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Weekly - February 28, 2022 

A terrifying and fluid situation 

The world has been holding its breath since February 24, 2022. A war is being 

waged between two sovereign states in the center of Europe. The risks of a 

general conflagration of the continent have never been so high since decades. 

Putin probably intends a Blitzkrieg in Ukraine 

But still, Ukraine invasion features the first systemic shock to the international 

order since the end of the Second World War 

 

A critical moment, that may totally reshape Europe 

What we know - for sure - at the time of writing: 

1. Russia has prepared for years to become ¨sanctions-proof¨ 

2. The imbalance between military forces argues for a short-lived conflict 

3. The US is actively preparing for different measures to avoid further spikes 

of energy prices 

4. Whether it likes it or not, Europe is dependent on oil and gas supply from 

Russia 

5. In the past, Ukraine was already run by a puppet belonging to the Russian 

sphere, without consequences… 

 

We don’t know the ultimate objective of Putin. But, according to J. Fischer, the 

former German Foreign Minister, it could be multi-faceted: 

¨Putin wants more than Ukraine. His war is about the entire European system... In 

seeking to redraw the map by force, he hopes to reverse the European project and 

re-establish Russia as the preeminent power, at least in Eastern Europe.¨…  

¨This aspiration immediately involves Europe, because Russia has never been a 

global power without first becoming a hegemonic force in Europe.¨ 

¨…if Transatlanticism is to endure, Europe itself must become stronger. That will 

require Germany – first and foremost – to rethink its role ¨ 

Uncertainty will prevail in Europe for long 

 

Beyond (geo)-politics, Ukraine matters for many reasons 

The country is the second largest in Europe by area and has a population of over 

40 million people. 

When it comes to metals and energy, Ukraine ranks: 

1. 1st in Europe in proven reserves of uranium ores 

2. 2nd in Europe and 10th worldwide for titanium ore reserves 

3. It owns among the largest iron ore reserves in the world (30 billion tons) 

as well as significant coal reserves (over 30 billion tons) 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -7.8% 

 S&P 500 -8.0% 

 Nasdaq -12.5% 

 Stoxx 600 -8.2% 

 SPI -8.5% 

 Nikkei -7.9% 

 China -7.3% 

 Emerging -4.9% 

  

 BONDS  

 CHF Corp  -2.5% 

 US Govt -3.4% 

 US Corp -6.2% 

 US HY -3.9% 

 EUR Gvt -4.0% 

 EUR Corp -4.3% 

 EUR HY -3.8% 

   

 CURRENCIES  

 USD index +1.6% 

 EURUSD -1.8% 

 EURCHF -0.3% 

 USDCHF +1.5% 

 USDJPY +0.4% 

 EM FX -2.3% 

  

 COMMODITIES   

 Gold +3.8% 

 Silver +4.0% 

 Brent +30.4% 

 Copper +0.6% 

 CRB index +13.8% 

At the time of writing 
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Often considered the attic of Europe, Ukraine is 

important in terms of agriculture: 

1. 1st place in Europe regarding arable land area 

2. 1st world exporter of sunflower and sunflower oil 

3. 2nd world largest producer in barley, 3rd of corn, 

4th of potatoes, 8th in wheat exports 

In short, it is assumed that Ukraine can meet the food 

needs of 600 million people. 

Ukraine war exacerbates disruptions in many natural 

resources 

 

After FOMO, TINA and the REDDIT cohort, will 

¨buy on the dip¨ be the next casualty? 

The last few months have seen a profound shift in risk 

appetite. Unbridled - sometimes outrageous - 

speculation fueled by the money glut has suffered some 

very serious setbacks. They are likely to be long-lasting 

given the sustained eruption of inflation and the 

compelling need for central banks to continue tightening 

financial conditions. Less liquidity, higher rates, slower 

macro growth rates and earnings: the party is coming to 

an end... 

 

The war in Ukraine will reinforce / prolong global 

stagflationary tensions: it fuels inflation and reduces real 

growth. But the impact is going to differ by continents. 

 

According to the latest developments of the US bond 

markets, the ongoing inflation surge will continue in the 

medium term, at a pace of around 3% on average. 

However, this strong acceleration in prices would 

dissipate in the medium term: the expected inflation 

according to the 5y5y indicator (average inflation 

between 2027 and 2032) remains stuck at the Fed's 

target of around 2%. Unless oil were to soar well above 

$100 and remain there for a long time, the cyclical and 

inflationary impact of the Ukrainian crisis seems limited. 

 

US medium-term inflation expectations 

Source: Bloomberg 

China has started to gradually loosen its economic policy. 

Beijing could accelerate the pace of accommodation 

depending on the global slowdown. Europe is more in the 

twilight, as closer geographically to the conflict, more 

dependent on Russia energy. Sanctions and retaliation 

could prove much more damageable. A weaponization of 

energy by Russia is unlikely so far; but it will ultimately 

depend on the fate of NordStream2. Germany is likely to 

be a weak link in the equation. ECB will be obliged to 

consider more this external shock, than peer G3 central 

banks. 

Normalization of monetary policies will continue in the US 

and China 

It could be delayed in Europe 

• Ukraine war will prolong inflation tensions and raise 

stagflation risks  

• If it does not cause a lasting oil shock, a global 

recession in 2022 is very unlikely 

• Investors will confront a lower liquidity environment 

and the eventual normalization of monetary policies 

• From now on, a geopolitical risk premium will also 

impact risk appetite  

 

Currencies. Ukraine/Russia conflict is an EUR 

problem 

The flight to safety has massively supported the USD, and 

amongst the other currencies backed by the widespread 

risk-off sentiment we find the usual suspects – the JPY and 

the CHF. Since March 2020, we have not seen an intraday 2

-big figures move in the EUR/USD. But it happened last 

week. The EUR/USD has moved down from 1.1311 to 1.1107 

intraday. It even temporarily broke down the key support at 

1.1120 i.e. the January 28
th

 lows. 

 

EUR/CHF and EUR/USD on key supports 

Source: Bloomberg 

 

The outlook for the USD has improved as it is supported by 

the risk-off sentiment. And the Fed is more likely to go 
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ahead, while the ECB is more likely to have second 

thoughts about speeding up the pace of monetary policy 

normalization. 

 

Fed member Mester signaled that she believes that it will 

be appropriate to move Fed Funds rate up in March and 

followed with further increases in the coming months. 

Bostic and Barkin echoed those comments. The Fed 

should continue with its lift-off plan. 

 

On its side, the ECB has already acknowledged that 

situation in Ukraine would impose a comprehensive 

assessment of the economic outlook at the March 

meeting. The Ukraine developments are likely to reduce 

the sense of urgency for a rate decision. The ECB is likely 

to identify the situation as a downside risk to the 

economy, as it did in 2014 when Russia annexed Crimea. 

Even Austrian governor Holzmann, the most hawkish ECB 

member, conceded that that normalization may have to 

be slowed down. He was recently calling for a first hike in 

the summer, followed by a 2nd by the year-end. Since 

then, he has admitted that policy normalization may well 

be delayed.  

 

From a financial standpoint, European banks face the 

highest exposure to Russia. This helps to explain some if 

the initial reluctance to remove Russia from SWIFT and 

also why the EUR is likely to suffer the most as conflict 

continues.  

 

The ECB would still paint the normalization as a gradual 

process. It will reiterate its flexibility and continue its 

normalization process, even if inflation remains high and 

faces more upside risk from energy price developments. 

It will need to accelerate tapering at some point later in 

the spring if there is no marked deterioration in the 

growth outlook.  

 

Fed and ECB December 2022 tightening,  

market expectations (bps) 

 

Source: Bloomberg 

That said, expectation for rate hikes has only been 

marginally scaled back over the past week. While 165bps 

had been priced in the Fed Funds tightening before year-

end 10 days ago, 15bps have vanished this week. However, 

the tightening path is not contested. On the Euro side, 

while only 55bps were expected for year-end, half of it has 

already disappeared. Historically, geopolitical tensions have 

never been the source of a monetary policy cycle inflexion. 

• Ukraine/Russia conflict is a much more important 

driver for ECB reaction function 

• Longer term escalation will pressure down further the 

EUR¨ 

 

Fixed income. Believe it or not, but China remains 

a haven of peace 

Despite the number of Chinese workers returning home 

during the Lunar New Year, domestic consumption 

continues to be dragged down by Covid threats. Tourism 

revenues disappointed whereas property and auto sales 

also contracted compared to prior years. As we 

transitioned from the holidays to the Winter Olympics, the 

slump in the real economy was extended in weaker 

manufacturing and industrial production. Beijing wanted to 

limit production capacity to avoid excessive pollution 

during the event. With both events now done, this should 

be the inflection point for Beijing to coordinate monetary 

easing with greater fiscal support to stabilize growth. 

 

The PBoC has been active with liquidity injection and 

greater net purchases of foreign reserves to shore up the 

economy. Credit conditions continue to show signs of 

easing. The PBoC moved towards net injection throughout 

the first two months of 2022 as opposed to rolling over or 

even withdrawal of liquidity during the latter part of the 

pandemic. While Asia continues to be impacted by 

ongoing geopolitical tensions as well as concerns over the 

Fed normalization agenda, China could serve as an anchor 

for economic growth. 

Source: State Street Global Markets, Bloomberg 
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Most emerging markets have been strongly hit by the 

risk aversion mindset. The sell-off in the emerging assets 

has been reinforced by the US talks to ban the purchase 

of Russian government bonds as part of proposed 

sanctions against Putin. The only island of peace was 

China. Chinese government bond wields have remained 

anchored around 2.8%. 

• Chinese government bonds and the CNY are clearly 

leaving the EM area. China is gaining its badge of 

honor 

• We still recommend the Gavekal RMB Fixed income 

 

Equities. Buy the invasion? 

After the sharp correction on Thursday 24th following 

the Russian invasion of Ukraine, the stock markets 

rebounded strongly the next day. The Nasdaq had even 

closed higher on Thursday already. 

 

It is difficult to say whether the stock markets are 

anticipating a rapid invasion, with little impact on 

economic growth and energy prices. Or a stalemate, but 

concentrated on Ukrainian territory alone. Or an 

anticipation of a known pattern: Buy the invasion. 

Strategists recall the Vietnam War, Afghanistan, Iraq, 

Crimea invasion where shares had reached lows just 

before the events to rebound with the realization of the 

event. 

 Source: LPL Reserch, S&P Dow Jones Indices, CFRA 

 

Some investors and algorithms bought on the correction 

without waiting for technical supports at 4,000 on the 

S&P 500 and 12,000 on the Nasdaq. The technology was 

sought. US banks rebounded from strong supports. US 

energy has followed rising oil prices, but European oil 

companies are suffering from their ties and partnerships 

with Russia. With the rise in energy prices and a likely 

reduction in European imports of Russian oil and gas, 

stocks linked to the energy transition have risen sharply. 

The social media platforms Meta (Facebook, Instagram), 

Google (YouTube) and Twitter will benefit from this 

situation, necessary for the inhabitants and the armies to 

monitor the situation in real time and provide crucial 

information. Overall social media traffic increased by 5% 

with the war. Analysts are issuing buy recommendations on 

these three stocks, in particular Meta Platforms which lost 

40% in February, offering a valuation of 15x 2022 profits 

and a discount of 40% compared to its peers. We value 

Meta at $300 per share, while the analyst average is $330. 

Visibility remains low. The sanctions will severely affect 

Russia, but also Europe. China, which is backing Russia in a 

likely "I'm backing you on Ukraine, you're backing me on 

Taiwan" deal, could add volatility by increasing tensions 

with the United States. It is still difficult to quantify the 

effects of this situation on overall economic growth. NATO 

is arming Ukraine and the invasion does not seem fast; how 

will the Russia react? It has reactivated its deterrent force, 

which includes nuclear weapons. 

 

The French Finance Minister said that the sanctions against 

Russia will have negative impacts on Europe. European 

chemical companies and smelters (steel, aluminum), which 

before the Russian invasion suffered from rising energy 

prices, warned that results will be affected by sustained 

high prices for gas, oil and electricity. Margins will be 

affected and/or production will be reduced. 

 

Undoubtedly, the Russian invasion solidified relations 

within NATO, with some countries such as Finland and 

Sweden considering joining the alliance, and brought to 

the fore military weaknesses in West Europe. But the major 

change is the 180 degrees reversal of the defense policy of 

Germany, which since 1945 had decided not to invest in the 

army or not to send lethal weapons to other countries; 

Germany decided on Sunday February 27th, 2022, to invest 

massively in defense, i.e. €100 billion in 2022 and each year 

more than 2% of its GDP against 1.2% currently. The other 

European countries have announced an upgrade of military 

resources. European defense companies are France: Airbus 

(20% of sales), Safran (40%), Thales (50%), Dassault 

Aviation (100%), Italy: Leonardo (46%), UK: BAE Systems, 

Ultra Electronics (100%), Sweden: Saab AB (70%), Germany: 

MTU Engines (36%), Rheinmetall (63%), Hensoldt. 

Discussions are expected to accelerate over the new 

European combat aircraft to replace the Rafale and the 

Eurofighter, and the Future Combat Air System (FCAS). 
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• We remain cautious on equities and reduce the 

European ones 

• Western Europe will be affected economically 

• Overweight the European defense sector 

 

Oil. The new energy shock led by Russia 

Ex-post, we realize that Putin had prepared his invasion. 

Russia joined OPEC+ in 2016, two years after invading 

Crimea. It excluded the dollar from its monetary reserves, 

bought gold, established close ties with China and 

concluded gas agreements with this same China. 

 

OPEC+ allows Russia to indirectly “control” the global oil 

supply when it already controls 10% (its own). OPEC 

announced recently that it would not change its supply 

policy, but that was before the Russian invasion of 

Ukraine. It is possible that if OPEC sees Russia's sole 

motivation for not wanting to increase production for 

military geopolitical reason, OPEC could still decide to 

increase output. Which would mean the end of OPEC+. 

Last October, Russia tried to create a major gas alliance 

on the model of OPEC+. 

 

The supply is very tight. Rarely backwardation has been 

so pronounced. Iraq has stopped two fields which count 

for 500,000 barrels/day. Only Saudi Arabia and the 

United Arab Emirates can compensate in the short term. 

The exclusion of Russian banks from the SWIFT banking 

system could affect Russian oil exports. An agreement 

between Iran and the West could relieve the market only 

a little, because Iran will be constrained by the 

agreement within OPEC+. 

Source: Bloomberg 

 

• The role of OPEC is to stabilize prices 

• On March 2nd, OPEC+ members will meet by 

videoconference 

• Will the OPEC+ alliance resist the war in Ukraine? 

• A spark could quickly push the barrel of Brent to $120 

 

Energy transition. Sharp rise in green stock prices 

Share prices of green stocks have jumped with the Russian 

invasion of Ukraine, rising between 6% and 20%: 1) rising 

fossil fuel prices make alternative energy more attractive 

and 2) the suspension of Nord Stream 2 will force the 

Europeans, Germany, to accelerate investments in 

alternative energies to reduce dependence on Russian 

fossil fuels. 

Could the Russian invasion be the trigger for a stock 

market revival of green equities? 

 

There is a significant disconnect between the investments 

needed for the energy transition and the stock market 

evolution of “green” securities. McKinsey has calculated 

that $275 trillion will need to be invested between 2022 

and 2050 to reach the goal of net zero CO2 emissions, or 

$9.2 trillion per year. These are very important figures that 

investors should take into consideration in a medium-long 

term vision. Another positive element is the desire of 

companies to sustain their margins to the detriment of 

sales. 

 

Rising fuel prices should encourage the purchase of electric 

vehicles. Analysts come back with recommendations on 

Tesla and Rivian, which has a market share target of 10% in 

2030 worldwide. 

• The green theme should come back 

• We still favor the AMC Green New Deal 
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Rue François-Bonivard 12  1201 Genève 
t +41 22 906 81 81  

Chemin du Midi 8  1260 Nyon 
t +41 22 906 81 50  
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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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