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Weekly - March 21, 2022 

When the Reason of State justifies everything 

Since the end of the great financial crisis (2009), the major developed countries 

have resorted to ¨financial repression¨ to avoid deflation, rightly considered the 

worst-case macroeconomic scenario. If the economy has indeed stabilized, it is at 

the cost of major dislocations: negative interest rates, widening inequalities, asset 

price inflation (financial and real estate) and the collapse of productive 

investment. Worse still, the burden of - both public and private - debt has 

markedly / dangerously jumped. Central banks, forced to pursue unconventional 

policies at the limits of their mandate, are losing their independence and 

credibility.  

We are surreptitiously shifting from the old regime of money and accounting... 

...in the new one featuring Expropriation and Digital money 

 

Two shocks that require crossing the Rubicon 

Policymakers, flanked by the big banking institutions, have waged a powerful 

rearguard action against the ¨blockchain¨ and ¨cryptocurrencies¨. Nothing less 

than the maintenance of their monopolies/privileges is at stake: controlling the 

issuance of money, its distribution and interest rates! 

 

The US has long since crossed a red - ideological - line. It interprets the ¨rule of 

law¨ to its advantage. It teleports its judicial system abroad, imposes political and 

financial sanctions on disobedient. It is the law of the strongest with the King 

Dollar as its cornerstone. This system is supported by the recycling of 

petrodollars: the Middle Eastern monarchies benefit from the (armed) protection 

of the United States, but they quote their hydrocarbons in USD and park their 

assets in US Treasury Bonds. 

There are increasing signs that the establishment of a new regime is underway:  

A. China successfully launched its Crypto-Yuan last year. According to K. 

Rogoff, China’s Yuan is likely to become Asia’s central currency 

B. On March 9
th 

2022, Biden signed an executive order calling on the 

government to examine the risks and benefits of cryptocurrencies in the 

context of… National Security. Exceeded in artificial intelligence (China), 

and high-end semiconductor manufacturing (Taiwan), the US is 

attempting to maintain competitive edge over other countries (China) 

when it comes to crypto developments 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -6.8% 

 S&P 500 -6.4% 

 Nasdaq -11.2% 

 Stoxx 600 -6.7% 

 SPI -5.8% 

 Nikkei -6.8% 

 China -13.8% 

 Emerging -8.8% 

  

 BONDS  

 CHF Corp  -3.1% 

 US Govt -4.6% 

 US Corp -7.4% 

 US HY -5.1% 

 EUR Gvt -5.5% 

 EUR Corp -4.9% 

 EUR HY -4.8% 

   

 CURRENCIES  

 USD index +2.7% 

 EURUSD -2.8% 

 EURCHF -0.7% 

 USDCHF +2.1% 

 USDJPY +3.6% 

 EM FX -2.0% 

  

 COMMODITIES   

 Gold +5.4% 

 Silver +7.6% 

 Brent +44.0% 

 Copper +4.5% 

 CRB index +25.8% 

Weaponization of the  
Financial System 
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Source: Nikkei Asia 

 

C. Ukraine is an important hub for cryptos with the 

world’s highest level of crypto usage per capita in 

2020. In past weeks, Ukrainian government 

accepted - spontaneous - global donations in 

cryptocurrencies, more than $100mios.  

Pandemic and Ukraine war represent a tipping point 

Desperate developed countries are compelled to resort to 

radical methods like confiscation 

They exhausted traditional and heterodox means of 

economic policy to get the (economic) machine moving 

again 

 

The articulation of a New Regime has started  

Signs abound that the world is in a state of trance, 

concretely tipping over into another regime. By 

obligation. The articulation of the New Regime is two-

fold: 

 

Firstly. Bypassing the banking system, by airdropping 

money to the adversely affected - private - economic 

agents 

This is a break with the procrastination of the last few 

years:  the US administration formally intends to explore 

a digital version of the US dollar. Ultimately, it would allow 

for the monetary policy to percolate directly to households, 

companies. It could be customized according to 

economical / political objectives. 

 

On the bright side, such a ¨Money to the people¨ system 

would tentatively allow for a more redistributive monetary 

policy. On the dark side, Big Brother would be able to 

control every single transaction of private people / 

companies… 

 

Secondly. Disconnecting, stigmatizing, expropriating 

economic agents - mainly public but not only (Russian 

oligarchs) - deemed toxic / dangerous 

Trudeau government simply blocked Canadian truckers 

access to their banking accounts on the premises that they 

posed a threat to national security. The US and EU expelled 

the Russian central bank and most banks from SWIFT. 

Western allies expect to deprive Moscow of one of the key 

planks: “Fortress Russia” owns $630 billion stockpile in 

reserves. In a total panic mode, the London Metal 

Exchange (LME) just halted nickel trading and canceled 

trades after prices doubled. This is the biggest crisis ever to 

hit the 145-year-old exchange.  

 

Although Central Bank of Russia reduced its exposure to 

USD, it has lost a lot of capacity to act 

Source : GeoEconomics Center Calculations, Bank of Russia 

 

Granted, a ¨software reset¨ based around a new digital 

currency will require mass adoption and acceptance, hence 

time. But our decision-makers are entering emergency-

mode: 

A. How could they manage the next recession without 

ammunition (negative interest rates, hypertrophied 

central bank balance sheets)? 

B. China will reassess the future structure of its foreign 

exchange reserves. Should it keep so many US 

Treasuries, and risk expropriation, especially if it intends 

to ¨annex¨ Taiwan? 
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• Our world is no longer only shaped by institutions, 

but also by networks 

• Digital money is on its way, soon 

• Expect the hegemony of the US dollar should 

vacillate over (medium) long term  

• Real assets, precious metals and even crypto-assets 

will continue to attract capital, well beyond the circle 

of ¨Libertarians¨ 

 

Fixed income. The Fed kicking off its rate hiking 

campaign 

As widely expected following its Chair March 2nd 

testimony, the Fed has raised rates by 25bps to a range 

of 0.25-0.5%. It is going to be the first of many with the 

dot plot pointing to 6 further hikes this year, in line with 

market expectations. The Fed sees the momentum for 

higher rates continuing with its Fed Funds projections 

hitting 2.8% in 2023 before moving lower to a long-run 

trend of 2.4% vs. previously 2.5%. St Louis Fed Chair 

Bullard, the most hawkish member for some time, 

wanted a more aggressive hike, he is militating for Fed 

Funds at 3.0% by year-end. 

 

FOMC Fed Funds scenario 

 

Uncertainty caused by the Russian invasion is a key risk 

for the economic outlook and there are no guarantees of 

successful talks. Uncertainties prevail also about how 

quickly supply chains strains will improve considering 

Chinese zero Covid policy. It will likely create additional 

upward pressure on inflation.  

 

The Fed did not say much about its plans to normalize its 

balance sheet other than an announcement will come 

soon. How far and fast the Fed will go on will also be 

influenced by the speed of the balance sheet adjustment. A 

June formal announcement with a July start is likely. The 

Fed total assets stand at $8.9tn, about 38% of GDP, 

compared with some 5% before 2008 and 25% in 2014. As 

in 2017, this will come via phasing out the reinvestment of 

maturing assets. The numbers will be much larger given 

that the balance sheet has more than doubled. The Fed will 

have to deal with the housing risks too. The average US 30-

year fixed mortgage rate topped 4.0%, first time since May 

2019, compared to 3.2% at the start of year. 

 

Fed long-term dots and US 30 year-yield 

Source: Bloomberg 

 

The fact that the 30-year Treasury yield is now at 2.5% 

does signal that the debate now is whether a 2.0% hurdle 

can morph to a 3.0% hurdle in the months and quarters 

ahead. The inflation dynamic suggests yes, but the Fed 

model sends another message. 

• US long-end yields entering long-term purchase area 

 

Fixed income. The Bank of England did not 

disappoint too 

As widely expected, the BoE hiked its key rate for the third 

time by 25bps since last December to reach 0.75%. The 

committee voted by 8 versus 1 in favor of a hike with one 

dissenter preferring no change. This is a more dovish  split 

than the 4 members voting for a 50bps hike in February. 

This change was motivated by the potential consequences 

in Ukraine war. It is likely to accentuate both the near-term 

inflation peak (to around 8% in April, and potentially even 

higher), but also its subsequent drop. 

 

Regarding future hikes path, according to the dovish shift 

across the board, 2 other hikes look guaranteed and then 

there is a good chance of a pause after that. One reason is 

that active gilt sales should begin after the rate exceeds 

1.0% and a more cautious hiking approach should be 

requested. This contrasts with market expectations of 5 

March 21, 2022 



 ♦ 4 

additional hikes, more or less like for the Fed, as soon as 

this year. This looks excessive. The BoE is already 

signaling that inflation would fall below the 2.0% target 

within the forecast horizon.  

 

The committee did not update its policy on 

passive quantitative tightening, i.e. passive balance sheet 

reduction by not reinvesting the proceeds of gilts 

maturing in its existing portfolio. It neither mentioned 

active sales of gilts. 

• Considering excessive market expectations for 

tightening, and a subdued economic outlook, we are 

closer to the end of the higher rate adjustment than 

to its start 

 

 

Equities. We don't capitulate 

Technical. The stock markets got off to the worst start of 

a year, until March 14, first with fears of a more restrictive 

Fed than expected, then with the Russian invasion of 

Ukraine on Thursday 24
th

, February 2022. Then, indices 

recorded a strong rally, of 15% for the Euro Stoxx since 

March 7th and of 6.5% for the S&P 500 since March 15th. 

The strong rebound in European equities follows record 

outflows from European equities during the first 2 weeks 

of the Russian invasion of Ukraine. 

Source: JPMorgan, CNBC 

 

Some indices and stocks have a technical W pattern that 

suggests a continuation of the rally. Last week, the S&P 

500 made a dead cross pattern, the downward crossing 

of the 50-day moving average with that of the 200-day. 

The dead cross pattern often scares off investors, while it 

is not that bad. According to FundStrat, of the 48 dead 

cross setups since 1929, the 3-, 6-, and 12-month average 

returns have all been positive for the S&P 500. In 4 of the 

last 6 dead crosses, the S&P 500 was near a low. According 

to technicians, this dead cross, combined with other 

indicators, would signal that the stock markets are looking 

for a floor. For a long-term investor, buying around a dead 

cross/bearish cross has always been a good buy. A nuance: 

rarely, a dead cross has appeared in a period of rising Fed 

Funds; this unprecedented combination could suggest a 

continuation of this corrective phase according to 

Renaissance Macro Research. 

 

Investor Sentiment. Investors’ sentiment indicators are in 

the pessimistic zone, which suggests that they are pricing 

in many negative factors. In general, this coincides with a 

stock market bottom. 

 

Fear & Greed investor sentiment indicator  

Source: CNN Money 

 

Seasonality. Statistically, January and February are among 

the most unfavorable months of a year, while March is 

rather positive and April is by far the best month for the 

stock market. 

 

Earnings per share and stock market valuations. US profit 

growth was 31% in 4Q21, 10 points higher than estimates at 

the start of the reporting period, bringing 2021 growth to 

48%. For 1Q22, growth is expected at 4.7% and 8.5% for 

2022. The most important issue cited by companies is the 

disruption of supply chains. The impact on margins is still 

limited so far with an estimate of 12.1% against 12.4% 

estimated at the end of 2021. Regarding Europe, after 

growth of 59% in 4Q21, Stoxx 600 profits are expected to 

increase by 21% in 1Q22. The Russian invasion will probably 

have a negative impact on European profits, in particular 

on energy (links with Russia), (semi)finished metals 

(explosion in energy costs) and discretionary consumption 
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(consumer caution). The PE ratio regime is directly linked 

to inflation: in an inflationary period, the PE ratios 

compress. Since April 2021, the PER of the S&P 500 has 

fallen by 30%. The market is therefore efficient as it 

incorporates inflation. 

 

Target on the S&P 500. After the pandemic, the war in 

Europe, more lasting inflation and pressure on margins 

have changed our valuation on the S&P 500, which is 

now at 4,720. Bloomberg Intelligence values the S&P 500 

at 4,700 with a 20% risk of seeing a recession and 5% 

stagflation. 

 

Support plans. In the short term, there is strong pressure 

on the European economy, but the stock markets should 

anticipate resilience plans and the European desire to 

reduce dependence on Russian energy by accelerating 

the energy transition, the spending on defense and 

industrial independence. After the Versailles summit, 

Europe will present a roadmap between April and May. 

• Barring a global war, the stock exchanges should 

resist 

• We remain invested in equities but with cautious 

• In the medium term, priority is given to defensive 

stocks and energy transition 

• In the short term, volatility and sector rotations. We 

overweight the banking sector 

• For several years now, the stock exchanges have not 

evolved with the real economy 

 

Equities. The difficulties of the automotive sector 

After a contraction of 6% in January, sales fell by 6.7% in 

February in Europe. The current situation (pandemic, war 

in Ukraine) does not favor consumption. These are the 

worst figures since the statistics exist (1990). 

With the pandemic, the automotive sector has suffered 

from disruptions in supply chains, in particular with a 

shortage of semiconductors which are all the more 

important in the technological transition towards 

electrification. European and American manufacturers, 

except Tesla, also realize that the supply of batteries is 

complicated, a market largely dominated by China, South 

Korea and Japan. 

 

This situation results in a reduction in offer for consumers 

or excessively long delivery times. 

 

With the war in Ukraine, a new problem arises. Steel and 

aluminum prices are on the rise due to the halt in Russian 

steel and aluminum exports and a sharp rise in energy 

costs for European producers of finished metals. The 

conclusion after 2 very difficult years is an increase in the 

selling prices of cars, a trend that can be observed in 

particular among pure electric car manufacturers. Rivian 

announced a 20% increase in the price of its cars due to 

rising production costs. The Chinese Xpeng and Tesla have 

also made price adjustments. 

 

All the historic manufacturers are starting to concede that 

electrification is going too fast and that the transition will 

not be without damage. The next 5 years will be difficult. 

Especially since China has not made the same 

commitments regarding the elimination of combustion 

engines. The French automotive industry is asking for 

combustion engines to be maintained until 2035. 

• The automotive sector will stay at risk 
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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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