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The debate over the nature of resurgent inflation is far from over. We know now 

that the Western central banks trying last year to downplay its renaissance as 

purely transitory, lost the plot. For several good (pandemic) and bad (debt 

monetization) reasons, they deliberately remained behind the curve and need, 

now, to recalibrate in a certain haste. Markets have lately exited their comfort 

zone in the context of this nascent liquidity drain. 

 

Runaway (hyper) inflation is extremely unlikely. Still, the pace of price rise will for 

sure exceed their magic 2.0% target in 2021, 2022 and possibly 2023. But, in 

practice, the acceleration of the CPI that we have experienced for a few quarters 

will mechanically make way for a gradual deceleration from Q2, thanks essentially 

to base effects (i.e., their sharp rise in Q1 2021).  

We have exited the decades-long disinflation regime 

It matters for both the shape and duration of the business cycle 

 

The parenthesis of Great Moderation seems over 

Since the mid 80’s, 

inflation had remained 

under control, apart 

from a couple of very 

brief occasions, which, 

actually preceded 

policymakers’ reactions 

and… recessions. During 

this ¨Goldilocks¨ period, 

the business cycle 

duration was on average 

of 10 years. See light 

blue area in the 

following graph. This 

long duration compares 

favorably with a) the former inflationary decade (70’s early 80’s) where duration 

was 5 years and b) with the very long-term cycle duration as described in 

economic theory (7 years).  

The pandemic irreversibly triggered the end of the business cycle smoothness 

 

Where could we actually be in the business cycle? 

This question is paramount when investing in financial markets. Indeed, serious 

imbalances in the macro cycle (deflation, runaway inflation) and ruptures 

(recessions) invariably fuel financial markets crisis. Therefore, when investors 

expect such macro disorders to occur in a few quarters / months, they should 

markedly reduce risks in their portfolios… 

Let’s try to assess the magnitude of this risk. 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -6.4% 

 S&P 500 -7.7% 

 Nasdaq -12.0% 

 Stoxx 600 -4.2% 

 SPI -6.3% 

 Nikkei -4.2% 

 China -3.1% 

 Emerging +1.0% 

  

 BONDS  

 CHF Corp  -0.5% 

 US Govt -1.5% 

 US Corp -2.5% 

 US HY -1.5% 

 EUR Gvt -0.8% 

 EUR Corp -0.7% 

 EUR HY -0.3% 

   

 CURRENCIES  

 USD index +0.1% 

 EURUSD -0.4% 

 EURCHF -0.5% 

 USDCHF 0.0% 

 USDJPY -1.3% 

 EM FX +1.3% 

  

 COMMODITIES   

 Gold +0.6% 

 Silver +3.6% 

 Brent +13.4% 

 Copper +0.1% 

 CRB index +6.9% 

Business cycle perspectives 

US: Business cycle across different inflation regimes 
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• According to economic textbooks, the beginning 

of a policy rates raise cycle by central banks 

corresponds to the mid (if not late) phase of the 

business cycles. This would spell for a cycle end by 

2024/5 

• The evolution and shape of the USD yield curve 

also acknowledges for a mid-cycle position with 

terminal policy rates around 2.0% happening in 

about 24 months. This would spell for a cycle end 

in 2023/4 

 

US Yield curve slope and growth 

Source: Bianco Research, Federal Reserve, Bloomberg 

 

• According to previous page the Business cycle 

graph periods we now qualify for CPI exceeding 

5% regime (purple zone). Consequently, the end 

of cycle should happen in 2025. 

 

The odds are for a shorter / more volatile business cycle, 

than that of the last 30 years 

We are probably entering mid-cycle in 2022 

• Current markets jitters are logical, considering the 

business cycle shift 

• We find it appropriate to reduce the volatility of our 

portfolios by reducing high-beta stocks 

• They should be transitory, as the cycle-end is not 

near (absent a major policy error) 

 

Fixed income. PBoC rushing into accommodation 

The PBoC cut the 1-year and 5-year Loan Prime Rate on 

last Tuesday following an earlier in the week (Monday) 

cut to the 7 days reverse repo and 1-year Medium 

Lending Facility. All these actions are supporting 

economic growth. The question remains whether banks will 

respond by increasing lending. 

This time the rate cut is not a balanced one. The 1-year 

Loan Prime Rate was cut 10 bps to 3.7% from 3.8%. While 

the 5-year Loan Prime Rate cut was only 5bps taking it to 

4.65%. Three days before, both the 7 days reverse repo 

and the 1-year Medium Lending Facility were cut by 10bps, 

to 2.1% and 2.85%, respectively. The smaller cut on the 5-

year Loan Prime Rate indicates that deleveraging reform 

continues. Large corporates long-term borrowings are 

more expensive than SME's short-term borrowings. We 

expect these rate cuts to provide a boost to GDP thanks to 

lower SMEs borrowing costs. 

 

China Financial Conditions 

Source: Bloomberg 

 

After the central bank cuts interest rates, usually the logic is 

that borrowing will be cheaper. But we need to consider 

whether banks are also willing to increase lending. The 

current credit environment is not improving. The 

uncertainty of credit from real estate developers has led to 

a general atmosphere that credit quality is worse now than 

in 2020. 

 

China credit impulse has room to improve 

Source: Bloomberg 

 

One positive note is that state banks will be supportive of 

the economy and will drive a rising lending trend. Another 
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support is that SOEs might increase borrowing for 

infrastructure projects. Combined, these could increase 

lending volumes. 

 

These monetary actions are more proactive. These rate 

cuts will offset the negative impact from Covid.  

• The PBoC has room to ease more, given that Chinese 

financial conditions remain restrictive, they have 

been most of the time since July 2020 

• More rate cuts are expected after the PBoC March 4
th

 

and 5
th

 meeting 

 

Currencies. Norges Bank confirmed March rate 

hike 

Norway's central bank is poised to hike rates for the third 

time this March. Norges Bank has kept key interest rate 

unchanged at 0.5%. But it has formally given the green 

light to another rate rise at its March meeting. It made 

similar statements of intent ahead of both the September 

and December rate rises last year. None of this is that 

surprising, because the central bank was already 

forecasting at least 3 rate hikes this year last  December.  

 

Norges Bank tends to set policy more mechanically than 

most. Based on pretty much all the usual factors that 

feed the Bank model, the next projection due in March 

will show both a faster pace of rate rises, and potentially 

a higher terminal rate, too. Oil prices have moved higher 

along with global interest rates, both of which are 

traditionally hawkish factors. Policymakers acknowledged 

that unemployment has undershot projections, while 

underlying inflation is pushing higher. The Bank 

statement means markets can remain confident that it is 

sticking to its plans to hike rates at least 3 more times 

this year. There is little reason to doubt that will happen. 

Source: Bloomberg 

 

Monetary policy remains a bullish factor for NOK in an 

environment where we expect markets to reward those 

currencies that can count on hawkish central banks. Unlike 

other instances in the G10, NOK money markets have not 

moved aggressively in overpricing monetary tightening. 

The current pricing only matches Norges Bank projected 

rate path. This means that a faster pace of rate hikes would 

entirely benefit to the NOK.  

The recent good performance of oil prices continues to 

shield the currency from swings in risk sentiment. As soon 

as market sentiment stabilizes, NOK attractive yield and 

benign external drivers will support further appreciation.  

• Medium-term positive factors for the NOK remain 

• The EUR/NOK will slip back below 9.90 in Q1 and 9.50 

by year-end 

 

Equities. Positioning for Metaverse 

Last week, Microsoft launched a $70 billion takeover bid for 

Activision Blizzard, a leader in video games, an industry 

that represents a $200 billion market. Microsoft is a leader 

in game consoles with its Xbox. This acquisition is one of 

the first major operations to enter the next era of 

Metaverse technology. This acquisition represents 3% of 

Microsoft's market capitalization, less than a year of 

operating cash flow and 50% of its cash! 

 

On the announcement, Sony’s stock prices (PlayStation 

consoles among others) plummeted as investors feared 

Sony would have to contend with an overpowered 

competitor. This operation is a shock for the entire 

industry, which must still receive the agreement of the anti-

trust authorities; however, the games industry is highly 

fragmented, reducing regulatory risk. This also allows 

Microsoft to enter mobile games. Fifteen years ago, there 

were 200 million video game players in the world; today 

there are 2.7 billion. 

Source: Box Office Mojo, Newzoo, FT 
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This acquisition should force Apple and Google to enter 

the video game industry. Previously, Activision Blizzard 

was considering to outbid the Take-Two’s $12.7 billion 

bid on Zynga. Netflix entered video games with the 

recent acquisition of a small video game studio. 2022 

should be marked by strong M&A activity. Electronic 

Arts, Take-Two and Ubisoft stock prices rose on the 

Microsoft acquisition. Electronic Arts, with its sports 

licenses, would be an interesting target for Disney with its 

ESPN sports media. 

 

Roblox, a game creation platform and considered today 

as a key player in the metaverse, could be a target, but 

its very high valuation should discourage most potential 

buyers. With the metaverse, companies are looking for 

volume, niche positioning is no longer enough. 

 

The virtual world with its immersive leisure will be 

immense and it is necessary to position oneself now. And 

not just for tech companies. Walmart is preparing by 

creating its own cryptocurrency and collection of NFTs so 

it can find its real-world customers in the metaverse. It is 

looking for new virtual trademarks, especially in 

electronics, decoration, toys, clothing, sports and 

personal care. Walmart has filed trademarks and 

applications of retail services like Verse to Store, Verse to 

Curb, Verse to Home, to the US Patent and Trademark 

Office. Walmart is very active in emerging technologies 

to develop future retail experiences. In a pilot program, 

Walmart’s customers can exchange dollars or gift cards 

for Bitcoin at Coinstar kiosks, located in Walmart stores. 

 

The correction of stock market indices, particularly in the 

technology segment, offers buying opportunities on 

stocks linked to the Metaverse theme. For example, 

Nvidia stock fell 32% and the PER returned to 53x 2022, a 

high level but not shocking for the undisputed leader in 

graphics processors. 

• Companies position themselves on the metaverse 

through internal development and/or M&A 

 

Equities. 2022, the year of the Chinese equities? 

For the past month, we have been reluctant to move 

Chinese equities to overweight because of real estate 

problems. We are taking the step today: the Chinese 

central bank lowered one of its benchmark interest rates 

last Thursday for the second time in the space of a 

month to support its economy. This accommodating 

direction contrasts with the direction taken by most major 

central banks towards a tightening of monetary policies. 

In 2021, for good reasons, Chinese equities had strongly 

underperformed US and European equities: very strict zero

-Covid health policy, return to the main principles of 

communism and common prosperity, very firm takeover of 

large groups of technology and billionaires, and lack of 

visibility on Chinese companies listed abroad. 

 

Performances of stock indices in 2021 

Source: Bloomberg 

 

In 2022, we expect Chinese equities to outperform mainly 

due to an accommodative monetary policy and better 

visibility on Chinese technology thanks to the end of a 

regulatory process; next March, the last part will concern 

the law on algorithms. Analysts and Heravest consider that 

the Chinese government must pause to allow Chinese 

technology companies to have more visibility to face 

challenges that are/will be the technological war with the 

United States, the metaverse, 6G or electric vehicles. 

 

In a document published last week, Beijing announced that 

the digital economy will contribute 10% of GDP by 2025 

(7.8% in 2020). The priorities will be big data, 6G, artificial 

intelligence, semiconductors and technological self-

sufficiency. 

 

The Chinese stock market is uncorrelated to the stock 

markets of developed countries, an advantage when 

sectoral and geographical diversification seems to be 

making a comeback. A rebalancing from a market 

dominated by liquidity, where growth stocks outperformed, 

towards a market dominated by fundamentals.  

• We recommend an ETF on Chinese large caps 
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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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