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Weekly - March 7, 2022 

The bad reputation of the energy factor 

The surge in energy prices brings back bad memories about its impact on the 

economy. Historically, when the price of the barrel of oil has risen quickly and 

stayed high for a few months, the economy suffered painful landings. Where are 

we now in a historical perspective? 

 

As one could intuitively fear, according to a recent Pictet analysis, the latest 

vertical acceleration of real oil prices warrants caution, definitely. Indeed, Brent 

prices are now deviating markedly from their long-term trend. Historically, over 

the last 6 former occurrences since 1970, it took a few weeks above the 50 level, 

to induce a recession. See red circles in graph below. 

 

Current indicator level is marginally below 50 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Pictet 

 

Granted, every recession does not result from oil price spike… 

… but, still, every major oil spike provoked a recession 

 

What counts more, Momentum or Level? 

What about the actual level of price of Brent, i.e. > $110 lately, with respect to 

former trigger level? In real / adjusted terms (based on today’s USD level), it took 

a Brent at $140 (1980); $73 (1990) and $160 in 2008 to crush the demand. 

Conversely, a Brent close to 120 between 2012 and 2014, a long period, did not 

destroy demand. Therefore, the question of a theoretical trigger level is not so 

clear!  

Of course, one must always contextualize and consider other factors, like for 

instance the Great Financial Crisis in 2008... Another explanation of the 

indeterminacy of a proper trigger level has been provided by economists: our 

modern, service-oriented, Western economies have become less sensitive to high 
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oil prices. Hopefully! In any case it seems that a few 

months with oil prices ranging between $120 and $140 

would most probably trigger a recession.  

 

Oil price in absolute (black) and real terms (red) in last 

decades 

Source: inflationdata.com  

 

The absolute level of oil price provides fewer quality 

signals than its momentum 

 

Are markets acknowledging for the lack of 

tentative policy response?  

US Treasury bond market expects the yield curve to 

invert by June 2023, hence a recession in a little over a 

year. It should be noted that it was already expecting it - 

in a less marked way - for the end of 2023 until two 

weeks ago, i.e. before the invasion of Ukraine. 

 

Yield curve inversion brought 6m forward in just a 

fortnight 

 

 

 

 

 

 

 

 

 

 

 

Source: Alambra 

 

In theory, central banks usually put oil price increases 

into perspective as much as possible. If the general 

macro context allows it. Unfortunately, this is not the case 

at all now! Inflation started to derail in the US and Europe 

in H2 2021 already. Long before oil broke through the 

$100 mark. To maintain a semblance of credibility, Powell 

and Lagarde will have to try to tighten their monetary 

policies at the very moment when the exogenous shock - 

oil - adds a major stress... Good luck! 

The good news is that financial markets already discount 

significant risks of a recession 

The bad news is that recessions are – never – good news for 

risky assets… 

 Ukraine invasion will trigger the depression of the 

Russian economy 

 As long as the war continues, it will prevent black 

gold from falling quickly  

 Global growth is also clearly at risks, absent lower oil 

prices 

 Further risk-off episodes for risky assets might well, 

unfortunately, lie ahead… 

 

Currencies. Troubled times 

Main currencies performance since Feb 24th 

Source: Bloomberg 

 

The global risk environment is not sufficient to derail 

central banks from acting. It has not refrained the Bank of 

Canada to deliver its first tightening step, taking some 

steam out of the economy to wrestle inflation back under 

control. The first 25bps hike was well telegraphed, and the 

pace of hikes is likely to be mirrored by what the Fed 

delivers stateside. The statement was hawkish to explain to 

Canadians why the pain of higher rates is warranted. The 

BoC opted to balance it by maintaining its practice of 

reinvesting maturing bonds, for now. The Ukraine war is 

seen as a new source of uncertainty, but also as a lift to 

inflation. With the inflation likely to run hotter than 

expected through S1 2022, odds are for 3 rate hikes of 25 

bps over the next meetings. 
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Speculative positioning 

Source: CFTC, Bloomberg 

On its side, the RBA did not do any favors to the AUD 

with its wary statement accompanying maintenance of 

the cash rate at 0.1%. However, the AUD has continued 

to outperform, being the top performer amongst G10 

currencies since the start of the Russian invasion. The 

scale of the surge in commodity prices is stunning, 

including Australian export products like LNG, coal, 

wheat, iron ore and aluminum. It comes after Australia 

recorded an 8% jump in exports in January, producing 

the second-largest surplus on record. Still, the global 

growth outlook is cooling, which is typically AUD 

negative. However, an extended speculative short 

positioning and Australia’s current account surpluses 

explain some of the currency resilience. The AUD/USD 

just broke its long-term resistance around the 200-days 

moving average at 0.7324. 

 

AUD just broke its long-term moving average 

Source: Bloomberg 

 

 

 

The NZD/USD has also performed well recently. The 2 main 

drivers are the central bank and commodity prices. It is 

concerned that rising inflation expectations could become 

entrenched. Last week, the RBNZ surpassed already 

hawkish expectations. It has significantly raised its projected 

key rates peak and announced a July balance sheet 

shrinking.  

NZD and milk price 

Source: Bloomberg 

The other commodity currency is the NOK. It is well known 

as an oil currency given the importance of petroleum to 

the Norwegian economy. Over the past decade, the EUR/

NOK has moved inversely to oil prices, with a correlation of 

-75%. As such, the currency would normally rally on firmer 

oil prices. While oil prices are up 45% in  2022, climbing to 

a 14-year high, the NOK has not responded in its usual 

fashion. The EUR/NOK has instead held a 9.80-10.20 range. 

The correlation with oil just turned positive. There is now 

plenty of scope for a swift recovery in the NOK, especially 

as Europe cannot currently afford to get by without energy 

exports. 

EUR/NOK and oil price 

Source: Bloomberg 

 For commodity related currencies, a risk exists around 

the March 11th US inflation data and March 17th 

FOMC meeting. Both of which could penalize them 

 We maintain a long bias on those currencies, mainly 

AUD 
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Fixed income. ECB to maintain all options 

opened 

Russia's aggression in Ukraine is an unpleasant source of 

uncertainty for central banks. Fed chairman Powell 

reiterated that the Fed still intends to raise the rates in 

March by 25bps. The reduction of the Fed balance sheet 

is still most likely to start by the summer. Markets are 

now pricing in 6 rate hikes this year. On the other hand, 

the ECB finds itself between a rock and a hard place. It is 

particularly the case after its hawkish pivot at the 

February meeting, clearly raising expectations for policy 

tightening ahead. After this shift, the ECB will have to 

balance a stronger inflation outlook with the highly 

uncertain economic impact of the war. The staff 

projections are likely to contain exceptional uncertainties 

as the conflict has already clouded the near-term 

economic outlook. Core inflation projections will point 

towards 2.0%, allowing the policy normalization process 

to continue at some stage. The ECB should fall short of 

giving a firm indication of an upcoming rate hike. 

7- to 10-year European real yield 

Source: Bloomberg, Barclays 

The ECB will be attentive to financial stability. It may 

launch new LTRO operations as soon as now. Given the 

historically low level of European real yields, the ECB is 

still conducting an easy monetary policy. The ECB may 

find it politically challenging to announce the end of its 

Asset Purchasing Program as long as the full 

ramifications of the war are not known, even with a 

higher inflation. Lagarde will stress that the ECB could 

ease monetary policy in the coming months via its QE 

and recalibrate it if needed. 

 For now, the one 25bps rate hike priced in for a 

December hike is fair from a risk/reward 

perspective. Even at 0.0%, in the current context 

German 10-year Bund yields remains a good 

hedging proposal 

 EUR will remain penalized by its close link with 

Ukraine as well as ECB easy policy 

Fossil fuels/metals. The tipping point is near for 

Europe 

1. The cost of energy is becoming too high for 

European aluminum and steel producers. The big 

groups are resisting, but the smaller ones are 

announcing a slowdown in production, or even a 

total shutdown. 

2. The end-consumer (households, enterprises) begins 

to perceive the increase in oil and gas prices. The bill 

increases for private and commercial transport, for 

filling oil tanks and for electricity. Consumers and 

businesses will reduce their consumption. 

3. The sanctions against Russia result, among other 

things, in the cessation of imports of aluminum and 

steel, which will cause problems in many sectors 

such as the automobile, construction, aviation or 

transport. 

4. Base metals such as nickel – essential to produce 

steel – and palladium – essential for the manufacture 

of catalytic converters for vehicles – will be lacking. 

5. The disruption of neon gas, of which Ukraine 

accounts for 70% of the world's production, will 

cause a powerful stress in the manufacturing process 

of semiconductors. 

In conclusion, we could have both a fall in supply - 

disruptions and shortages in base metals, (semi)finished 

metals, fossil fuels and neon gas - and a fall in demand - 

high prices and financial prudence with a risk of expanded 

war. 

Reminder of the weight of Russia in world production, a 

large part of which was exported to Europe: 

• Oil 11%. 

• Gas 18%. 

• Nickel 15% and refined nickel 20% with Norilsk 
Nickel. 

• Aluminum 6% with Rusal, 2nd worldwide tied with 
India, but far behind China with 60%. 

• Steel 4% with Severstal, 5th worldwide, behind 
China, India, Japan, and the United States. 

• Palladium 40% of world production. 

• Copper 4%. 

• Gold 8%, 3rd worldwide, behind China (13%) and 
Australia (9%). 

• Silver 6%, 8th worldwide. 

March 7, 2022 



 ♦ 5 

• Platinum 20%. 

• Coal 5%. 

• Cobalt 4%, 2nd in the world, far behind the 
Democratic Republic of Congo with 70% and 
ahead of Australia and the Philippines. 

• Titanium. 

• Tellurium. 

• Selenium. 

• And neon gas with Ukraine, which accounts for 
70% of world production. 

Use: 

• France imports 50% of its aluminum needs from 
Russia. 

• Germany imports 40% of its gas from Russia. 

• Palladium: 70% of demand is intended for the 
manufacture of catalytic converters. Also used in 
semiconductors. 

• Platinum: automotive 42%, jewelry 38% and 
industry 20%. 

• Titanium: aeronautics 

• Steel: 25% of European imports come from Russia, 
Belarus, and Ukraine. 

• Nickel: 70% of nickel demand is used for (stainless) 
steel. 

• Neon gas: semiconductors 

Arcelormittal is in the process of closing its Kryvyi plant in 

southern Ukraine, which accounted for 7% of the group's 

total steel production. 

 An escalation of the conflict in Ukraine could have 

serious economic consequences (IMF), in Europe in 

particular 

 We are reducing our equity exposure 
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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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