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Illusion of well-being 

The US economy is recovering pretty-well from pandemic. Indicators of the labor 

market like unemployment, flirting with post pandemic low of 4.0% in January, 

confirm the better shape. Over the last 12 months, the unemployment rate has 

come down by 2.4 percentage points, and the number of unemployed persons 

has declined by 3.7 million. As a reminder, prior to the pandemic in February 

2020, the unemployment rate was 3.5%, and unemployed persons numbered 5.7 

million. According to St. Louis Fed President J. Bullard, the US unemployment 

rate is going to fall below 3.0% this year. That would be reminiscent of the 1950s. 

For mainstream economists, such a low unemployment rate is "a red flare" that 

the economy is overheating, with fast price and wage increases that are 

unavoidable. 

The Korean War was nearing its end the last time the US unemployment rate fell 

below 3.0% 

 

The other side of the coin 

The Biden administration has - successfully - implemented measures to favor a 

rise in wages for its electoral base, namely the middle / lower class. Average 

hourly wages are climbing over 5% yoy. But real average hourly earnings have 

been decreasing by 1.7%, seasonally adjusted, from January 2021 to January 

2022. 

Source: US Bureau of Labor Statistics 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -7.7% 

 S&P 500 -8.8% 

 Nasdaq -13.4% 

 Stoxx 600 -5.0% 

 SPI -7.1% 

 Nikkei -6.5% 

 China -6.2% 

 Emerging 0.0% 

  

 BONDS  

 CHF Corp  -1.8% 

 US Govt -3.0% 

 US Corp -5.7% 

 US HY -4.3% 

 EUR Gvt -3.4% 

 EUR Corp -3.3% 

 EUR HY -2.9% 

   

 CURRENCIES  

 USD index +0.1% 

 EURUSD 0.0% 

 EURCHF +0.7% 

 USDCHF +0.7% 

 USDJPY -0.2% 

 EM FX +2.2% 

  

 COMMODITIES   

 Gold +3.6% 

 Silver +2.1% 

 Brent +20.8% 

 Copper +1.6% 

 CRB index +13.4% 

Squaring the circle 
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The change in real average hourly earnings combined 

with a decrease of 1.4% in the average workweek 

resulted in a 3.1% decrease in real average weekly 

earnings over this period.  

 

Unbridled inflation has eaten more than all the rise in 

workers’ compensation. This is a serious concern for the 

Biden administration. The approval rating of the 

President is in the doldrums - in the low 30’s - even 

worse than Trump’s at the same stage of his mandate… 

 

Polls for Mid-Term elections are deeply  

in favor of Republicans 

Source: Real Clear Politics, Bianco Research 

 

From a pure political standpoint, the Biden 

administration would like wages to continue catching-up 

with inflation. But this may turn-out to create a second-

round effect i.e. a wage spiral fueling additional demand 

and even higher prices, hence runaway inflation. 

 

Attempting to control prices by releasing the strategic oil 

reserve or by temporarily removing oil taxes is a just 

another gimmick which risks backfiring rapidly. 

 

Pushing the Fed to tighten policy and financial conditions 

- quickly and strongly may provoke a serious slowdown 

by year-end and a recession next year. 

Raging inflation is seriously pressuring Biden 

administration and the Fed 

Hopefully, base effect in Q2 may remove some stress. But, 

conversely, further spikes in oil prices - because of 

geopolitics - would prove dramatic 

• The Fed is again confronting the historic trade-off 

between jobs and price control 

• The overheating US economy is getting closer to a 

tipping point 

Currencies. The countdown has started 

Last week has not given enough indications that Russia-

Ukraine tensions are heading towards a de-escalation. US 

authorities have continued to doubt Moscow’s claims 

around a troop withdrawal while Ukrainian forces and 

Russian separatists have repeatedly accused each other of 

violating the cease-fire. 

 

There is a very high probability that we will get a still very 

blurry picture on geopolitical tensions. This week meeting 

between the US Secretary of State Antony Blinken and his 

Russian counterpart Sergei Lavrov will be perceived as the 

pivotal event in the Ukraine saga. Biden has also agreed to 

meet with Putin in principle as long as Russia does not 

invade Ukraine. We think lingering uncertainty around 

current diplomatic developments should help put a short-

term floor under the dollar as safe-haven demand is 

unlikely to dissipate in the very near term. 

 

Fed Funds market expectations for the next 3 years 

Source: Bloomberg 

 

The FOMC minutes from the January meeting, which came 

before the 7.5% headline CPI, are probably a bit dated. 

Nevertheless, they came in less hawkish than feared. There 

was not a signal that a 50bps hike was on the table in 

March and there seemed little urgency about balance sheet 

run-off. 

 

But this is old news. Just after the inflation data and before 

the minutes’ publications, the prospect of 50bps in March 

was nearly 100% priced in. Now it is 43%. At this stage the 

markets are telling the Fed what to do. If the probability of 

50bps is over 50%, pencil in 50bps as most likely. It gets a 

little dicey if this probability drops sub-25%. 

 

How things have changed since last August when there 

was a mere 25% probability of 1 rate hike in 2022 

discounted by markets. Now 6 or even 7 are penciled in. Of 

course, the expected terminal rate has barely moved, the 

hikes were just moved forward from 2023 and 2024. 
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Once again James Bullard continued to advocate in favor 

of front-loading rate hikes. Any sign from other Fed 

speakers that they would also favor faster tightening 

could see markets go back to speculating on a 50bps 

March hike. 

 

USD performance 6 months before and after first rate hike 

Source: Bloomberg 

 

External factors will pressure the USD. Following its near 

inclusion back in 2020, New Zealand is again close to 

meeting the criteria for addition to the FTSE Russell 

World Global Bond Index (WGBI). The WGBI provides a 

broad benchmark for the global sovereign fixed income 

market, comprising sovereign debt from over 20 

countries. Inclusion in the WGBI index requires the free 

float of nominal government bonds to exceed: €40bn, 

JPY 5trn and $50bn. The first two of these criteria are 

comfortably met. The third is close to being met 

depending on the movements in the NZD. There is 

NZD74.782bn of eligible nominal New Zealand 

Government Bonds. This leaves the breakeven exchange 

rate required to get to $50bn as USD 0.6686. We are 

currently trading at 0.67 so it is going to be a close call. 

As part of inclusion to the benchmark, New Zealand fixed 

income securities are expected to enjoy higher prices 

and greater liquidity as fund managers who track the 

index, or who are benchmarked to it, are forced to buy 

NZGBs. 

• Short-term geopolitical tensions are still a natural 

USD support 

• Global dedollarization process continues 

• The decision for FTSE Russell to include New Zealand 

in the WGBI is likely to be a non-event for the NZD 

 

Equities. Clear advantage for Value/Cyclicals 

The rise in interest rates, inflation, economic growth and 

the re-pricing of sectors/stocks with high PE ratios (IT, 

Communications, Luxury) fueled a strong 

outperformance for Finance and the cyclical segment. 

MSCI World Sectors 2022 performances in $. 

The winners are: Energy, Mines & Metals and Banks. 

Energy and Mining & Metals initially benefited from the 

strong demand linked to the economic recovery and from 

a structurally short supply (metals), then today from the 

Russia-Ukraine crisis which could take Europe on board 

into an armed conflict and push up energy and metal 

prices. 

 

Russia : 

1. #3 oil producer (10% of world production) behind 

the US and Saudi Arabia. 

2. #2 world gas producer (17% of world production). 

3. 5.5% of world aluminum production. 

4. Russia and Ukraine account for more than 10% of 

world wheat production. 

5. #4 worldwide producer of nickel (essential in the 

energy transition) and #1 worldwide in refined nickel. 

6. #1 world producer in palladium (40% of world 

production). 

 

A military conflict in Europe and immediate and massive 

trade, financial and individual sanctions from G7 against 

Russia are expected to drive up energy prices. Last week, 

the prices of safe-haven assets rose: dollar, yen, Swiss franc 

and gold. 

 

S&P 500. Double-top figure. The break of the support  

would signal an objective at 4,000 

 Source: Bloomberg 
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The fall in stock market indices in January reflected the 

acceleration of the normalization of monetary policy by 

the Fed, but that of February is more linked to the 

Ukrainian crisis. History shows that the impact of a 

geopolitical event is limited on the stock exchanges, in 

general. See table below. There, we have the 2nd army in 

the world attacking a country in Europe with 

consequences on energy prices and unknown sanctions 

announced as massive. 

Source: LPL Research, S&P Dow Jones Indices 

 

Ranking of military powers according to GlobalFirePower. 

Military spending: NATO $1,200 billion vs Russia $62 

billion per year 

If Europe, NATO and the West are united, as it seems to be, 

Russia probably has the most to lose. The sanctions will be 

immediate and massive. Europe could suffer in the short-

term due to its close dependency from Russain gas, but 

there are multiple alternatives with liquefied gas, coming 

from the United States, Australia, the Middle East and 

Japan. The Ukrainian crisis has made it possible to see a 

united Europe, even Hungary is following, and a NATO that 

is not in a state of “brain death” (Emmanuel Macron, 

December 2019). 

• Could European geopolitics push central banks to delay 

the normalization of their monetary policies? 

• Vladimir Putin might not be such a good chess player 

• Markets have already discounted significant risks 

• Continue to overweight the Value/Cyclical segment 

• We remain neutral/underweight on energy. Buy on 

correction. Despite the Ukrainian crisis, the Energy 

sector (overbought) is in the technical phase of 

consolidation 

 

Equities. Technology, metaverse and 

semiconductors 

The Technology and Communications sectors recorded the 

worst stock market performance in 2022, which is not 

surprising given a process of adjustment of PE ratios in 

periods of rising interest rates; the Nasdaq lost 13% and the 

Philadelphia Semiconductor index 14%, the double than 

those of global indexes. The specific shocks are 

nevertheless violent when the results and guidance do not 

match expectations: -37% for Meta Platfoms (ex-Facebook) 

in 3 weeks, -34% for Roblox over one week (-65% since 

November 2021 highs) and -36% for Roku last week. Meta 

Platforms reported lower-than-expected results in 

advertising and social media followers; however, Meta 

offers attractive valuations at 14x 2022 and 12x 2023. 

 

Metaverse. The Roundhill Ball Metaverse ETF fell 22% in 

2022, with specific big drops like Meta Platforms -39%, 

Roblox -52%, Unity Software -31%. There is therefore "a 

return to Earth", but the theme remains interesting and 

offers buying opportunities in the medium to long term. 

The realization of an immersive metaverse is not expected 

before 2028-2030; however, Facebook and Microsoft are 

predicting 3D virtual meetings with avatars within 2 to 3 

years. A few large ETFs are being launched. For the 

metaverse, we need Web 3.0 which will allow the 

convergence of social network platforms, decentralization, 

control of his data and give power back to users. Obviously 
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technology is needed, but service and product 

companies are rushing into this future new source of 

revenue by creating operational units dedicated to the 

metaverse like JP Morgan, Disney, Nike, Walmart, Warner 

Music or Gucci. JPMorgan bank estimates that the 

metaverse will create sales opportunities of $1,000 billion 

per year and it has just opened a virtual bank in the 

Metajuku space. Goldman Sachs and Morgan Stanley 

predict an $8 trillion opportunity with the metaverse. At 

the moment, the metaverse is made up of a few virtual 

worlds like Decentraland, Sandbox or Roblox, where it 

will be possible to socialize, play, shop, buy real estate or 

have fun. Real companies are buying land to build virtual 

stores, and individuals to build their homes. The US 

international accounting firm Prager Metis opened 3 

offices in Decentraland last month. Real estate prices 

have doubled in six months. The company Everyrealm 

(formerly Republic Realm), a leader in the metaverse 

ecosystem, bought last June a plot of land in 

Decentraland for $913,000, which has been transformed 

into the Metajuku shopping district where JPMorgan has 

just opened a branch there. In January, according to 

MetaMetric Solutions, the sale of real estate in the 

metaverse amounted to $85 million. Between 2022 and 

2028, real estate sales growth is expected to be over 30% 

per year. There are 4 major platforms which collectively 

hold 268,645 parcels: The Sandbox, Decentraland, 

Cryptovoxels and Somnium. 

 

Semiconductors. European car sales were down 6% in 

January, reflecting the shortage in semiconductors which 

forces manufacturers to significantly slow down 

production and pushes consumers to postpone their 

purchases of new cars for lack of choice and because of 

delays of delivery too far. This situation will continue in 

2022. South Korea is worried about a conflict in Europe 

which could affect its energy imports, then production 

chains and its exports of finished products including 

electronic chips (Samsung). The semiconductor industry 

is afraid of the repercussions of the Russian-Ukrainian 

crisis concerning a sudden disruption of supplies of neon 

and palladium, two materials essential for the production 

of semiconductors. TSMC announced investments of 

$100 billion over 3 years to meet the new demand, 

Samsung $50 billion and Intel $20 billion. Chip 

manufacturers like Infineon or STMicro are investing to 

increase their production. Companies like Nvidia, AMD or 

Qualcomm do not need to invest, since they are only 

designers/conceptors (fabless) and subcontract for 

manufacturing, mainly to TSMC. The equipment 

manufacturers seem to us the most interesting. 

• In technology, buy the metaverse theme with a 

medium-long term approach and overweight the 

semiconductor segment, through the SOXX ETF 
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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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