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The US housing market boomed through the pandemic and has been a major 

support for economic activity. The plunge in mortgage rates driven by the Fed 

combined with working from home flexibility opened more options for where to 

live. Simultaneously, supply was constrained with Covid restrictions. Inventories 

for sale fell to record lows in an environment of excess demand, triggering a 

prices surge. The Case Shiller housing index has risen by 30% nationally since 

February 2020. The worst-performing city, Chicago, experienced a 20% rise. In 

Tampa and San Diego prices have jumped by 41% up to 49% in Phoenix. 

 

US housing market – mortgage rate and applications 

Source: Bloomberg 

 

The mortgage data showed another dip in applications for home purchases. The 

move is not big but on a regular decline since early 2021. That is because 

mortgage rates are rising rapidly from below 3.0% in January 2021 to more than 

4.5% now. This happens when inflation is eroding household spending power 

and consumer confidence. The University of Michigan sentiment index reached 

its weakest level since 2011 and is not far off the lows seen in 2008. With potential 

home buyers starting to feel more nervous about the economy, the prospect of 

sharply higher monthly mortgage payments is a reason for caution. 

The US housing market performed strongly through the pandemic, boosted by 

aggressive stimulus and flexible working 

Mortgage rates are now climbing, and rising costs are squeezing household 

budgets 

After 30%+ surges in home prices and construction spending, the housing market 

could become a drag 

 

What is the most frequently asked question: Is not the Fed tightening 

in the midst of a recession? 

The Fed new mantra seems to be to reach neutral stance as fast as possible. 

More FOMC members are talking about front-loading rate hikes and even doves 

like Mary Daly are calling for tighter policy. No FOMC member is ruling out 
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50bps rate hikes. With the Fed behind the curve and still 

high inflation, there is an increasing probability that the 

Fed will tighten more and faster. 

 

US slowdown well discounted into the forward yield curve 

Source: Bloomberg 

 

Fed Chair Powell recognized the need to rapidly reach 

the neutral rate. His hawkish comments triggered 

another wave of US rates re-pricing. US 10-year yields are 

up but the short-end ones have spiked more, and the 

yield year curve has flattened to 20bps. Google searches 

on Paul Volcker, the early 1980s Fed Chair who stamped 

out the inflationary effects of another oil shock by 

increasing rates to 20% and sent the US economy into 

recession, are picking up. 

Tighter monetary policy and financial conditions increase 

the risk of a recession down the road. This is already 

reflected by the very flat US yield curve 

 

NY Fed recession probability model 

Source: Bloomberg 

 

Expect much speculation over whether a flat or inverted 

yield curve means recession. The energy shock has 

increased the chances of a late 2023/24 US recession. For 

now, the NY Fed recession probability model says there 

is no recession risk over the next 12 months. The 

probability stands at 9%. The US 10-year minus 3 months 

yield spread is the driver behind the NY Fed recession 

probability and is still relatively steep. However, given the 

current Fed Funds pricing this curve should flatten 

massively. The message from the NY Fed’s model should 

change accordingly. 

• Over the coming months, the recession probability will 

rapidly climb to 30% 

• Bond market volatility will remain high 

 

Currencies. The Swiss exception 

As expected, the Swiss National Bank (SNB) maintained its 

ultra-accommodative monetary policy. It kept its key rate at 

-0.75%, the lowest level in the world. This contrasts with 

other central banks like the US and the UK which are 

tightening their monetary policies or the Eurozone which is 

considering it. 

 

This different stance comes from a fundamentally distinct 

inflation situation. Swiss inflation reached 2.2% in February 

- its highest level since 2008 - but still well below the 5.9% 

in the eurozone and 7.9% in the US. This is mostly 

explained by the CHF valuation. In its statement, the SNB 

still describes the CHF as "highly valued", the same wording 

since September 2017. It remains ready to intervene in the 

FX market if necessary. However, it now takes into account 

the inflation rate differential with other countries. This is the 

first time it mentioned the inflation differential in its 

statement. This is a sign that the CHF strengthening is no 

longer seen as a negative factor. 

 

EUR/CHF vs. CHF real effective exchange rate 

Source: Bloomberg 

 

Given the current conflict, the SNB has doubled its inflation 

forecast for 2022 to a modest 2.1%, just above its inflation 

target of 0.0%-2.0%. Nevertheless, it forecasts a setback to 

1.8% in Q4 2022. The SNB has also raised its inflation 

forecast to 0.9% for 2023, up from 0.6%, and expects it to 

be 0.9% in 2024. This is the first time in a long time that the 

SNB has acknowledged that inflation could accelerate, but 

not for a long period of time. By the way, it does not 

indicate a rapid interest rate increase. We remain 

convinced that the SNB will wait for the European Central 
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Bank to make the first step before starting to raise its 

policy rate.  

EUR/CHF and EUR real effective exchange rate 

Source: Bloomberg 

The SNB will probably continue to be relaxed about the 

value of the CHF throughout 2022. It is likely to accept a 

stronger CHF to keep inflation under control without 

tightening financing conditions.  

• This is a relatively much more comfortable situation 

for the SNB than in 2021 

• The long-term fair value of the EUR/CHF from both 

real effective exchange rate for the EUR and the CHF 

is closer to 1.10 

 

Agriculture. Extreme price pressures 

The prices of agricultural goods are rising all over the 

world. This inflation began long before the war in 

Ukraine and the sanctions against Russia, with rising 

energy and transport prices, disruptions in logistics, 

shortage of workers and other Covid-related problems. 

Climate change also contributes with floods and 

droughts. The war in Ukraine has pushed prices up 

sharply: Ukraine and Russia are major exporters of wheat 

and rapeseed. Russia and Ukraine account for 30% of 

world wheat exports, 19% for corn and 13% for vegetable 

oil. This why Ukraine is called “the breadbasket of 

Europe”. The price of wheat has increased by 40% in 

2022. 

 

Global agricultural prices (source: FAO/UN) 

Strong increases in vegetable oils,  

Cereals, and dairy products 

 

Wheat price. 50% increase with the Russian invasion 

Source: Bloomberg 

 

The fears over supply have repercussions on all agricultural 

products. With the war in Ukraine, the situation will become 

particularly difficult in Europe and Africa. Russia has 

implemented a "temporary ban" on grain exports to the 

countries of the Eurasian Economic Union, an economic 

alliance bringing together five former Soviet republics 

(Russia, Kazakhstan, Belarus, Armenia, Kyrgyzstan).  

 

The list of countries that ban or limit the export of 

agricultural products, to secure their own supply, is 

growing. Egypt depends almost 100% on imports of 

Russian and Ukrainian wheat. Yemen imports 40% of its 

grain from Russia and Ukraine. The UN secretary-general 

said there is the risk of “a hurricane of famines and a 

collapse of the world food system”, often the premises of 

social crises. 

 

Fertilizer prices are also rising sharply - they are used to 

improve crop yields - especially for nitrogen fertilizers 
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which are made from ammonia, obtained by combining 

nitrogen from the air and hydrogen from natural gas. 

About 80% of the cost of producing ammonia is related 

to the use of natural gas. The prices of nitrogen fertilizers 

have been multiplied by 5 in 2 years.  

 

Russia, the world's largest fertilizer exporter, accounts for 

20% of the global potash market and Belarus 18%. Russia 

is a key player in ammonium nitrate used in the 

manufacture of nitrogen fertilizers. Brazil, the world's 

second largest corn exporter, is by far the largest 

importer of ammonium nitrate from Russia. India is the 

world's largest importer of urea, the world's most 

popular nitrogen fertilizer. 

 

Green Markets Weekly North America Fertilizer Index 

 Source: Bloomberg 

 

The share prices of companies concerned are at historic 

highs. The big beneficiaries are the multinationals in the 

agro industry and the trading of agricultural products 

such as Archer Daniels Midland and Bunge, and the 

manufacturers of fertilizers such as Nutrien, CF Industries 

and Mosaic which we will favor over the Finnish Yara. The 

North American companies are partially protected from 

the rise in production costs, because they exploit their 

own materials necessary for production, such as potash 

and ammonia. 

• The war in Ukraine has accentuated an already tense 

agricultural situation due to the pandemic and 

climate change 

• Risk of a collapse of the global food chain is real 

• Emerging countries are the most fragile, especially 

Africa 

• Social crises emerge with lack of and/or overpriced 

food 

• Food producers could suffer from rising production 

costs (lower margins) 

• Buy Nutrien (target $120) and Archer Daniels Midland 

(target $100) 

 

Oil. A barrel at $200? Europe is accelerating its 

independency on Russian fossil fuels 

Some respected traders predict that the price of a barrel of 

oil could exceed $200 if the international community were 

to boycott Russian oil whereas there are no alternatives in 

supply. Russia accounts for 10% (10 million bpd) of world 

production, half of which is for export. For the moment, 

OPEC+, integrating Russia, is sticking to its production 

agreements; the end of OPEC+ could relatively quickly 

bring 2 million b/d to the world market. 

 

Bloomberg Crude Oil Historical Price 

 Source: Bloomberg 

 

Boycotted Russian oil, Russia turns to India and China, with 

some success. India, which has strong economic relations 

with Russia, is buying large quantities of Russian oil at a 

20% discount. China should follow, but it would like to buy 

Russian oil in yuan. The boycott of Western countries will 

be offset by Indian and Chinese purchases. This could 

mean upward price pressures. 

 

Russian oil and gas reserves in Europe will eventually 

disappear following the Russian invasion and lead to a 

major reorganization of the world energy market. Europe 

will reduce its dependence on Russian fossil fuels. Germany 

will stop its coal imports from Russia by 2022 fall, those of 
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oil by 2022-end and for gas in 2024. The United States 

and Europe have just created a task force to reduce 

energy dependence on Russia. After the disappointment 

of the Versailles summit of March 10-11 concerning the 

absence of sanctions on Russian energy, the Western 

bloc is taking strong decisions. Germany wants to 

become almost independent of Russian fossil fuels by 

2022-end. There are reasons to criticize the past German 

strategy vis-à-vis Russia, but it must be recognized that 

the federal state is moving quickly, and even surprises, 

with its energy decisions as well as those for defense 

where the new German government has made a 180 

degree turn in a weekend. 

 

To help Europe, the United States is committed to 

delivering an additional 15 billion cubic meters of LNG in 

2022. In 2021, the United States had already become 

Europe's leading supplier of LNG with 22 billion m3 

delivered, i.e. 28% of European imports compared to 

22% in 2020. Between November 2021 and January 2022, 

volumes had already almost doubled, i.e. 44% of 

European imports. Today, European imports of Russian 

gas represent 140 billion m3. 

 

Europe is taking other measures such as the obligation to 

build up gas stocks. The storage obligation previously 

only concerned oil. Then, gas storage obligation, pooling 

of orders, negotiation of a European price and winning 

as many orders as possible. The Europe bloc wants to 

become an important customer to be able to negotiate 

prices, like Covid vaccines. In the medium term, Algeria 

and Norway will increase their export capacities, but in 

the immediate term, liquefied natural gas will be an 

alternative, transported by LNG tanker and not 

dependent on gas pipelines. The LNG will come from the 

United States, Qatar, Nigeria, and Australia. On the other 

hand, LNG terminals will have to be built quickly, which 

will not be an easy task. LNG is transported and stored at 

-160 degrees. 

 

The acceleration of the end of dependence on Russian 

fossil fuels also responds to the Russian decision to only 

accept the ruble as a means of payment for deliveries to 

Europe. For Putin, it is about supporting the ruble and 

putting Europeans in a bind. 

 

We will have to accelerate the energy transition towards 

renewable energies and relaunch nuclear power, but this 

will take time and Europe does not have any. To be 

realistic, oil and coal could replace some of the gas. And to 

have a strong energy sobriety to allow energy savings. 

 

In this context of savings and sobriety, the International 

Energy Agency has proposed 10 points to save energy and 

reduce oil consumption by 2.7 million b/d in 4 months, 

equivalent to Russian imports. The main proposals are 

reducing the speed of motor vehicles, making public 

transport cheaper, prohibiting car traffic in major cities on 

Sundays and promoting teleworking. 

 

Once again, emerging countries and its population will 

suffer the most. Western countries can reduce energy 

taxes, print money, …. 

• A major upheaval in the global energy market is 

coming 

• A price above $200 would create a major destruction of 

demand and therefore a global recession 

• The big winners: LNG, the United States, Qatar and 

maybe Algeria later, and the energy transition 

•  
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