clear bullish driver is 

lacking. 

• EUR positioning remains neutral 

• The EUR will still face headwinds. January Italian 

presidential vote could drag EUR much lower 

• Pressure will mount on Italian refunding at a time the 

ECB is considering tapering 

 

Currencies. An immune pound to political noise 

The GBP is not embedding any political risk, which would in 

theory make it vulnerable to the downside if markets start 

to see the recent developments as a net-negative factor for 

the currency. 

 

The GBP has been totally immune to Bo Jo new pranks. The 

UK Prime Minister Johnson started to face calls for his 

resignation from within the Conservative party following an 

admission before Parliament that he attended a party when 

gatherings were not allowed in England. Most Tory 

members of Parliament still appear determined to wait for 

the results of a formal investigation before taking any 

action. A vote of confidence on the Prime Minister would 

require the support of 54 Tories. That said, the chances 

that Johnson will resign are clearly on the rise. 

 

A new Prime Minister (Chancellor Rishi Sunak appears to 

be the front-runner) may not automatically have any 

negative implications for the GBP outlook. There may be a 

bigger risk for GBP associated with post-Brexit trade 

negotiations with the EU. UK Foreign Secretary Liz Truss 

has meet EU officials to discuss the still unsolved Northern 

Ireland dispute. The EU has already signaled that a 

suspension of the Northern Ireland protocol would trigger 

a trade retaliation. This is surely one important theme to 

follow. But for now, the GBP did not suffer from the 

resurgence of Brexit-related headlines. 
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On the BoE side, the market is currently pricing in an 

85% probability of a 25bps rate hike on February 3rd 

meeting.  

 

The UK has just released some better activity numbers 

for November, including GDP, industrial production, and 

services indices. Even the trade deficit narrowed. The UK 

economy reached its pre-virus level in November, and 

early evidence suggests Omicron's damage may be 

modest enough not to take activity back below. 

 

UK assets have been unloved for a while. The current 

currency speculative positioning highlights a clear 

investors’ underweight. 

Source: Bloomberg 

 

• The chances of UK PM Johnson resigning are rising, 

but the pound appears immune to political noise and 

might not suffer from a change of leadership in the 

country 

• The GBP has room to strengthen 

 

Equities. The UK stock market becomes attractive 

In recent years, UK equities have underperformed US and 

Eurozone ones mainly due to four factors: 

 

1. Brexit and the difficult negotiations on leaving the 

European Union. 

2. The Covid has accentuated the problems of Brexit, 

such as that of the workforce. 

3. A chaotic political environment. 

4. The UK stock market has a strong Value/Cyclical 

bias. 

 

UK equities have a structural tendency to underperform 

Eurozone equities, but there are times for catch-ups, and 

we believe we are in that phase. UK assets have been the 

unloved ones and they should regain interest. The 

underperformance has been very significant since March 

2020. 

Source: Bloomberg 

 

Despite an (imperfect) agreement, Brexit is not over, since 

this autumn, tensions between London and Paris were high 

around fishing and the situation in Northern Ireland is not 

settled. Regarding Northern Ireland, discussions resume; 

the British want to renegotiate the protocol in depth and 

are asking for pragmatism from the European Union, which 

wants to find solutions. 

 

On the political level, Boris Johnson is criticized for his 

overall management and is the subject of strong criticism 

concerning his behavioral deviations, such as the 

organization of private events, during strict Covid 

confinements. Boris Johnson is in a difficult political 

situation and a change of Prime Minister would not be bad 

news for the stock market; more and more Tories and 75% 

of Britons, according to the Savanta ComRes poll, think the 

Prime Minister should resign. 

 

Since the Brexit vote (in June 2016 already), funds invested 

in UK equities have seen regular net outflows from UK 

investors, totaling £21 billion between 2016 and 2021. See 

chart below. Investors want lightness. 

Source: Investment Association, FT 

 

Since 2020, the pound has been solid and should remain 

so with recent better than expected macroeconomic 
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figures and a good contribution from construction and 

industry. 

Source: ONS, Refinitiv, FT 

  

The English stock market offers lower valuations than 

those of other places. 

 

FTSE100 

PER 22e: 12.5x, PER 23e: 12.1x, Dividend yield: 3.8% 

Euro Stoxx 

PER 22e: 15.4x, PER 23e: 14.2x, Dividend yield: 2.4% 

S&P500 

PER 22e: 21.2x, PER 23e: 19.2x, Dividend yield: 1.3% 

Nikkei 

PER 22e: 17.4x, PER 23e: 15.6x, Dividend yield: 1.7% 

 

For our UK stocks top picks, we favor domestic equities. 

The more global companies, CRH and Balfour Beatty, will 

benefit from US infrastructure spending and BAE Systems 

from rising military spending around the world. (chart 

below) 

 

Its Value and Cyclical bias should be a plus in 2022. Weight 

of the Value/Cyclical segment: UK 58%, Europe and Japan 

47% and US 30%. 

 

According to a survey by Barclays Smart Investor, 35% of 

English investors believe that domestic equities are the best 

opportunity in 2022. Over the first 2 weeks of 2022, the 

FTSE 100 is up 2.2%, while the other major stock markets 

are down between 2% and 5%. 

• The FTSE 100 has a catch-up potential vs eurozone 

stocks 

• Three factors are supportive: end of the pandemic, an 

agreement with the European Union and a quieter 

political situation 
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Basic Materials GLENCORE PLC 409.9 433.9 9.32 51.88 54 062 498 561 8.3 7.3 4.24 1.98

Energy ROYAL DUTCH SHELL PLC-B SHS 1826.8 2407.0 12.60 34.00 139 973 048 274 10.4 7.4 4.11 1.19

Energy BP PLC 392.4 423.9 18.71 36.42 77 354 785 200 8.8 7.6 4.08 1.44

Financial BARCLAYS PLC 216.8 242.4 15.91 48.15 36 310 950 825 6.5 8.3 2.95 0.63

Financial LLOYDS BANKING GROUP PLC 55.7 60.0 16.49 59.30 39 545 379 858 6.8 8.8 3.77 0.85

Industrial BALFOUR BEATTY PLC 271.2 360.8 3.51 -3.15 1 734 067 090 12.3 10.5 2.88 1.34

Financial NATWEST GROUP PLC 252.3 270.9 11.79 63.86 28 412 059 511 8.5 10.8 3.57 0.77

Financial LAND SECURITIES GROUP PLC 801.4 839.3 3.22 27.14 5 942 199 259 17.7 16.6 4.39 0.80

Financial BRITISH LAND CO PLC 552.6 571.2 4.07 26.83 5 121 669 615 22.6 21.1 3.56 0.82

Industrial BAE SYSTEMS PLC 592.8 625.5 7.82 25.11 18 730 214 597 12.6 11.8 4.13 2.75

Consumer, Non-cyclical SAINSBURY (J) PLC 293.4 282.6 6.38 28.24 6 844 579 975 12.9 12.7 4.09 0.97

Consumer, Non-cyclical TESCO PLC 289.6 324.0 -0.12 24.21 22 163 617 253 13.6 13.3 3.63 1.68

Consumer, Cyclical NEXT PLC 7566.0 8738.5 -5.27 -2.35 10 058 942 222 14.5 13.7 3.20 10.73

Industrial CRH PLC 3923.0 4317.7 0.59 23.14 30 205 775 399 17.3 15.9 2.36 2.17
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Source: Heravest SA 
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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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Contact for Switzerland 

 

 

Rue François-Bonivard 12  1201 Genève 
t +41 22 906 81 81  

Chemin du Midi 8  1260 Nyon 
t +41 22 906 81 50  

Rue du Centre Sportif 22  1936 Verbier 

Schauplatzgasse 9  3011 Berne 

t +41 58 404 29 41 

Rue Pré-Fleuri 5  1950 Sion 
t +41 27 329 00 30  

Seidengasse 13  8001 Zurich 
t +41 43 322 15 80 

info@pleion.ch  www.pleion.ch 

Contact for Monaco 

 

11 avenue de la Costa  98000 Monaco 

t +377 92 00 25 00  

contact@pleion.mc  www.pleion.mc   

Contact for Luxembourg 

Contact for Mauritius 

2A rue Jean Origer  L-2269 Luxembourg 

t +352 262 532 0 

info@bcblux.lu  www.bcblux.lu 

Suite 301  Grand Baie Business Quarter 

Chemin Vingt Pieds  Grand Bay 30529 
Republic of Mauritius 

t +230 263 46 46   

info@pleion.mu  www.pleion.mu 
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