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Weekly - May 9, 2022 

Assets vs Consumer Price inflation 

Western countries have been living on credit, even more so since the Great 

Financial Crisis (2008). Financial repression, negative real rates, indirect 

distribution of money from central banks to the private sector, cheques to 

counter the rise in energy prices, etc. The consequential wealth effect 

encouraged asset price inflation in its broadest sense. They were made possible - 

even desirable - because goods and services inflation remained contained. Weak 

growth and disinflation have characterized the last fifteen years: the Great 

Moderation, ¨Goldilocks¨. And then, finally, enough is enough! Inflation is 

migrating out of financial / real estate markets into the real economy. Worse, 

whatever the reason, it is taking root. Will the resurgence of this ¨real¨ inflation 

necessarily provoke the deflation of that of the assets? That’s the trillion dollars 

question.  

 

Residential property prices have relentlessly risen throughout the Western world. 

This has made home ownership almost impossible for the younger generation. 

The latest surge in fixed mortgage rates in the US (above 5%) will definitely stop 

the party. 

 

Real estate wealth effect: a story of the past 

Source: Census, HUD 
 

Kids off the Estate 

Source: National Association of Realtors 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -14.5% 

 S&P 500 -13.5% 

 Nasdaq -22.4% 

 Stoxx 600 -12.9% 

 SPI -9.2% 

 Nikkei -8.6% 

 China -21.5% 

 Emerging -16.3% 

  

 BONDS  

 CHF Corp  -4.9% 

 US Govt -9.6% 

 US Corp -13.9% 

 US HY -9.3% 

 EUR Gvt -11.7% 

 EUR Corp -9.3% 

 EUR HY -8.4% 

   

 CURRENCIES  

 USD index +8.7% 

 EURUSD -7.6% 

 EURCHF +0.6% 

 USDCHF +8.8% 

 USDJPY +13.9% 

 EM FX -1.9% 

  

 COMMODITIES   

 Gold +2.2% 

 Silver -4.8% 

 Brent +44.0% 

 Copper -6.6% 

 CRB index +34.0% 

Icare syndrome? 
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Fortunately, US residential real estate has become less 

sensitive  

Indeed, American households largely opted for fixed-rate 

mortgages after the subprime crisis 

But this is not necessarily the case in other countries where 

property prices are also soaring 

 

End of the negative real rate ¨parenthesis¨? 

They have never left anyone indifferent. For some, they 

are a real nonsense / a symptom of the decadence and 

dead ends of the liberal capitalist model. The fruit of 

modern monetary engineering for others. No one 

disputes it anymore; they have increased inequalities (of 

wealth and income) between social classes, by spoiling 

savers and encouraging speculation. The brutal come-

back of goods and services inflation and the corollary 

normalization in real interest rates are changing the 

paradigm. Very seriously. 

 

Normalization of real rates - also -  

squeezes equities valuation (P/Es) 

Source: Macro Bond 

 

With greetings from the ¨Old Fart¨ 

The great strategists/apostles of ¨value¨ investing have 

suffered the jeers of investors over the last few years 

when Techno stocks have burst onto the scene. Worn 

out, outdated, unable to understand the new paradigms? 

We thought so. Among them, two brilliants ¨young 

octogenarians¨ have nevertheless continued to 

denounce the speculative excesses of the markets, 

without blinking… 

 
J. Grantham – Forbes 2014  
¨Over time asset prices and profit 

margins revert to long-term averages¨ 

 

W. Buffett – Krish art and design 2021  
¨Only when the tide goes out do you 

discover who's been swimming naked¨  
 

 

At the very opposite side of the investment spectrum (i.e. 

high growth), the new wave darlings experienced long and 

out-standing performances up to recent months. The 

underlying stocks that characterize them, with very high 

multiples, had stellar developments. But they corrected 

sharply since the rise in rates. 

 

Elon Musk  
E. Musk (Tesla) has become in a few 

quarters the richest man in the world 

thanks to Tesla stock performance  

 

Cathie Wood  
C. Wood was the best performing 

and most sought-after manager in 

2020 and early 21 with its innovative 

technology fund ARKK  
 

Elon Musk’s blockbuster LBO of Twitter is one of the largest 

tech acquisitions ever. Will he become a successful 

maverick of social medias, à la M. Zuckerberg, or did he 

pay - much - too much and commit a dangerous sin of 

pride?  

Score in 2022: Buffett Grantham 1 / C. Wood E. Musk 0 

Musk LBO of Twitter, like his support to Bitcoin with Tesla’s 

Treasury, are highly risky strategies 

• A negative wealth effect is likely to affect the Western 

economies over next quarters 

• A genuine bear market in financial markets and / or 

residential property would irremediably push 

economies into recession 

• Hopefully, setbacks of the flamboyant Techno icons do 

not pre-figure a highly symbolic trend reversal point for 

global equities 

 

Fixed income. Fed unsurprisingly did it 

The Fed has shrugged off the surprise Q1 GDP contraction 

and pushed ahead its monetary policy tightening with a 

50bps Fed Funds rate hike and announced its Quantitative 

Tightening (QT) details. This is the first 50bps move since 

May 2000. It underlines the new urgency the Fed has in an 

environment where inflation is 8.5%, labor market is tight 

and employment costs are surging. This could make 

inflation much stickier than in previous cycles. Moreover, 
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corporate pricing power remains strong and with China 

lockdowns continuing and geopolitical tensions staying 

high, there seems little immediate prospect that the Fed 

will get any help in its inflation fight from falling 

commodity, freight, or component costs. It belatedly 

seeks to get a grip on inflation. It is also starting QT at 

$47.5bn per month on June 1st ($30bn Treasuries and 

$17.5bn MBS) before getting to a maximum of $95bn in 

September ($60bn and $35bn). 

 

Fed Funds hikes over time 

Source: Bloomberg 

 

The current Fed rate pricing does not look especially 

aggressive given the current economy situation. In the 

press conference Chair Powell suggested ongoing 50bps 

rate hikes are on the table for the next couple of 

meetings. Looking ahead, faster/sharper rates increase 

come with a greater risk of an adverse economic 

reaction. This is indeed already prompting some talk of 

an economic slowdown and even a recession. We are not 

in the recession camp. But if the Fed would move interest 

rates quickly into restrictive territory, growth could slow 

markedly and inflation head towards target; then the Fed 

could quickly reverse course. The Fed will hike by 50bps 

again in June and July. After that, the Fed will hike at a 

more gradual path starting in September and continue to 

hike at every meeting this year, bringing the Fed Funds 

to 2.50-2.75% in December. 

 

While the Fed will not admit it, it is closely looking at 

long-term inflation expectations’ reaction. Currently, the 

US 10-year inflation expectation is just below the 3.0% 

handle. The Fed would like to keep it that way. Ideally, 

expectation would come back down to the 2.5% area. 

That would imply that the Fed remains credible and 

controls expectations. The risk is for inflation 

expectations to break above 3.0%. If it occurs, a 75bps 

hike talks in June would resurface. 

 

Another factor supporting the bond market, and more 

precisely US Treasury, is that TINA (There Is No Alternative) 

mindset is no longer valid. Yields across the fixed income 

are now well above dividend yields for the first time in 

several years. Even if we are not recommending all the 

segments, it will trigger bonds back into fashion. 

 

US Fixed income segments, average yield 

Source: Bloomberg 

 

In just a few months, the German yields have made a 

comeback into positive territory driven by higher inflation 

expectations. German 10-year inflation expectations are 

exceeding the US one for the first time in market history. 

The 10-year yield broke up the 1.0% mark for the first time 

since 2014. The 1.00-1.10% area represents both 

psychological and technical resistance level, it is the upper 

band of the downward trend in place since 1990, just after 

German reunification. German long-end yields have never 

been so overbought since the 2000s, which makes a short-

term pause likely. Just keep in mind that the 1.10% breakout 

would pave the way towards the 2.0% area. At the same 

time, the German 2-year yield went back into positive 

territory for the first time since 2014. It too comes up 

against the horizontal line (0.3-0.4%) which should cap the 

next move. 

 

Long-term German Bund yields 

Source: Bloomberg 
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• Most of the US monetary policy good news is known 

and discounted, confirming a USD peack 

• Despite challenging time and uncertainties on the 

inflation front, increase duration exposure 

• Tactically increase the European duration on the 

German market 

 

Currencies. Yuan weakness caught market 

attention 

Since mid-April, the renminbi has sharply fallen (4%) 

against the USD, its biggest move since 2015. This 

depreciation has raised questions over whether China is 

seeking to gain trade advantage to offset economic 

weakness. The yuan is not just influenced by domestic 

developments. 

 

First and foremost, diverging monetary policies between 

the US and China are getting more and more 

pronounced. The Fed is set to tighten fast while PBoC 

should ease. The sharp increases in US long-end yields – 

up by 150bps this year - have eliminated the yield 

advantage of Chinese government bonds. 

 

Short-term yield spread has sharply tightened too 

Source: Bloomberg 
 

On the FX front, the USD is up across the board this year. 

It is up by 15% against the JPY and 7% vs the CHF and 

the EUR. It is up much less against the CNY. In recent 

years, the PBoC has focused on the trade-weighted 

basket, rather than only the USD. It has a modest 20% 

weight in the basket. The trade-weighted renminbi is still 

slightly up this year. The late JPY weakness adds 

depreciation pressure on CNY as it erodes the Chinese 

competitiveness. The spill-over was clear. The last leg 

higher in USD/JPY, on the back of a dovish Bank of 

Japan, spilled over to a further rise in USD/CNY. Given its 

limited weakness vs. USD and strength against most of its 

trading partners, China has limited risks to be classified 

as a currency manipulator by the US Treasury 

department. 

Yuan adjustment looks reasonable 

Source: Bloomberg 

 

China economic outlook is weakening. The housing sector’s 

troubles and the recent lockdowns in key cities will penalize 

its growth. The IMF just slashed its 2022 growth forecast to 

4.4% from 5.6% in October. 

 

Last year, the CNY was supported by capital inflows 

associated with the inclusion of the yuan in global equity 

and bond indices, as well as positive and higher 

government bond yields. This year, China has experienced 

massive capital outflows, out of both bonds and equities, 

following the outbreak of the Ukraine war on concerns that 

China could be sanctioned by the West. There is no sign of 

this happening for now, but the risk is still there. The 

opposite is also true. If China rallies the West camp, it could 

benefit from US support. 

 

The authorities are seeking to support risky assets. In 

March, the State Council announced it would support the 

capital markets. China also decreased its foreign exchange 

reserve requirements to increase the supply of USD into 

the system and prop up the CNY. However, despite the 

economic softening, the PBoC remains restrictive. Sharp 

rate cuts would further contribute to renminbi weakness. 

The authorities have recently pledged to step up 

infrastructure spending and other support to bolster 

growth. China’s ample capital controls also seek to limit 

CNY selling pressures. 

 

Chinese financial conditions remain the most restrictive 

Source: Bloomberg 
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• It is premature to draw the conclusion that a weak 

yuan is the answer to fight an economic slowdown 

and features the start of a currency war 

• A JPY stabilization, thanks to a Yield Curve Control 

easing, is a precondition for a Chinese asset rebound 

 

Equities. Rapid degradation 

High volatility and increased risk. The 4,120-4,160 support 

area of the S&P 500 is important. A breakout would 

signal a downside potential of more than 10% and 

validate the entry of equities into a bear market. There is 

still hope for a rally, but it is fragile; it looks more and 

more like a possible rally in a bear market, as the macro 

and micro fundamentals are deteriorating. 

 

S&P 500 (-13.5% YTD) 

Source: Bloomberg 

 

S&P 500 Equal Weight (-9.6% YTD) 

Source: Bloomberg 

 

Unsurprisingly, with rising interest rates, inflation and the 

prospect of a recession, Growth, Technology and 

Discretionary led the way, significantly underperforming, 

while Defensive, Consumer Staples, Healthcare and 

Utilities, outperforms. This trend should continue in the 

coming months, in line with the sector positioning in the 

current economic cycle. 

 

After a difficult week for Amazon due to disappointing 

results, Jeff Bezos, the founder of Amazon, expressed a 

negative, and surprising, opinion on valuations of 

technology companies, integrating e-commerce, saying 

that analysts should use more conservative measures to 

calculate company valuations and that multiples will drop. 

Indeed, the multiples will be more in line with the growth 

of profits. Regarding Amazon, the PER 2022 at 52x should 

compress with a price target between $1,500 and $2,000. 

There will also be adjustments in technology and disruptive 

companies that do not produce profits; in particular, some 

manufacturers of electric vehicles are targeted. 

 

Chinese strict confinements are starting to hurt. While less 

affected (for now) by the war in Ukraine, US companies are 

reporting that the zero-Covid policy in China with its strict 

lockdowns is beginning to weigh on business. China is the 

factory of the world and the port of Shanghai is the biggest 

export port in the world. Concerning this XXL port, there 

would be 700 boats waiting to be unloaded, double the 

peak of April 2021. They are more worried about China, a 

major manufacturing base, than inflation, the rise of the 

dollar and the war in Ukraine.  

 

Starbucks is suspending its guidance for its Chinese 

business. The group had to close its cafes in 72% of the 

225 cities where it is present. Apple warns that its overall 

sales will be affected by $4-8 billion in 2Q22. DuPont has 

closed 2 factories in China and slowed production at other 

sites internationally due to a lack of raw materials from 

China. Margins will be impacted.  

 

Estee Lauder has lowered its estimates for the year due to 

Chinese lockdowns and inflation. Retail, travel and 

distribution traffic is decreasing.  

 

Yum China (KFC, Pizza Hut) is expected to make losses in 

2Q22. Chinese companies in MSCI China mostly reported 

results below estimates.  

 

Bank of America's US business sentiment indicator is at its 

lowest since 2Q20, signaling a decline in profits over the 

next few quarters. According to a survey by the EU 

Chamber of Commerce, 60% of European companies 

working in China have cut their revenue projections for 

2022 because of the Chinese Covid; half of them reduced 

revenues between 6% and 15%. 85% of European 

subsidiaries present in China say they have difficulty 

accessing the raw materials or components necessary for 

their production, 87% encounter difficulties in delivering 

their finished products in China and 83% in delivering them 

to the rest of the world. The sharp drop in the Chinese ISM 
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and Caixin indicators for services and manufacturing 

validates this situation. In March, electricity production in 

China was stable, after increases in January and February, 

and fell in April. In April, real estate sales fell 54% in the 

30 largest cities. Full or partial lockdowns are not just 

about Shanghai and Beijing; 330 million people in 45 

cities are affected by the recent confinements, or 35% of 

Chinese GDP. 

 

Confirmed cases in China from January 2020 to May 2022 

Source: OMS/WHO 

 

The chart below shows a clear loss of momentum in 

earnings (red curve), measured by the breadth which is 

the ratio between the upward and downward revisions. 

Profits are therefore heading towards a period of decline. 

So that seems to be the end of profit-driven bull market 

stimulation. 

 Source: Topdown Charts, Refinitiv 

 

Equities. Back to electricity producers 

Utilities is one of the sectors to invest in the perspective 

of an economic slowdown (see sector positioning in the 

economic cycle). It includes electricity producers, energy 

transport and distribution, water distribution and 

management, and waste management. Our comments 

will focus primarily on electricity producers. 

Outperformance in 2022 of defensive sectors 

Source: Bloomberg 

 

Positive points for electricity producers: 

1. Return of interest when the economy slows down or 

falls into recession. 

2. Less volatility. 

3. Regulated profits. 

4. Contractual price adjustments in case of inflation. 

5. High dividend yield. 

6. No risk of bankruptcy for large electricity producers, 

because it is a systemic risk 

7. For some, expansion into renewable energies. 

 

But among electricity producers, the situation is not equal 

between Europe and the US. European producers are 

suffering from the rise in the prices of their basic energies, 

oil, gas and coal, to produce electricity and for some of 

them from their capital proximity to Russian and Ukrainian 

companies. Rather spared until now, European producers 

are no longer safe from potential Russian cyberattacks; in 

recent years, it has been American electricity and oil/gas/

LNG producers that have been the target of Russian 

hackers. 

 

Performances of Utilities Global, US and Europe in 2022 

Source: Bloomberg 

 

Stock market performances are not homogeneous, 

Europeans pay high prices for their energies and/or are in 

the process of converting to renewables, while Americans, 

in a few states such as California, Texas, Indiana, Arizona, …, 
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has been suffering from extreme heat and extraordinary 

fires for several years. The climate and the energy 

transition create stress for electricians. Wind and solar 

electricity production is not guaranteed at all times, while 

energy storage is not yet sufficient. This is also the great 

challenge for all producers in the world: how to develop 

green energies without closing traditional production too 

quickly? But by going fast enough to save the planet. In 

the meantime, to avoid blackouts, developed countries 

are extending the life of nuclear power plants, contrary to 

promises made to close them, and probably also those 

that run on fossil fuels. 

 

Normally, the sector underperforms when interest rates 

rise, with investors favoring cyclical stocks. But today the 

Fed is looking to slow the economy, favoring defensive 

sectors. With rising production costs and the costly 

energy transition, producers will be able to increase 

prices to customers. Prices are regulated and they can be 

increased depending on the rise in assets. 

 

European and American companies 

Source: Bloomberg, Heravest 

 

Buying electricity producers is a medium-term 

positioning, because valuations are not particularly 

cheap. For the US, PERs are at their highest for the last 

20 years, but they have not risen suddenly recently; it 

was a 10-year gradual revalorization process. The 

European sector is on the average of the last 10 years. 

Higher valuations reflect the absolute need for political 

support to tackle climate change, rising costs and make the 

energy transition as efficient as possible. The return of 

nuclear energy is a positive factor, as it removes the 

financial pressures of its hasty exit. 

• Our selection: RWE, Iberdrola, ENEL, SSE in Europe and 

Dominion Energy, Exelon, NextEra in the US 

 

Energy/Industrial Metals. From a supply shock to a 

demand shock? 

Energy and industrial metal prices are rising due to multiple 

disruptions caused by Covid and the war in Ukraine. The 

energy transition contributes to this on certain metals. This 

supply shock results in a very sharp rise in inflation. This 

supply shock also reflects the lack of investment since 2016 

in new production capacities due to environmental and 

social constraints, as well as the new global geopolitics that 

favor the nationalization of exploitation and production. 

The profitability of projects is no longer guaranteed. 

 

Oil and gas companies posted huge profits, including large 

write-downs on Russian assets. With inflation, refining 

margins are rising. Companies announced larger share 

buyback programs, higher dividends and debt repayments, 

but very little investment in new projects. Despite record 

LNG exports and low stocks, worrying professionals for the 

coming winter, American gas companies want to maintain 

strict financial discipline and favor shareholders. Other 

factors are holding back the increase in production: the 

shortage of labor and capital goods. 
 

Source : Energy Information Administration 
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Mining groups have also published excellent results. On 

the other hand, production targets have been difficult to 

achieve due to disruptions with workers (Covid, social 

unrest) and transport. Compared to the oil/gas industry, 

the mining industry is much more sensitive to 

malfunctions in labor and logistics. 

 

This known supply shock, will it replace by a demand 

shock that will lower prices? We are heading towards an 

economic slowdown, there is no longer any doubt about 

that. But are we headed for a global recession? Soft, 

strong? Global recession (consumer caution and a 

slowdown in the productive forces due to shortages of 

materials and components) combined with inflation is the 

perfect cocktail for a sharp decrease in demand. This is 

the demand shock. 

 

The biggest risk is a sharp Chinese economic slowdown 

due to major lockdowns disrupting the domestic 

economy and global supply chains. Last week, the 

Central Party confirmed the continuation of the zero-

Covid health policy. The real estate “crash” is also 

weighing on growth and should weigh on demand for 

industrial metals, knowing that before Covid, Chinese real 

estate absorbed 20%-30% of global supply. Investors are 

starting to factor this risk, with industrial metal prices 

having lost between 15% and 30% over the last 2 

months. 

 

The ardent defenders of industrial metals underline the 

very low level of inventories and the growing need 

coming from the energy transition. 

 

In energy, prices could ease in the second half of 2022 

despite OPEC+'s decision to maintain its cautious 

production strategy. There is more and more talk about a 

European cartel of gas and oil buyers, like the European 

states had managed with the Covid vaccines. This idea is 

not new, but the war is accelerating its implementation. A 

cartel of buyers would have strong power over prices. 

The US Administration signs long-term contracts with US 

producers to replenish strategic reserves. By offering 

visibility to producers, the US Department of Energy 

hopes to convince them to produce more. 

Source: CME Group, Bloomberg, FT 

 

Europe is getting organized to replace Russian oil and gas. 

The alternatives will gradually take the pressure off the 

prices. Italy works with its other suppliers, in particular with 

producers in North Africa where Italy has always had good 

relationships. In the coming months, Germany will install 

four gigantic 300-meter-long floating terminals to import 

LNG. Despite criticisms, Germany nevertheless reacted very 

quickly by reducing its dependence on Russian 

hydrocarbons from 55% at the end of 2021 to less than 

35% today; The share of Russian oil fell from 30% to 12%. 

The main suppliers will be the United States, Norway, Qatar 

and Algeria. Germany's objective is to double the 

development of renewables by 2030. Until now, heavy 

environmental impact studies had slowed down the 

expansion of green energies. A special law will allow the 

authorities to approve LNG-related projects without going 

through the usual authorization procedures. 

• The war and the Chinese Covid health policy are 

beginning to worry investors with a possible demand 

shock that could lower the prices of fossil fuels, as well 

as those of industrial metals 

• Compared to sector positioning over the economic 

cycle, we are gradually taking our profits in energy and 

metals 
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