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Weekly - March 14, 2022 

Is Ukraine (just) a piece of a - much - larger puzzle? 

Nobody could, for sure, determine the final objectives of V. Putin. European 

chancelleries are now considering the invasion of Ukraine as being potentially the 

first act of a larger play. Does he ultimately want to restore the borders of the 

Soviet Union, or rather those of the Empire of Peter the Great? Some strategists 

believe that his ambition the recovery of the Baltic States, annexed by the Red 

Army in 1940 and occupied until their independence in 1991. The future will tell...  

In any case, a latent / enlarged conflict is practically underway in the depths of the 

icy waters of Northern Europe 

 

Could the Baltics be the Canary of a new World Order? 

In recent years the Nordic countries, and especially the Baltic Sea, have been the 

scene of muted confrontations between NATO and Russia. For instance, a major 

fiber optic internet cable, in Svalbard (Norway), was mysteriously cut in January 

2021. It temporarily disconnected the NASA and many Western commercial and 

military satellites. Another Norwegian cable (Lofoten-Vesterålen) was cut in 

November 2021. The data collected by its sensors, which provide insights about 

the traffic of (Russian) submarines, are directly sent to the Norwegian Defense.  

 

The Suwalki Gap is a 64-miles strip of Poland’s eastern border. US military 

officers fear that in case of a conflict with Moscow, Russian forces may effectively 

cut off the Suwalki Gap, hence sever the Baltic states from the rest of the alliance. 

 

NATO considers Suwalki Gap the most vulnerable spot in Europe 

Source: The economist / The Baltic Times 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -12.1% 

 S&P 500 -11.8% 

 Nasdaq -17.9% 

 Stoxx 600 -10.7% 

 SPI -10.7% 

 Nikkei -12.1% 

 China -15.5% 

 Emerging -11.9% 

  

 BONDS  

 CHF Corp  -3.2% 

 US Govt -3.8% 

 US Corp -8.0% 

 US HY -5.5% 

 EUR Gvt -5.2% 

 EUR Corp -5.1% 

 EUR HY -5.3% 

   

 CURRENCIES  

 USD index +3.5% 

 EURUSD -3.7% 

 EURCHF -1.3% 

 USDCHF +2.6% 

 USDJPY +2.3% 

 EM FX -4.0% 

  

 COMMODITIES   

 Gold +7.8% 

 Silver +9.8% 

 Brent +41.6% 

 Copper +1.5% 

 CRB index +27.0% 

A touch of  “The hunt 
for Red October “ 
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This zone is of paramount geo-strategic importance, no 

doubt. From 2020, Russia has been concentrating much 

military power in the enclave of Kaliningrad. Kaliningrad 

is the sole Russia’s warm-water port on the Baltic Sea 

(which does not freeze during winter). Kaliningrad hosts 

missiles (including tactical nuclear ones) and naval units, 

which allow Russia to project its military power in the 

Baltic and central Europe. 

 

Since the invasion of Ukraine, Belarus has de facto been 

occupied by Russia. Belarus’ largest source of foreign 

currency revenues is Potash exports. Last January, 

Lithuania unilaterally cancelled a railway agreement with 

Belarus, which has been allowing for most of Potash 

exports. Will this create a convenient excuse for Belarus 

to get a land continuity - through the Suwalki gap – up 

to the enclave of K? 

A. Blinken's latest visit to the Baltic countries makes a lot 

of sense 

NATO would be well inspired to send there urgently more 

troops and equipment 

• Fortunately, the enlargement to the Baltic States is 

just one hypothesis among others 

• It would, actually, consecrate the direct confrontation 

between Russia and NATO 

• Still, particular attention should be paid to 

developments in the Nordic / Baltics countries 

 

Fixed income. Faithful central banks to their 

roadmap 

As expected, the ECB has revised down its 2022 GDP 

growth to 3.7% and significantly up - and above its 

target - its 2022 inflation forecast to 5.1%. Core inflation 

is still expected to remain below 2.0% in 2023/2024. The 

ECB expects growth and inflation to remain anchored in 

2023 and 2024, on the idea that current prices spike is 

driven by one-off factors and is not turning into 

inflationary spiral. Under such a scenario, it is unlikely 

that it will be embarked into a continuous hiking cycle 

next year.  

 

Despite expectations for a pause in monetary tightening, 

the ECB did speed up its plans to taper Asset Purchasing 

Programs (APP). It now plans monthly net purchases 

under the APP at €40 bn in April, €30 bn in May and €20 

bn in June. The net purchases for Q3 will be data 

dependent. The ECB has clearly become more hawkish 

QE-wise. It wants to end asset purchases much sooner 

than previously announced. 

A lot of volatility in the bond market lately 

Source: Bloomberg 

 

The wording that policy rates could increase shortly after 

the end of net asset purchases has been replaced by “some 

time after”. All of this means that the ECB is moving on with 

a very gradual normalization of monetary policy, keeping 

maximum flexibility in all directions. This is the best the ECB 

can do with the ongoing extremely high uncertainty. It has 

strengthened its hawkish bias and kept the door wide open 

to a first rate hike before the year-end. 

 

In contrast, the Bank of England is set to meet and lift 

policy rates. In the UK, growth is solid and inflationary 

pressures are still building. The BoE will focus more on 

inflation as opposed to potential growth effects stemming 

from the Ukraine crisis. Over the course of this year, 

policymakers will continue tightening policy, and key rate 

will end the year at 1.50%. 

 

The US inflation rose in February at an annual rate of 7.9%, 

a new 40 year high. The details show broad-based price 

pressures with housing shelter costs up 4.7% yoy. While 

supply chains strains and labor shortages are behind 

inflation surge, strong stimulus supporting demand is also 

a reason. 

 

For now, investors do not buy Fed terminal rate 

Source: Bloomberg 

 

In the near term, inflation will head even higher. The surge 

in gasoline prices will be enough to push headline inflation 

higher in March. The rising cost of labor and agricultural 
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and metal commodities will translate into higher input 

costs. In a strong corporate pricing environment, it will 

get passed onto consumers. We cannot rule out inflation 

hitting 9.0%. In this environment, the Fed will raise the 

Fed Funds rate by 25bps this week with a series of rate 

rises likely despite the uncertainty caused by Russia’s 

invasion. We would not be surprised to see FOMC 

members voting for a 50bps hike. It is obviously difficult 

to call how the geopolitical backdrop will evolve, but the 

central scenario is Fed Funds up to 1.5% between year-

end and March next year. 

 Central banks will keep a hawkish bias despite risks 

related to war in Ukraine 

• Most of their tightening is already well discounted 

 

Fixed income. The new liquidity provider 

The Two Sessions Chinese government work report set a 

lower growth target, and highlighted employment as the 

top challenge. Infrastructure investments are confirmed, 

but they will not be able to replace the loss of 

consumption. The 5.5% government growth target, a 

thirty-year low, implies a weaker economy than last year. 

The government would like to build a healthy public 

budget. The fiscal deficit has been set at -2.8% of GDP, 

smaller than -3.2% in 2021. Most of deficits will benefit to 

SMEs and the rural regions. Local government special 

bond issuance target has been set at CNY3.65 trillion. 

Most of it should be used on infrastructure spending like 

digitalization of factory operations and full 5G coverage. 

 

Monetary policy will also be helpful. The report points to 

a prudently flexible monetary policy stance by gradually 

reducing interest costs. Policy rate cuts will continue, and 

targeted Required Reserves Ratio (RRR) cuts are more 

likely than broad-based ones. 

 

On the FX front, very few details were mentioned. The 

managed currency floating regime will not change. As 

the yuan has become a safe-haven currency, it is more 

difficult for the government to decide the route of the 

yuan.  

 

The PBoC announced that it will hand over CNY1trn to 

the fiscal department, using accumulated revenues. The 

liquidity boost is equivalent to a 50bps (RRR) cut. This 

liquidity release is not one-off but part of a gradual 

process, depending on the fiscal spending process. This 

reduces the likelihood of large RRR cuts in S1. We still 

believe that the PBoC may replace matured medium-term 

lending facility in S2. 

 

Chinese government bonds: foreign  

investors monthly change 

Source: Chinabond, Bloomberg 

 

This came just after the Chinese government bond market 

experienced its first outflows by foreign investors since last 

March and one of the few. Overseas investors sold 35 

billion yuan ($5.5 billion) of Chinese government bonds in 

February. Their holdings fell to 2.48 trillion yuan from a 

record in January. This marked an abrupt reversal of the 

recent trend. Inflows flooded since October when FTSE 

Russell added Chinese bonds to its global benchmark. 

 

It is speculation of course but possible that the Russian 

central bank sold those bonds to generate cash. Russian 

central bank and sovereign wealth fund own an estimated 

combined $140 bn of Chinese bonds. US and EU sanctions 

cut off the Russian central bank’s access to much of its 

foreign reserves. It is also likely that the reduced yield 

spread plays a role in the recent outflows, as a result of 

their diverging monetary policies. Chinese government 

bonds may have been further forced-sold following the 

liquidation of positions in emerging markets. 

• PBoC is against other central banks trend 

• Stay overweight Chinese government bonds 

 

Equities. The Versailles European summit validated 

two of our sectoral convictions: energy transition 

and defense 

Even if an agreement is found between Ukraine and Russia, 

Europe will undeniably take care of its energy, 

technological and space independence, and of its defense. 

There was a before Thursday, February 24, 2022 and an 
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after. Things were starting to move forward with 

Afghanistan and the French submarine affair, with 

Emmanuel Macron wanting to strengthen Europe. But a 

trigger was needed to make Germany moving. The 

Russian invasion in Ukraine was the trigger. 

This summit gave birth to a roadmap which will be 

detailed between March and May to quickly lay the 

foundations for a European sovereignty from an energy, 

industrial and military point of view. 

 

By the end of 2022, the EU should reduce its dependence 

on Russian fossil fuels by two thirds. Germany wants to 

do without Russian oil and coal by the end of 2022, but 

ditching Russian gas seems more complicated. In the 

short term, the overall use of coal and gas will increase 

due to the logistics problems due to the pandemic and 

now the war, as well as the difficulties related to trade 

wars; but, at the same time, the increase in global 

electricity demand and the reduction of coal will require 

strong growth in renewable energies, paired with storage 

capacities for these energies. According to BI Research, 

Europe will need to invest €300 billion in solar and wind 

projects in 2022-2025 to be able to phase out the gas, 

translating into strong revenue growth for Vestas, 

Siemens Gamesa and Nordex. 

 

Russia and thermal coal. 50%  

of Russian exports go to Europe 

Source: Financial Times, IEA 

 

The war in Ukraine will force investors, especially 

Europeans, to review their ESG approach to the defense 

sector. Some years ago, Sweden's SEB Bank had adopted a 

sustainable policy that excluded the defense sector; but as 

of April 1st, its funds will be able to reinvest in defense. The 

decision had already been taken in January with the 

accentuation of geopolitical tensions and the threatening 

incursions of Russian aviation into Swedish airspace. In 

recent years, pressure had grown on banks and fund 

managers to exclude defense companies from their 

investment universe; a particularly strong trend in Europe. 

Since 2016, equity holdings in Thales held by non-French 

investors had been halved. The banks BayernLB and LBBW 

had decided to stop doing business with Rheinmetall. The 

defense industry has warned that the ESG label restricts 

access to capital and that banks in Germany, Belgium, the 

Netherlands, Sweden and Finland limit loans if companies 

make more than 5-10% of their income in defense. 

 

But this anti-defense behavior will change with the war in 

Ukraine and the need to strengthen Europe and its military 

independence. In its latest report on sustainable finance, 

published on February 28th, the European Commission 

removed the term “socially harmful” concerning the 

defense industry. Brussels is working on this contradiction 

between ESG and the new European strategy on increasing 

military capabilities. Public opinion about the toxicity of the 

defense sector will also evolve with the abrupt change of 

paradigm from Germany or Sweden, concerning lethal 

arms exports and the massive investments to come, 

including €100 billion immediately for Germany. A final poll 

reveals that a majority of Swedes and Finns would support 

NATO membership. 

• Europe will accelerate its energy transition 

• The war in Ukraine could push investors and banks to 

reconsider their position on the defense industry which 

will become crucial 

• Safety and security of citizens could be recognized as a 

social element in ESG 

• We overweight the energy transition 
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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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