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Weekly - April 25, 2022 

The conquest of space and space research are among the high-tech fields in 

which China is investing heavily and wishes to become a leader. Indeed, China 

made an historic landing on 'Dark Side' of the Moon in 2019. Its spacecraft was 

the first to ever land on this unexplored area of the moon.  

The metaphor is applicable to the new direction that the Empire of the Sun is 

taking in many areas... 

 

China at the crossroads in geopolitics 

Of course, the timing would seem “a priori” favorable for a - geo-strategic - 

initiative. The West is just emerging from the pandemic with empty coffers and is 

heavily involved in the war in Ukraine, upcoming United States elections next 

November may result in an even more divided country, the Hong Kong capture 

by Beijing made very few waves... In short, China has successfully asserted itself in 

recent years as the only real rival/challenger of the United States. Is Russia's 

outbreak of war in Europe an accelerator for Beijing? 

A decisive decoupling between China and the West is undoubtedly coming... 

... but probably not in the short term 

 

Obstacles to an immediate decoupling 

They are of many kinds: economic, financial, political (domestic) and monetary: 

 

Bilateral trade with the US remains very strong despite the reciprocal defiance 

The relative weakness of Chinese exports during Trump mandate and the 

beginning of pandemic has given way to a massive rebound. The current bad 

shape of the Chinese economy - deflating housing market and Omicron 

lockdowns - advocates for a cyclical delay of tensions with one of China’s best 

clients.  

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -10.8% 

 S&P 500 -10.4% 

 Nasdaq -17.9% 

 Stoxx 600 -8.6% 

 SPI -5.3% 

 Nikkei -7.6% 

 China -22.8% 

 Emerging -12.7% 

  

 BONDS  

 CHF Corp  -4.7% 

 US Govt -8.5% 

 US Corp -12.4% 

 US HY -7.4% 

 EUR Gvt -9.7% 

 EUR Corp -7.4% 

 EUR HY -5.2% 

   

 CURRENCIES  

 USD index +6.1% 

 EURUSD -5.5% 

 EURCHF -0.8% 

 USDCHF +5.0% 

 USDJPY +11.4% 

 EM FX -0.2% 

  

 COMMODITIES   

 Gold +4.7% 

 Silver +1.7% 

 Brent +31.5% 

 Copper +0.8% 

 CRB index +30.9% 

China fascination for the 
Dark Side 
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The bad shape of Chinese banks 

The central bank guiding for a step up of lending lacks 

traction. Demand for money remains weak and banks are 

reluctant to lend; borrowing costs are already low and 

making them cheaper would not move the needle. More 

there is a transmission problem, as the demand is for 

short-term loans (companies and households needing to 

pay off debt) and from government securities. This will 

most likely continue medium-term, considering the 

magnitude of the real estate problem and the secular 

nature of the ¨bad loans¨ issue. The Party's Zero-Covid 

policy complicates matters, as it stifles economic 

recovery. The banking sector is very fragile and would 

not be able to cope with an additional cyclical shock/

recession. 

 

Weak Mortgages 

(Cumulative amount of new medium  

and long-term household loans) 

Source: People's Bank of China 

 

Straight ahead to 20
th

 Party Congress 

Xi said many times that the November 2022 party 

congress will be a 'major event' for China. He aims no 

less than to elevate his stature at the level of Mao and 

Deng. After a massive purge of allegedly corrupt 

dissidents in the party cadres, Xi is virtually certain to 

secure a third term as party leader. Xi expects, before the 

Congress, a stable and healthy economic landscape, a 

clean and upright political situation, and a peaceful and 

prosperous social environment… 

  

Sun Tzu's teachings, "The art of war is to subdue the 

enemy without fighting" 

Putin is unwittingly doing Xi several invaluable favors. By 

challenging the established world order, he is testing 

Western unity, resolve and responsiveness. He vassalizes 

himself politically and economically in China, which 

already enjoys preferential tariffs for payment of Russian 

natural resources. Even India, which was dangerously 

moving towards the ¨Western¨ camp last year, is returning 

to a non-aligned posture because of the surge in 

commodity prices. Eventually, ¨the time of Taiwan¨ will 

come. But it will namely depend on China's ability to 

acquire the skills, know-how and production tools to 

achieve some autonomy in the oh-so-strategic 

semiconductors. This will not happen in just a few 

quarters... 

 

Insufficient Yuan stature and status. The Yuan is neither a 

global trade… nor reserve currency 

 

Share of international settlements in Yuan (%) 

Source: SWIFT 

 

Share of Central Banks FX reserve (%) 

Source: IMF, Wolfstreet 

 

Russia, Saudi Arabia, Iran and probably other (African) 

countries already accept to be paid in Yuan for the 

settlement of their trade with China. Others may follow 

soon. Oil and gold are traded in China stock exchanges in 

Yuan. But despite its recent rise, the share of Yuan in world 

transactions remains ¨confidential¨. Worse, it is not fully 

convertible. 
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• Highly integrated in the Western sphere, China is 

kicking-off a decisive decoupling 

• China is unlikely to accelerate / raise major (military) 

tensions before 2023 

• As S2 approaches, China will step-up efforts to 

support its economy, currency, and financial market 

• Yuan sudden weakness confirms the Party wiliness to 

support the economy 

 

Fixed income. This time is clearly different 

Given the historically high level of inflation, whatever are 

the reasons, leading central banks have definitively 

decided to act accordingly. A 50bps rate hike becomes 

the new normal. This was the type of front-loaded 

tightening that had been seen in the central banks of 

Brazil, Russia, and the Czech Republic last year. It is now 

making its way into the developed market space. 

 

The New-Zealand central bank policy release title said it 

all: Monetary tightening brought forward. The 50bps 

rates hike - the largest move in 22 years - to 1.50% was 

justified to address the increasing risk of high inflation 

expectations from both externally and internally 

generated inflation. By trying to fix the problem before it 

becomes bigger, the RBNZ implied that larger rate hikes 

now could alleviate the need for some disorderly 

adjustments later. 

 

Canada and New-Zealand joined the 50bps hike club 

(red), the US (blue) will be the next one 

Source: Heravest 

 

The Bank of Canada brought out the big guns in its fight 

against inflation. For those fearing the worst, it is 

noteworthy that it still sees two reasonably healthy 

growth years. It has also raised its policy rate by 50bps to 

1.0%, in line with expectations. 

It will also cease buying government bonds as of Monday 

April 25th. This marks the start of an aggressive 

quantitative tightening process since there is no gradual 

managed roll-off as with the Fed. Assets will just be allowed 

to mature and given around 40% will do so in the next 2 

years this will result in a much swifter run down of the 

balance sheet than the Fed one. 

 

Policy rate change expectations over the next 12 months 

(bps) 

Source: Heravest 

 

Fed Chairman Powell just pointed out aggressive set of Fed 

actions ahead. Half-point interest rate increase will be on 

the table on May 3-4. With inflation running roughly 3 

times the Fed 2.0% target, it is appropriate to be moving 

more quickly. This pin down an expected rate path much 

steeper than the one projected at the Fed March meeting. 

The Fed is walking a sensitive line between taming inflation 

and pushing the economy into a downturn.  

 

Until recently, the Fed had expected inflation to ease with 

some outside help, as the reopening of the economy from 

the pandemic allowed the flow of goods around the world 

to move back to normal. Instead, new lockdowns in China 

and the war in Ukraine have threatened a new round of 

bottlenecks, higher energy costs, and uncertainty. The Fed 

no longer expects any help but will count on tighter 

monetary policy to curb demand for goods and services, 

and prompt businesses to reduce the demand for workers 

in what it termed an unsustainably hot job market. 

Surprisingly, this comment came just after the CPI missed 

to the downside for the first time since mid-last year. More 

and more forecasters are expecting US inflation nearing the 

peak, even if the slowdown will be long and slow. 

April 25, 2022 
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• The Fed will shortly (May 4
th

) announce its QT details 

and raise Fed Funds by 50bps 

• Maintain overweight duration in the aggressive 

tightening countries, mainly in the US, as the 

terminal rate might be slightly lower if central banks 

are earlier and more core aggressive 

 

Currencies. Can the BoJ surprise for once? 

The BoJ appears to be caught in a policy conundrum 

which weighs on the JPY. Last week for the 3rd time since 

February, the BoJ stepped in to buy an unlimited amount 

of 10-year Japanese Government Bonds (JGB) to keep its 

yield curve control policy in place. The global pressure 

for higher yields pushed the 10-year yield above the BoJ 

0.25% tolerance band. With the economy still recovering 

from the pandemic and inflation below target, the BoJ 

policy stance remains loose. This is a growing divergence 

to other major central banks. Authorities have dug 

themselves into a hole. 

 

Ahead of the policy meeting on April 28
th

, officials from 

both the central bank and the Government have 

continued to argue against the recent JPY weakness. 

Source: Bloomberg 

 

The divergence between a hawkish Fed and dovish BoJ 

has meant that the widening of the USD-JPY 10-year 

yield spread has been a key driver of the USD/JPY 

strengthening. The correlation between the yield spread 

and the cross has increased to 0.97. 

 

The USD/JPY has picked up last week to reach its highest 

level (i.e. weakest JPY) since 2002. Recent moves suggest 

that the market could be reluctant to break through the 

130 level or more probably above the 3.0% hurdle on the 

US 10-year yield. 

 

Trend momentum is undeniably strong. Given the recent 

price action, it is unsurprising that momentum indicators 

are in the extreme overbought zone. The JPY short 

positioning has already reached extreme levels.  

 

Indeed, it is difficult to see a situation where the Minister of 

Finance intervenes in the FX market to sell USD while at the 

same time the BoJ continues to buy JGBs to maintain the 

yield curve under control.  

• Something has to give. Without a BoJ new stance, the 

JPY will stay weak 

• Fast-money investors are testing BoJ/MoF's tolerance 

for intervening. Sure they can step up verbal 

intervention, but uncoordinated FX intervention has 

never worked. BoJ hiking rates or more probably an 

easing of the yield curve control may be the only ways 

out 

 

Equities. Confirmation of the shift towards 

defensive sectors 

Until 2-3 weeks ago, energy, metals and agriculture stocks 

were the clear winners in Q1 2022. And it's not just Russia 

that explains their performance, as this outperformance 

had started in the second half of 2021. 

 

But in April, we clearly observed inflows in defensive 

sectors such as consumer staples, health, electricity 

producers and telecom operators, the latter integrated into 

the large Communication sector, dominated by Alphabet 

and Meta Platforms. 

In fact, this rotation is normal (see Weekly of April 11, 2022) 

at the end of the economic cycle and investors should 

continue to buy defensive sectors. 

April 25, 2022 
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The Netflix shock is not a specific case, but rather the 

translation of the acceleration of investors’ exit from 

growth stocks in the current stock market cycle, with a 

more brutal monetary tightening by the Fed than 

expected. However, the amplitude of the correction was 

violent with -38% in 2 days and -70% since November 

2021. 

 

However, management had warned that 2022 would be 

less easy, because streaming TV had taken advantage of 

the Covid and its stay-at-home/work-at-home. In the 1st 

quarter of 2022, Netflix lost 200,000 subscribers. Never 

seen since 2011. Netflix expects to lose 2 million 

subscribers in the 2nd quarter of 2022. The cessation of 

activity in Russia explains the decline - without the 

suspension of the service in Russia, the overall number of 

subscribers would have increased 500,000 - but the 

number of subscribers is also falling in the US, Europe 

and Latin America. Revenue growth is slowing: +35.1% in 

2018, +27.6% in 2019, +24% in 2020, +18.8% in 2021 and 

+9.8% in 1Q22 (+25% on average over the 3 previous 1st 

quarters). Net profit fell by 6.4% to $1,597 million. 

 

Five reasons explain these bad figures and the more 

difficult months coming: 

a. Netflix had taken advantage of the Covid with a 

strong increase in subscribers. 

b. 2 years ago, Netflix was alone in the streaming TV 

world. Covid has allowed competition to penetrate 

the streaming TV segment very quickly. Launched 

in November 2019 in the US and in the spring of 

2020, Disney+ expected to have 30 million 

subscribers over 2 years; there were 100 million in 

1 year! Thank you Covid. 

c. The end of the Covid pushes subscribers to give up 

their subscription to favor outdoor pleasure 

activities. It will be recalled that the streaming TV 

business model is based on monthly cancellations. 

d. Sharing codes to access subscriptions becomes 

harmful with slower growth. The problem had been 

known for years, but it was not the priority in high 

growth. Today, there is no longer any question of 

turning a blind eye to "stowaways". 

e. Inflation is a threat to streaming TV. Constraint 

expenses such as rent, electricity, gasoline, food 

continue to weigh on the budgets of global 

households. So, they close non-vital pleasure 

subscriptions. More and more households are giving 

up their subscriptions. In the UK, 1.5 million 

subscriptions were canceled during the 1st quarter of 

2022 across all streaming TV, a trend that should 

accelerate in 2022. Disney+ has also been the victim 

of the hunt for non-essential fees. This phenomenon 

of cancellations for budgetary reasons also affects 

other sectors such as home meal delivery or music 

platforms. 

In the short term, the measures to counter this negative 

spiral will be: 

a. The end of code sharing (it's not going to be easy). 

There is a risk with the tightening of the rules on 

password sharing which could get the better of the 

loyalty of subscribers to streaming platforms. 

b. The introduction of advertising by reducing the price 

of subscriptions, while keeping the same price for 

subscriptions without advertising. Disney+ plans to 

launch this new formula in the US in 2022 and in 

2023 in the rest of the world. Netflix and the others 

will also get started in 2022.  

c. Concerning Netflix, future development will go 

through a diversification strategy: video games 

where the group has just made 2 small acquisitions, 

derivative products (agreement with Walmart) or live 

sport. 
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Netflix is therefore revisiting its business model, while in 

recent years the legacy media have sought to copy 

Netflix, considering the only winning model. The 

streaming TV world has matured and is approaching a 

saturation point. The legacy media is reconsidering pay 

TV, which was the crown jewel of the industry. 

 

In conclusion, we are not buying Netflix, because the 

economic difficulties for the whole sector will continue. 

Moreover, the Technology/Growth segment is not in the 

right market cycle. See chart above. The stock market 

valuation has gone from 50x to 16x 2022 very quickly, but 

growth rates have also been reduced. If Netflix moves 

closer to historical medias’ business models, the group 

no longer deserves a premium over its competitors. In 

this type of value/bottom-up oriented market, 

Paramount seems more interesting to us if we want to 

stay in the TV/cinema segment. 

 

In Europe, car sales slumped 20% in March, following the 

same poor performance in January and February. The 

industry is facing a major shortage of semiconductors 

and metals, a sharp reduction in production and thus an 

increase of car prices. Consumers are delaying their 

purchases due to a lack of choice and very long delivery 

times. The shutdown of factories in Ukraine, a major 

parts supplier, adds to the difficulties. Ukraine was the 

main European supplier of wiring harnesses, parts 

described as the nervous system of cars. 

 

The closure of the port of Shanghai due to the strict 

Covid confinements raises the specter of new shortages 

in the world and thus new inflationary pressures. Nearly 

500 ships are waiting off Shanghai to unload and load their 

goods. The Port of Shanghai is the world's largest port in 

terms of tonnage. Knowing that it takes 5-6 weeks to arrive 

in Europe and unload, the situation in the supply chains 

should therefore worsen in the next weeks. Last week, the 

International Monetary Fund (IMF), reported the arrival of 

"seismic waves" on the world economy in the coming 

months. Alarming forecasts exacerbated by the conflict in 

Ukraine and today this massive blockage in Shanghai. For 

2022, the IMF expects inflation of 5.7% in advanced 

economies and 8.7% in emerging and developing 

economies, respectively 1.8 points and 2.8 points more 

than in January. 

 

The progression of profits of the S&P 500 looks better than 

expected, i.e. +7.3% instead of +4.7%. Revenue growth is 

also above estimates with +11.1%. Companies with a share 

of revenues in the US above 50% saw their profits increase 

by 14%, against +1.8% for those with a share below 50%. 

So, US domestic companies are holding up well. Energy 

largely explains the rise in S&P 500 profits. Excluding 

Energy, the rise would be 1.6%. For 2Q22, expectations are 

at +7%, +11.7% for 3Q22, +11.2% for 4Q22 and +10.9% for 

2022 according to Factset. For Europe, the increase in 1Q22 

should be +25%. 

• Confirmation of a rotation to the defensive sectors 

• We bought Costco, Yum Brands, McDonalds, British 

American Tobacco 

• We do not buy Netflix. We are underweight Technology 

April 25, 2022 
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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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