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The US administration’s protectionism, the pandemic and China's focus on its 

domestic economy are fueling the perception that globalization is inescapably 

weakening. Indeed, in recent years, international trade has stopped growing at a 

higher rate than nominal growth. In recent quarters, the deterioration of the 

geopolitical climate has reinforced the idea that regionalization, as an alternative 

to pure globalization, will accelerate de-globalization by further gaining ground. 

Is a decline of globalization really underway? 

 

A broader look 

The concept of globalization is often based on developments of the volume / 

value of world trade. This gives a genuine, but still partial picture of the 

interdependence of the global economy.  In a more holistic approach, DHL, the 

logistics / transports multinational company has developed a broader composite 

index featuring Global Connectedness.  

 

Source: DHL 

 

The DHL GCI index reflects a deeper reality, hence provides more granular 

insights for investors and markets. It is composed of four elements: the volume of 

trade, as well as flows of capital (FDI), digital information and people.  

 

Sure, the impasse at the WTO remains a major concern. But looking at the latest 

data, we observe that US and China bilateral trade increased in 2021 during the 

heat of the pandemic. Similarly, the clamp down in capital and data between the 

US and China may ultimately harbinger a ¨splinternet¨. The repatriation of 

strategic manufacturing, such as semiconductor foundry creation, and the US 

Build Back Better will deliver results through decade-long processes. While 

international capital flows collapsed in mid-2020, portfolio equity flows then 

stabilized and FDIs rebounded strongly in 2021. The early spike in the growth of 

digital information flows at the onset of the pandemic shortly reverted. People 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -1.7% 

 S&P 500 -1.9% 

 Nasdaq -4.5% 

 Stoxx 600 -0.5% 

 SPI -1.3% 

 Nikkei -1.1% 

 China -1.9% 

 Emerging -0.5% 

  

 BONDS  

 CHF Corp  -0.5% 

 US Govt -1.6% 

 US Corp -1.9% 

 US HY -0.9% 

 EUR Gvt -0.9% 

 EUR Corp -0.5% 

 EUR HY +0.2% 

   

 CURRENCIES  

 USD index +0.2% 

 EURUSD -0.3% 

 EURCHF +0.6% 

 USDCHF +0.8% 

 USDJPY +0.5% 

 EM FX +0.4% 

  

 COMMODITIES   

 Gold -1.7% 

 Silver -3.7% 

 Brent +5.6% 

 Copper -1.1% 

 CRB index +2.4% 

Morphing globalization 

Constituents of the index  DHL Global Connectedness Index (GCI)  

https://www.ft.com/content/18f78d28-27e6-42f6-88fe-680dc808a539
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flows was hit the hardest and are the slowest to recover. 

US-China decoupling was stronger in 2019 than in 2020. 

The developing countries are falling behind in the 

recovery. 

 

Consequently, the progression of this index has slowed 

down somewhat in recent years. Just like it temporarily 

did from 2007 to 2012. Based on the latest DHL forecasts, 

its GCI index is expected to have risen in 2021. 

According to DHL: ¨… in 2021, the state of globalization is 

far stronger than many expected¨ 

Western countries call to organize production in new 

systems built on resiliency rather than efficiency has not 

turned into reality yet 

 

China and Yuan. Latest actions do not 

corroborate statements 

China has just announced last December the adjusted 

weightings of the yuan managed peg basket (called 

CFETS) for 2022. The weighting of the US dollar in the 

currency basket will rise to 19.88% from 18.79%, like that 

of the euro weighting to 18.45% (from 18.15%). It makes 

sense in two respects. First, this move mechanically 

features the actual strength of the two mammoth 

currencies, when compared to collapsing emerging 

currencies and GBP for instance. Second, this revaluation 

reflects the actual increase in the US share of Chinese 

trade.  

 

Still, the composition of the currency basket is essentially 

a political decision. Therefore, it is at odds with Beijing's 

declared intention to reduce China's dependence on the 

USD. It does not prefigure, in practical terms, China 

preparing its domestic manufacturers to become less 

exposed to dollar-based markets… 

China is not accelerating its - currency - decoupling 

• Don’t bury prematurely globalization 

• All things being equal, vibrant global connectedness 

could favorably contribute to decent growth in 2022 

 

Fixed income. Tighter monetary policy is coming 

The Fed has been shifting for some time. Last March, it 

was still saying it would wait up to 2024 before hiking. In 

June, it went to 2023 and in September to 2022 (but just 

one rate hike). The December FOMC meeting minutes 

showed that inflation has caught it off guard. The 

December meeting saw an important shift in the Fed 

thinking with an earlier QE-end (by mid-March) and the 

dots signaling 3 hikes in 2022 and 3 more in 2023. The 

Fed acknowledged that supply chain bottlenecks and labor 

shortages continued to limit businesses' ability to meet 

strong demand. The challenges would likely last longer. 

 

The Fed is also looking to shrink down its balance sheet 

and more swiftly than last time. In 2014, the Fed maintained 

its size unchanged for 3 years after ending asset purchases 

and managed to roll off between 2017 and 2019 to drop 

from 25% to 18% of GDP.  

 

Fed balance sheet total assets 

Source: Bloomberg 

 

According to Fed members, the appropriate timing of 

balance sheet runoff will be closer to that of policy rate 

liftoff than in the previous episode. Current conditions 

(stronger economic outlook, higher inflation, and a larger 

balance sheet) could warrant a potentially faster pace of 

policy rate normalization. The current weighted average 

maturity of the Fed holdings is shorter than in 2013. The 

balance sheet could shrink more quickly if the Board 

decides to phase out the reinvestment of maturing 

Treasuries and MBS. 

 

Fed holdings average duration 

Source: Bloomberg 

 

Last month, Christopher Waller - a Fed Board member – 

announced he would like to see the balance sheet brought 

down to 20% of GDP. Assuming an average 5% GDP 

growth over the next 3 years, it would imply a balance 

sheet of $5.4tn in 2025. The Fed will need to offload $3.3tn 
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of assets. Currently, less than 1-year maturity bonds 

represent $1.2trn. It will start at some point in 2H 2022. 

Raising rates and shrinking the balance sheet should 

allow for lower terminal Fed Funds. 

 

Such approach will help the yield curve to remain 

positive. The Fed seems reluctant to an inverted yield 

curve. Historically it has been the best guide for a 

recession. Removing policy accommodation by relying 

more on balance sheet reduction and less on rate hikes 

could help limit yield curve flattening during policy 

normalization period. 

 

Another element to consider is the liquidity tightening. 

Currently there is some $1.5trn going back to the Fed on 

the reverse repo facility. This is the market handing cash 

(Money market funds) back to the Fed. This could be 

taken out of the system. This buffer would allow the 

market to be in part self-regulating in liquidity 

management. The last time the Fed reduced its balance 

sheet, the system began to creak at a certain point as 

liquidity conditions tightened faster than expected. The 

standing repo facility offers a route out of any potential 

liquidity crunch. This is all good preparation for a period 

where the Fed is either allowing bonds to roll off the 

front end (soft quantitative tightening) or outright sell 

bonds. We are not there yet. With both the inflation and 

the employment goals of the Fed pretty much met, we 

are very close to the first rate hikes. 

 

Fed Fund futures pricing 

Source: Bloomberg, Heravest SA 

 

• A rate hike in March is too early given the lack of 

visibility caused by Omicron. May is clearly on the 

cards. Markets are once again front-running the Fed 

• Last months’ yield curve flattening move come to an 

end. Steepening to resume shortly 

Equities. The Fed will not derail the bull market in 

2022 

At the start of the year, the publication of the Fed minutes 

from the December 2021 meeting caused a correction in 

Growth stocks with high PERs, mainly in technology (-6% 

for the Nasdaq) and the green theme (-10% for the 

WilderHill Clean Energy index). Normal and not 

surprisingly: rising interest rates compress multiples and 

disadvantage speculative stocks.  

 

The Fed minutes point to a possible rise in Fed Funds 

earlier than expected. This transition phase is accompanied 

by more volatility, knowing that January is rather a weak 

month in terms of seasonality.  

 

The S&P 500 has already lost more than 3% from the 

record at the end of December, and we cannot exclude a 

pullback towards the 100D moving average (-5% from the 

high) and the 200D moving average (-6.5%), which also 

corresponds to the corridor support of the March 2020 

rally. For the moment, we do not envisage a larger 

correction and any price drops will be buying 

opportunities, because we are discounting economic 

growth above its potential thanks to consumption, 

restocking and the resumption of business investment. We 

are maintaining our target of 5,300 on the S&P 500 in 

2022. 

 

Since September 2020, we have recommended an 

overweighting of the Value / Cyclical segments (low PERs) 

with the outlook for rate hikes. In 2021, this tactical 

allocation proved complicated with successive Covid waves 

that kept rates low, favoring sector rotations. In 2021, the 

best sectors in terms of performance were Energy, 

Technology and Banking. For 2022, we are maintaining the 

Banks/Cyclicals bias with the rise in interest rates and the 

outlook for economic growth, supported by a probable exit 

from the pandemic in 2022.  

 

Some epidemiological models (Denmark, Institut Pasteur 

and Martin Blachier in France) that we are monitoring for 2 

years and which have often proved to be correct, predict a 

drop in the Omicron wave from mid-January and the end 

of the pandemic in March. This bias also supports an 

overweighting in Europe and Japan, which have a strong 

Value / Cyclical component. 

 

Over the first 5 days of 2022, the Russell Value gained 

0.8%, the S&P 500 Banks by 9.4%, the S&P 500 Energy by 
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10.6%, while the Russell Growth fell by 5% and the 

Nasdaq by 4.5%. 

 

Sector allocation 

Source: Heravest SA 

 

The bull market was driven by the Growth segment. 

Russell Value: PER at 16.6x 2022 and dividend yield at 

2.1%. Russell Growth: PER at 29x 2022 and yield dividends 

at 0.8%. 

 Source: London Stock Exchange Group, Bloomberg, FT 

 

But we will not bury too quickly the technology where 

the demand for semiconductors and hardware will be 

strong in the coming years. The Metaverse theme will 

also be present in 2022. 

 

The Omicron wave affects economic growth through its 

very high contagiousness and the very high rate of 

absenteeism in companies. But this phenomenon will be 

short-lived and investors are looking beyond. 

 

This week, the market will focus on US inflation released 

Wednesday and US banks opening the 4Q21 earnings 

release period, with JPMorgan, Citigroup, Wells Fargo. We 

anticipate an increase of 23% in US profits and 49% for 

Europe profits in 4Q21. 

 

The market expects a new record for share buybacks in the 

United States. 2021 has beaten 2018, the year of Donald 

Trump's tax reform. This structural trend is powerful, as it is 

dominated by a few very wealthy companies, generating 

large cash flows. Over the past 5 years, Apple, Meta 

Platforms, Alphabet, Microsoft and Oracle have accounted 

for 22% of share buybacks and 40% for the Top 20. 

 

S&P 500. Record share buybacks ($ 850 billion) in 2021, 

beating 2018. On 5Y average, Apple accounted for 11%. 

 Source: Heravest SA 

 

M&A activity was also record high in 2021 with a global 

amount of $ 5,630 billion, up 63%, largely beating the 2007 

record, of which $ 2,610 billion in the US, $ 1,260 billion in 

Europe and $ 1,270 billion in Asia-Pacific. 

 

Record global M&A in 2021 

Source: Refinitiv Deals Intelligence 

 

0

100

200

300

400

500

600

700

800

900
19

9
9

2
0
0
0

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
10

2
0
11

2
0
12

2
0
13

2
0
14

2
0
15

2
0
16

2
0
17

2
0
18

2
0
19

2
0
2
0

2
0
2
1

$ milliards

MSCI World

weighting

Energy 3.3% Overweight

Finance 13.5% Overweight

Industrials 10.4% Overweight

Materials 4.3% Overweight

Discretionary 12.4% Neutral

Technology 23.0% Neutral

Communications 8.2% Neutral

Healthcare 12.4% Neutral

Staples 7.0% Neutral

Uti l i ties 2.7% Underweight

Real Estate 2.7% Underweight

Sectors Rating
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The Commodities Supercycle continues. Prices in 

agriculture rise with climatic conditions (drought or 

floods). The prices of oil, gas and industrial metals are 

influenced by the lack of investment in production, 

climate and geopolitics. There is technical resistance on 

Brent price at $87, with a breakout probability of re-

entering the $100-120 side corridor. The energy transition 

will be greedy in industrial metals. Politics and geopolitics 

have become dominant factors as we can see with 

Kazakhstan, the world's 1st producer of uranium, the 

Democratic Republic of Congo, the world's 1st producer 

of cobalt with a share of 70%, or a threatening Russia 

with its oil, its gas and its nickel. In the short-term, we 

mainly see the supply problems linked to the pandemic. 

If the bullish structural outlook weren't there, the price of 

copper would have already fallen sharply with China's 

real estate issues. 

 

Bloomberg Commodities Index 

Source: Bloomberg 

 

• Transition phase and we maintain our target at 5,300 

on the S&P 500 

• Expected increase of 10% (rather conservative in our 

opinion) for US / Europe profits in 2022 

• We overweight Value/Cyclical 

• In the very short-term, come back on ADP and Dufry 

with perspective of the Omicron peak soon 

 

Equities. Many analysts recommend Chinese 

equities 

The main idea : 

A. Chinese equities had strongly underperformed in 

2021 with -5% for the CSI 300, -23% for the HSCEI 

(Hong Kong) and -43% for the Nasdaq Golden 

Dragon China (US) and the strong decorrelation of 

equities China with developed stock markets 

makes China is attractive in the event of a more 

difficult year for US stocks. 

B. The Fed is entering an exit phase of its 

accommodative monetary policy, while China's 

central bank, the PBoC, cuts rates with a very 

gradual easing policy. 

C. Chinese government seems to arrive at the end of 

the first phase of a tough regulation process. 

 

Chinese stocks have suffered from the distrust of foreign 

investors with the Communist Party's takeover of Big Techs, 

billionaires, technology, common prosperity, education, 

teenage use of online games, private data management, 

competition, national security and the listing of Chinese 

stocks abroad. And China has become very aggressive on 

geopolitics (Taiwan) and highlights its model of 

“authoritarian democracy”. 

 

Algorithms are the next goal, which is the secret of the Big 

Techs running e-commerce and social media. From March 

1st, 2022, a new law will come into force, obliging 

transparency. 

 

Investors are evaluating how these new rules will affect 

Alibaba, Tencent, NetEase, Baidu and others. 

 

Some new rules on algorithms: 

1. They must not violate Chinese laws and endanger 

national security. 

2. They must obtain a license to disseminate 

information in line with the political ideology of the 

CCP. 

3. Companies should educate users on the principles of 

algorithms. 

4. Users must be able to opt out of having 

recommendation services via algorithms. 

5. Users should be able to select or remove tags used 

to fuel recommendation algorithms and suggest 

things to them. 

6. Algorithms must protect the elderly from frauds and 

scams. 

 

All of these rules reflect the societal changes imposed by 

the CCP. Algorithms are the deepest secrets of companies 

and almost all of their valuation. There is a great risk that 

Chinese authorities will demand access to algorithms and 

that Beijing will reign over tech, e-commerce and social 

media companies. 

 

These new laws on technology, the management of private 

data, national security, which is an extraterritorial law, and 
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now on algorithms, confirm more and more that the 

world is heading towards 2 separate US-China internet 

universes. 

 

The real estate problems seem contains by the 

government, but the situation remains fragile. Beijing is 

seeking to reduce debt among real estate developers, 

which has had the effect of putting certain highly 

indebted groups like Evergrande in difficulty. Last week, 

concern returned with the default of Shimao, a name that 

was considered relatively strong. A smaller rival, 

Guangzhou R&F Properties, has reported that it does not 

have enough cash to repay a bond. According to Natixis' 

proprietary model, the market considers 35% of Chinese 

real estate companies to be risky. 

• We don't believe the Chinese stock market is on a 

tipping point 

• Let's wait to evaluate the new regulation of 

algorithms on Chinese Big Techs’ business models. 

Algorithms are at the heart of companies’ valuations 

• There is a lack of visibility on the health of the real 

estate sector 

 

January 10, 2022 



 ♦ 7 

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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