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Weekly - April 4, 2022 

The surprisingly unanimous decisions taken by European leaders about the 

Ukrainian support and Russian sanctions have rekindled the idea of a more 

integrated Europe. The European Union is reportedly considering joint bonds in 

support of higher defense and energy spending. It would cement the process of 

EU economic integration that was already accelerated during the pandemic with 

the launch of the first joined bonds. 

 

The NextGenerationEU (NGEU) plan offers a unique chance. This mechanism has 

a low-risk profile because it is backed by the EU budget. The maximum funding 

the Commission can request from Member States has been raised by 0.6% of 

gross national income (GNI). This temporary increase will apply until the last 

NGEU bond matured in 2058. It comes on top of its permanent own resources 

ceiling of 1.4% of GNI. The Commission also plans to introduce new resources 

like a contribution based on non-recycled plastic waste, a share of revenues from 

the emissions trading system, the carbon border adjustment mechanism, and a 

digital tax.  

A safe and liquid pan-European benchmark is the next step 

 

European sovereign bond yields 

Source: Bloomberg 

 

NGEU bonds are a cornerstone of European common policy 

The current EUR government bonds benchmarks are Germany and France. Both 

have strong credit ratings and a highly liquid curve. However, they are vulnerable 

to idiosyncratic shocks.  

 

The NGEU issuer is still recent and has only issued €71bn of bonds in 2021. Things 

will change. The EU must issue €800bn by 2026 to finance it, making it one of the 

largest public debt issuers in the euro area. 

 

The NGEU funding plan differs from other euro sovereign programs as it includes 

a high proportion of green bonds. The EU aims to raise them up to 30% 

(€240bn) to become the largest green bond issuer in the world. The 1st NGEU 

green bond issuance in October 2021 hit a record issued amount of €14bn and 
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orders of €135bn. A green safe liquid European asset 

would help to satisfy investors’ decarbonized demand 

while only 1.3% of euro sovereign bonds are green. 

There is a strong investor appetite for this type of asset, 

due to the tightening of prudential regulations 

NGEU bonds can be attractive to diversify risk-free 

portfolios 

 

Still a long way to go 

To be attractive, NGEU debt should offer good liquidity 

to allow trading in the secondary market with limited 

price variation. The European Commission strategy is to 

develop a full curve by using main sovereign issuers 

methods like a regular issuance calendar, by auctions 

and syndications, and through primary dealers. It will use 

a broad range of maturities from 3 to 30 years. 

Furthermore the development of a repo market should 

increase liquidity and the development of a futures 

market could make NGEU bonds a new reference.  

• With a AAA rating & a green label, NGEU debt have 

everything to be successful 

• A market success is a pre-condition for debt 

mutualization 

 

Fixed income. Annus horribilis 

Q1 2022 was one of the worst quarterly returns for the 

bond market. The US Treasury segment delivered its 

lowest performance since 1980 – worse than at the start 

of the pandemic in Q1 2020 - and underperforming the 

S&P 500 for the first time in a market correction since 

June 1994. 

 

US Treasury quarterly performance (%) 

Source: Bloomberg 

 

Not only the US market experienced a sharp repricing. It 

was broad-based. Even the traditional laggards have 

move in sync. The European government bond market 

delivered its worst quarter since the EUR launch, 

including the European debt crisis period. The same 

prevails for the UK market. The 2 exceptions were Japan 

which only tumbled by -1.5% and China which was up by 

+1.2%. The consequence is a tightening of the relative yield 

attractiveness of the Chinese government bond market. 

The gap is back to its lowest level since early 2019.  

 

The main result is a return to more normal conditions 

across the board, the total amount of negative yielding 

debt is back to pre-ECB negative rate announcement. 

 

World negative yielding bonds ($bn) 

Source: Bloomberg 

 

The key question is whether there are more losses in store 

for bonds in Q2. The bias in Q2 remains towards higher 

yields, as the market will have to deal with the coming Fed 

balance sheet tightening announcement and the rate hike 

path. Given the solid job market backdrop, the Fed will 

likely front load rate hikes, by delivering a 50bps increase at 

the May meeting and maybe at the June one. It should 

adopt a more measured approach in the 2nd half. 

 

Bond markets have meaningfully repriced the Fed rate 

hikes expectations, the biggest repricing occurring for 

shorter maturity securities. However, not only government 

bond yields have repriced higher, but spreads have 

widened across the credit spectrum. 

 

Investment grade credit market has followed, it delivered 

its lowest quarterly return since September 2008 and the 

third worst since early 70s. Given the good resilience of 

equity markets, i.e. better equity returns than Treasury 

ones, High Yield has outperformed other bond categories 

with a contained -5%. It was only the 8
th

 worst quarter in 

more than 30 years and much better than in Q1 2020. 

 

So, investment grade (BBB-rated) credit bonds have 

underperformed government ones. Corporate spreads 

have widened in average by 25bps but with significantly 

higher widening in those securities within the 1-5 years. 

With total yields ranging from 3.0% to 3.5% in the shorter 

maturity securities (3y to 5y), an opportunity to add exists, 

without taking too much duration risks. 
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Q1 USD yield widening (%) 

Source: BoA, Bloomberg 

 

The policy normalization path and higher front-end yields 

remain the focus, with an inverted yield curve suggesting 

the potential for a meaningful slowdown in growth. A 

faster cycle could support higher yields in Q2, but a shorter 

one would lead to a reversal in S2. 

• Capitalize on recent yields spike. Focus on short- to 

medium-term credit bonds 

• We retain our tactical duration underweight 

• China reaffirms its uncorrelated status 

 

Fixed income. From record high to new high 

High energy prices (+45%) pushed up Euro area inflation, 

food prices (+5.0%) contributed too. Headline inflation 

rose to 7.5% and core to 3.0%, both at record-high 

levels. The Russian assault plays a very important role 

and the uncertainty around the future inflation numbers 

is high. If Russia cuts the energy supplies to the EU 

countries, prices could increase. The same uncertainty 

and upside risks apply to the food prices. On top of the 

disruptions due to the war, the supply chains remain hurt 

by the Chinese lockdowns. The shipping prices (Baltic Dry 

and Shanghai Container indices) and many metal prices 

remain high. The March Euro PMIs confirmed further 

increase in the supply times and both input and output 

prices continued to increase.  

 Source: Nordea 

 

Higher inflation will hurt consumers’ purchasing power and 

the demands for higher wages will intensify, feeding into 

higher core inflation. Many surveys, like the ESI confidence 

indicator, point to tight labor market conditions. They 

would stay tight. Wage demands will substantially increase 

until year-end if the negative impact of the war on 

European economic development continues to be limited 

Core inflation should remain above 3.0% for most of the 

year 

The upside risks to the ECB March projections (headline 

inflation 5.1% in 2022 and 2.1% in 2023) remain substantial 

 

Yield curves 

Source: Bloomberg 

 

The risks of the ECB moving earlier its policy rates are 

obvious. The more hawkish members are feeling 

increasingly uncomfortable with negative rates when 

inflation continuously surprises to the upside. The very near

-term pricing of ECB rate hikes is perhaps aggressive, but 

there is room for the market to price in more hikes.  

• The EUR yield curve has been lagging the US flattening. 

It is time for a catch up 

 

Equities. Yield curve inversion: recession signal. Do 

not immediately panic  

After the US 30-5Y curve, last week the US 10-2Y curve has 

inverted; it is the latter that analysts look at first to know if 

we are heading towards a recession or not. This is 

important, because in a recession, stock market indices lose 

30% in average. The curve must remain inverted for “some” 

time to confirm the signal of a recession. But there have 

been too few recessions (not enough observations) to 

come up with a golden rule. Despite everything, statistics 

show that the recession happens on average 16-18 months 

after the yield curve inversion, with a probability of 75% in 

the following year (2023) and 98% in the 2nd year (2024). 

Meanwhile, stocks rise to 6 months (peak) before the 

beginning of a recession. Analysts report that the Fed's 

asset purchases have disrupted yields and the 2- to 10-year 

spread should be 100bps positive instead of being inverted. 

Others look at the 10Y-3M curve, which is far from inverted. 
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In short, not easy. Everyone has valid arguments. For our 

part, we remain cautiously positive. We are monitoring 

this risk of recession but believe that indices can advance 

with significant sector rotations. 

 

MSCI World. In the short term, the index  

should return to support. We therefore expect  

a consolidation after a 12% rally 

Source: Bloomberg 

 

The year 2022 is also special with the war in Europe and 

the US midterms which often result in more stock 

markets volatility, probably exacerbates by Donald 

Trump come back. Positive point: in terms of seasonality, 

April is the best month of a year. 

 

We have already said it, we do not believe in an oil barrel 

above $200. Such levels would create a demand 

destruction and/or favor unconventional production 

supply. We rather expect a pullback between $80-$100. A 

cut in Russian oil and gas exports to Europe would not 

necessarily translate into sharp prices rise. This situation 

would be coupled with European measures to ration 

consumption. 

 

Brent price 

Source: Bloomberg 

 

Faced with OPEC+ producers reluctant to relieve the 

market, Saudi Arabia first, even ignoring urgent calls 

from the West, the United States decided to release its 

strategic oil reserves. Joe Biden will inject more than 180 

million barrels over the next 6 months, or 1 million 

barrels/day. It is sizeable. 

 

US strategic reserves amount to 550 million barrels 

Source: Caitlin Gilbert, Financial Times 

 

We must also relieve the American domestic situation with 

a gallon of gasoline which has doubled since the beginning 

of 2021 and risen by almost 50% in 2022. Oil policy will 

probably change in the United States with the relaxation of 

constraints on production, delaying the development of 

renewable energies in favor of energy self-sufficiency. 

 

But this release of the SPR (Strategic Petroleum Reserve) to 

lower prices in the near term reinforces the prospects of a 

lastingly high price, at least for 2023 and 2024: the Federal 

Administration is in the process of signing contracts with 

American companies for future oil purchases (at $80 a 

barrel, it would seem) to replenish them after the current 

crisis. To shorten it, Joe Biden's move is adding supply in 

the near term and creating a future demand. 

 

The previous releases of the SPR, the Gulf War in 1991, 

Hurricane Katrina, the war in Libya, were followed by 

supply disruptions, while the Americans replenish their 

reserves. They will be at 370 million in 6 months, a 

dangerously low level, leaving Joe Biden little room for 

maneuver if there were an escalation in the war. 

 

The tacit admission of this release of the SPRs is that Saudi 

Arabia and the United Arab Emirates, US historical 

privileged partners, are becoming reluctant to help it. Upon 

his arrival at the White House, Joe Biden had made Saudi 

Arabia a pariah state following the murder of journalist 

Jamal Khashoggi and had not offered to those two states 
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an extended security partnership. America is stuck with 

signing Iran nuclear deal, rapprochement with Qatar and 

so far, lack of US interest in attacks by Houthi rebels from 

Yemen on Saudi critical infrastructures. 

• Not the time for a bear market yet 

• Oil companies will make a lot of profit. Favor 

domestic American companies and LNG: 

a. Devon Energy, ConocoPhillips, Marathon 

Oil, Pioneer Natural Resources and Cheniere 

Energy. 

b. SPDR S&P Oil & Gas Exploration & 

Production ETF (XOP US/US78468R5569). 

c. In CHF: iShares IOGP SW/IE00B6R51Z18 (SIX 

Swiss Exchange) and in EUR: iShares IOGP 

NA/IE00B6R51Z18 (Euronext Amsterdam) 

• In Europe, we buy the Norwegian Equinor, involved 

in gas and renewable energies 
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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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Rue François-Bonivard 12  1201 Genève 
t +41 22 906 81 81  

Chemin du Midi 8  1260 Nyon 
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t +41 58 404 29 41 
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11 avenue de la Costa  98000 Monaco 
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Contact for Luxembourg 

Contact for Mauritius 

2A rue Jean Origer  L-2269 Luxembourg 
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info@bcblux.lu  www.bcblux.lu 

Suite 301  Grand Baie Business Quarter 

Chemin Vingt Pieds  Grand Bay 30529 
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t +230 263 46 46   

info@pleion.mu  www.pleion.mu 
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