
 ♦ 1 

 

Weekly - February 14, 2022 

¨Where the road is dark, and the seed is sowed 

Where the gun is cocked and the bullet's cold 

Where the miles are marked in the blood and gold 

I'll meet you further on up the road¨… 

B. Springsteen - The rising 

 

Fed is ¨behind the curve¨ 

This is now a sad euphemism. Even the best of lawyers or the finest of 

dialecticians could do nothing about it. The Fed played with fire in 2021, 

procrastinated. It needs to get its act together for many reasons: to maintain 

some remaining credibility, to respond to the pressing demands of the 

Democrats (who are falling in the polls), and to try to calm the markets. 

Continuing to buy assets (albeit less) in February or even March no longer makes 

sense. And above all, it does not calm investors, on the contrary! 

As expected, the beginning of the year is perilous for Powell &Co 

 

Financial conditions remain… (much?) too loose 

Financial condition indices are comprehensive and constructed based on the 

combination of several variables. Supranational organizations, central banks 

(Chicago Fed), academics, data providers like Bloomberg and banks have 

constructed different financial conditions indices (FCIs), typically using the 

weighted average of several key variables, to track and study these effects. 

Changes to financial conditions are widely considered as a very practical 

indicator of monetary policy transmission. 

 

The GS FCI stands among the most regarded index by market participants. It is 

pretty straight  and comprehends a weighted average of short-term and long-

term interest rates, trade-weighted dollar, an index of credit spreads, and the 

ratio of equity prices to the 10-year average of earnings per share.  

 

When it comes to its long-term developments, thins are crystal clear. After the 

Great Financial Crisis (2008/9), the Fed (rapidly followed by other rich countries ’ 

central banks) orchestrated the collapse of financial conditions and, more 

importantly, maintained it up to 2021 end. From a long-term perspective, ultra-

loose conditions still prevail!  

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -6.0% 

 S&P 500 -7.3% 

 Nasdaq -11.8% 

 Stoxx 600 -6.0% 

 SPI -7.9% 

 Nikkei -5.9% 

 China -7.9% 

 Emerging +0.7% 

  

 BONDS  

 CHF Corp  -2.1% 

 US Govt -3.1% 

 US Corp -4.9% 

 US HY -4.0% 

 EUR Gvt -4.2% 

 EUR Corp -3.7% 

 EUR HY -2.8% 

   

 CURRENCIES  

 USD index +0.6% 

 EURUSD -0.4% 

 EURCHF +0.8% 

 USDCHF +1.3% 

 USDJPY 0.0% 

 EM FX +1.4% 

  

 COMMODITIES   

 Gold +1.5% 

 Silver +1.9% 

 Brent +216% 

 Copper +0.2% 

 CRB index +13.2% 

Further on (up the road) 
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Long term evolution of GS GFI 

Source: Bloomberg 

 

Cooling down demand and inflation requires 

tighter FC 

This is the dilemma / nightmare of J. Powell. On the one 

hand, the Fed wants to cool down the economy and 

excessive risk appetite (speculative behavior) from 

investors. On the other hand, it expects to accommodate 

markets and avoid a dramatic correction. Therefore the 

Fed needs to tighten financial conditions.  But, by 

definition, this process fuels higher volatility, corrective 

markets’ patters, larger spreads to remove excessive risk 

appetite. A quandary / Mission quasi-impossible!? Lately, 

FCI have tightened a little in the context of the recent 

Fed pivot and resulting new expectations (higher policy 

rates looming from next March).  

 

According to a sensitivity analysis performed by Fidelity, 

it would take in 2022 a S&P correction of 20%, a rebound 

of 100bp of both 2y nominal yields and 10y real yields, 

and a rise of 5% of the USD index to recoup a level of 101 

in GFI which would qualify as ¨tight¨. This sort of - 

dramatic - scenario is surely not the base one for the Fed 

and administration, particularly not in a year of Mid-Term 

elections. 

 

This has been a very market-friendly landscape, no doubt 

Of course, very different factor combinations and duration 

of the process could and probably would take place. But 

let’s face it, absent a bold tightening of conditions (à la 

Fidelity), the central bank faces significant risks of losing 

control of inflation… 

Biden has given Powell a poisoned chalice by reappointing 

him 

• Like it or not, financial conditions will have to further 

tighten 

• It will take luck to normalize financial conditions, 

without provoking some damage 

• A favorable scenario could occur thanks to a marked 

drop in inflation in Q2, and/or a geopolitical de-

escalation (energy prices) 

 

Fixed income. Treasury worst time 

Less than one day after investors massively piled, at the 

highest level in years, into the newly auctioned US 10-year 

note, inflation surprised once again to the upside in 

January, with both headline CPI up to 7.5%, and core to 

6.0%. The upside surprise, even as areas like energy goods 

and autos cooled as expected, illustrates that inflation 

continues to carry plenty of momentum, and any 

meaningful slowdown remains elusive. The FOMC will get 

one more look at inflation before its March 15-16 meeting. 

 

The central banks have made clear, they are in a data-

dependent mode. The upside surprise in January’s inflation 

data was modest but enough to further unsettle interest 

rate futures. Is the market getting ahead of itself when it 

comes to pricing Fed hikes? In 3 months, the market has 

gone from pricing in 2 Fed Funds rates hikes in 2022 to 

more than 5, even a 50bps hike in March and/or 7 hikes in 

2022. On the other hand, the market is still expecting a 

terminal rate of 1.7% only. 

 

Fed Funds market expectations 

February 14, 2022 
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Market reaction underlies the importance of the near-

term inflation panic. And panic may not be an 

exaggeration word. At the beginning of December, 

consensus forecasts for inflation at the end of Q1 2022 

were close to 5.6%; after the last week inflation figures, 

they have jumped to 6.8%. 

 

The US 10-year yield spiked above 2.0% for the first time 

since 2019 and 2-year yield staged its biggest one-day 

increase since a decade. Treasuries are now off to their 

worst start since at least 1980. 

• Up until now Fed has encouraged, rather than 

pushed back against, interest rate market pricing. 

Unless the Fed’s narrative changes soon, this will be 

an implicit green light to starting the tightening cycle 

with a 50bps hike 

• US 2-year yield above 1.50% is attractive again 

 

Currencies. Japanese repatriation 

The USD/JPY is sitting close to a key resistance level at 

116, with rates differential suggesting that it should move 

higher. The US-Japan 10-year yield spread remains close 

to 1.75%, keeping the cross supported. In addition, after 

much weaker than expected December labor wages’, the 

BoJ will continue to forecast inflation remaining below its 

2.0% target through to 2024. BoJ policy is likely to 

remain very loose and implicitly JPY-negative. However, 

the volatility environment is signaling that the USD/JPY 

should stall here and shift lower. Over the next weeks we 

favor the latter, as the recent rates move is maturing and 

should consolidate.  

 

USD/JPY 

Source: Bloomberg 

 

Our favorite scenario is buying the JPY around the 

current level as most other factors are pointing towards a 

JPY strength.  

 

Valuation indicators are signaling that the JPY is trading 

on the cheap side. The JPY Real Effective Exchange Rate 

(REER) index is back on historical lows. Over the past 20 

years, when valuation reached such extreme levels, it has 

tended to provide a solid floor. The last time, the JPY REER 

index reached such a level was in 2015. In the following 

months, the USD/JPY slid to 100 from 125. 

 

Japan Reel Effective Exchange Rate 

Source: Bloomberg 

 

Positioning remains strong, and is heavily biased towards a 

long USD position, making the cross vulnerable to any shift 

in the narrative of higher long-end US rates supporting the 

USD throughout this year. Not only is long USD/JPY close 

to extreme levels, but the JPY is the largest 

underrepresented developed currency. 

 

JPY speculative positioning 

Source: Bloomberg 

 

In December 2021, the Japanese ministry of finance 

reported that domestic investors turned net sellers of 

foreign government bonds by the largest amount since the 

height of the pandemic in May 2020. They turned net 

sellers of the 6 largest bond markets for $22bn. Even with 

this reversal of appetite, net buying amounted to $48bn in 

2021, but this was a step down from $114bn in 2020, and 

$104bn in 2019. This is far from enough evidence to declare 

the end of Japanese investors buying foreign bonds. Since 

then, the Fed and ECB have turned hawkish. The Fed 

intends to start reducing its bond portfolio in 2022. 

February 14, 2022 
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This will be a troubling thought for investors having 

accumulated foreign bonds over the years. The Bank of 

Japan is further away from tightening policy but, still, it 

has reduced its purchases. Due to the rising volatility, 

Japanese Government Bonds now offer more attractive 

returns to local investors. Combined with the risk of 

greater losses on USD and EUR denominated bonds, this 

could make JGBs an increasingly attractive alternative as 

the 10-year yield is at its highest level since 2015 c. 0.25%. 

 

Furthermore, we have previously shown that as the Fed’s 

tightening cycle moves from expectation to reality, the 

USD has historically peaked. 

• The JPY is approaching some very important 

resistance, and expectations of a 50bps Fed move in 

March remain a hurdle 

• The risk-reward skew is starting to favor short USD 

and long JPY 

 

Equities. Energy transition 

The US Administration will distribute $7.5 billion to US 

states over 5 years to densify the battery charging 

network for electric vehicles. The United States aims for a 

50% share of electric/plug-in hybrid vehicles sold in 

2030. The US Department of Energy will build national 

corridors along highways for battery/hydrogen/natural 

gas charging systems with a target of 500,000 EV 

chargers, favoring US companies. The US Administration 

will replace its federal fleet of 600,000 vehicles by 2035 

with pure electric ones. In 2030, globally, 35% of cars 

sold should be pure electric and 20% hybrid. On this 

federal bipartisan aid, ChargePoint and Tritium stocks 

rose sharply. In the US, ChargePoint has the largest 

number of charging points, ahead of Tesla; the others 

are EVgo (EVGO US), Blink (BLNK US), Volta (VLTA US), 

Wallbox (WBX US, Spanish company), Electrify America 

(unlisted). Regarding Tesla, its new generations of 

charging are compatible with all other EVs on the North 

American market. 

 

The battery charging station market is expected to reach 

$110 billion by 2028, representing an annual growth of 

30%. According to MarketsandMarkets, on a worldwide 

basis, we should increase from 2,360 charging stations to 

14,700 in 2027, an annual increase of 44%. The role of 

governments will be to standardize this ecosystem. The 

main global groups in the development of charging 

stations are ABB, Shell, ChargePoint, Tesla and BYD. 

 

In solar, the excellent results of Enphase, as well as the 

strong forecasts, pushed the whole green theme. The 

company also said it was well managing issues in the 

supply chain. Enphase, like Solaredge, produce inverters 

and are indispensable for photovoltaic panels by changing 

the DC current of the panels to AC current for the houses/

buildings. Enphase reports that there is no longer a 

shortage of components. The only gray points are still the 

high cost of transport and delays in delivery, but Enphase 

has passed some of the cost increase on the selling prices. 

Enphase will build its first European factory to meet 

accelerating demand, adding to existing production 

capacities in Mexico, China and India. 

 

France has announced the construction of 14 new nuclear 

reactors by 2050, the installation of 50 offshore wind farms 

by 2050 targeting 40 GW, the doubling of onshore wind 

capacity and ten times more solar capacity production to 

reach 100 GW. Today, the French nuclear fleet has an 

installed capacity of 62 GW. 

• We recommend the green theme which has integrated 

many negative factors 

• High fossil fuel prices favor renewable energies 

• Battery charging stations: ABB (target CHF 37, +14%) 

and ChargePoint (target $25, +80%) 

• Microinverters: Enphase ($200, +30%) and Solaredge 

($350, +32%) 
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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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