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Weekly - May 30, 2022 

Rising rates don’t please the Treasury, for sure 

The outstanding debt of the US Treasury rose dramatically in the aftermath of 

the pandemic. This is both valid in nominal and relative terms to the GDP.  

Numbers speak for themselves: by mid-2019, it amounted to $22tn, while less 

than two years later, i.e. at the end of last April, it exceeded $30tn. As a logical 

consequence, the total cost of debt for the Treasury, i.e. the nominal amount of 

interest it pays each year, is on a rise since 2018, after a brief pause experienced 

in 2021 (a year featured by extremely low rates). It will probably exceed $650bn in 

2022, while it amounted only to $330bn ten years ago! 

See blue line on the chart.  

 

Source: US Treasury, Bianco Research 

 

Interestingly, the debt charge, when compared to GDP, isn’t following the same 

worrying pattern. Granted, it is rising from a low 2.0% in 2013 to 2,6% lately. But 

looking back at the last two decades, it really remains under control, i.e. lower 

than between 2005 and 2012! See green line on the graph. 

There is no immediate threat to the Treasury’s refinancing 

Perspectives are getting growingly opaque  

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -13.3% 

 S&P 500 -12.8% 

 Nasdaq -22.5% 

 Stoxx 600 -8.3% 

 SPI -8.6% 

 Nikkei -4.9% 

 China -18.4% 

 Emerging -15.3% 

  

 BONDS  

 CHF Corp  -47% 

 US Govt -7.8% 

 US Corp -11.5% 

 US HY -8.1% 

 EUR Gvt -10.8% 

 EUR Corp -8.6% 

 EUR HY -8.0% 

   

 CURRENCIES  

 USD index +6.1% 

 EURUSD -5.5% 

 EURCHF -0.7% 

 USDCHF +5.1% 

 USDJPY +10.6% 

 EM FX +0.3% 

  

 COMMODITIES   

 Gold +1.6% 

 Silver -5.3% 

 Brent +54.7% 

 Copper -2.9% 

 CRB index +37.9% 

Wake up, without  
panicking (yet)! 
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The ongoing normalization of the interest rates along the 

whole yield curve is unavoidable, courtesy of resurgent 

inflation. It will not only make long duration financing 

more expensive, say around 3.0%. It will also do the same 

for shorter-term paper. All in all, independent of 

sophisticated re-financing strategies from the Treasury, it 

will cost a higher price for Yellen and Co to manage its 

budget. A more acute impact may not come before year-

end because a) tax revenues have proved surprisingly 

buoyant so far and b) the burying in Q122 of the 

profligate Biden plans are limiting the financing needs of 

the Treasury. More, a likely gridlock following the mid-

term elections next November would also put a lid on 

future Treasury profligacy. 

 

In any case, only a small fraction of the debt stock 

matures each year. Hence, even if the marginal flow of 

refinancing will be more expensive, it will take a few years 

to translate into difficulties regarding interest to be paid 

on the whole stock of debt. 

 

Still, when it comes to flow analysis, one must admit that 

the three major buyers of US Treasuries are and will 

remain sleepy. China is politically on strike. Japanese 

investors can recently get a similar return from JGB on 

the currency hedged basis than by moving their savings 

across ocean. And eventually, the Fed will deleverage its 

balance sheet. From a broader perspective, tax revenues 

will deteriorate from H2, considering the inevitable 

growth slowdown. Incidentally, the Biden Administration 

definitely missed the window of opportunity to raise 

taxes.  

Source: Bloomberg 

 

In case of further tensions on market rates, US leaders 

still have, potentially, a few tricks up their sleeve before 

triggering the ¨nuclear¨ option, namely the 

nationalization of the yield curve (as in the 1940s). They 

can, for example, change the regulations of banks and/or 

those of pension institutions (401k) to force them to buy - 

even - more Treasury bonds. Or they can allow the Fed to 

buy Treasury’s new refinancing tranches at issue (hard 

monetization).   

Near-term refinancing prospects are darker and challenging 

• A serious deterioration of US credit note / status is not 

on the agenda in the foreseeable future 

• US administration still has some room left to avoid 

refinancing distress, but… 

• … a recession in 2023 could spell a serious issue for the 

Treasury 

 

Currencies. And finally an ECB answer 

Over the past weeks, evidence of accelerating European 

inflation momentum has continued to build. German 

producer price inflation reached a record of 33.5%. Even ex

-energy, the index rose 16.3% indicating that inflation 

pressures are broadening. 

 

So, it is welcome that Lagarde finally confirmed that the 

ECB will end quantitative easing in July, paving the way for 

rates hike later in the month. That would be the first rate 

rise since July 2011. It would also signal the imminent end 

to negative interest rates after more than 8 years. The ECB 

will raise rates in increments of 25bps, and the deposit 

rates should finish this year at 0.50%.  

 

The European Union is the most open trading area and is 

highly sensitive to imported inflation from both higher 

imported goods prices and exchange rate pass through.  

Since oil and most internationally traded commodities are 

priced in dollars, the EUR fall – to 1.07 from 1.21 a year ago 

– is adding to inflationary pressures. This is one of the 

concerns of ECB governing council members which are 

keeping a close watch on the EUR value too. 

 

Since the invasion of the Ukraine, the EUR has depreciated 

by 7% against the USD, extending the depreciating trend 

that was already in place. The EUR nominal effective 

exchange rate (NEER) has fallen by 6.5% since late 2020. 

The ECB estimates that every 1% depreciation in the NEER 

raises import prices by 0.2% after one year. Although not a 

policy tool, there is no doubt that the exchange rate has an 

important role to play in managing inflation and inflation 

expectations.  

 

The ECB dilemma over monetary tightening is adding to 

global imbalances. The weak EUR is promoting euro area 

exports – especially from traditionally strong exporters – 
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and dampening the competitiveness of US companies, 

leading to widening trade gaps.  

 

Trade weighted dollar and Fed Fund futures 

Source: Bloomberg 

 

All these elements came at a time where the US inflation 

is consensually seen as reaching its peak in March. 

Furthermore, the US economic data disappointed with a 

larger than expected drop in the US leading indicators. 

US business activity settled back to a 4-month low in 

early May as costs ballooned and high selling prices 

tempered demand at service providers. This is fueling 

fears that a recession may be coming sooner than 

expected due to negative consumer sentiment. A 

slowdown in housing market activity affected by the 

sharp rise in 30-year mortgage rates is also mounting. 

 

Fixed income markets have rapidly reacted. The spread 

between the December 2022 and December 2023 Fed 

Fund futures - a proxy of expected Fed action in 2023 - is 

in negative territory, meaning the market believes the 

Fed may end its hiking cycle by 2023. The US 2-year yield 

has sharply moved down and is already challenging its 

upward trend is place since last November. 

 

EUR/USD and yield gap 

Source: Bloomberg 

 

The EUR is showing some signs of base formation. Much 

negativity is already priced into the single currency. Chart 

clearly illustrates that the EUR/USD is firmly stuck into a 

bear trend since mid-2021. In very late April / early May, 

the downward trend accelerated to test the old 2016/17 low 

at 1.0341, which has since resulted in a decent bounce back. 

The EUR/USD is just crossing its 200-day moving average.  

 

EUR/USD and policy uncertainties 

Source: Bloomberg 

 

• The EUR/USD remains predominantly USD-driven, but 

a hawkish ECB outlook and a clear underweighting are 

now providing some support 

 

Equities. A respite for the bulls 

Stocks are in a rally with a target at 4,300 on the S&P 500, 

a rebound of more than 9% from the low. First, it will be 

necessary to breakout the resistance of 4,160. 

 

S&P 500 

 Source: Bloomberg 

 

The rally was initiated by a favorable technical 

configuration, a strong support and a very oversold 

situation, as well as excessively pessimistic investors’ 

sentiment indicators, generally a good signal for a 

rebound. Before the rally, indices had fallen for 7 

consecutive weeks, a rare situation. The rally was done in a 

large volume and a strong breadth (more ups than downs). 
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Source: BofA Global Investment Strategy, EPFR Global, FMS 

 

The rally was also favored by the decline in the US 10-

year, from 3.16% on May 9 to 2.74% today, and a 

possible peak in US inflation with 8.5% in March and 

8.3% in April. The PCE Core index, the preferred indicator 

for the Fed to measure inflation, rose 4.9% in April, after 

5.2% in March. Including food and energy, the PCE fell 

from 6.6% in March to 6.3% in April. These figures would 

confirm the peak of inflation in March. 

 

Stock markets were also relieved by better results in retail 

stores with Costco, Dollar General, Macy's and 

Nordstrom, after disappointing results with Target and 

Walmart. The social network Snap warned of a 

deterioration of its environment with a decline in 

advertising revenues, affecting Meta Platforms and 

Alphabet; for Meta Platforms, almost all revenue comes 

from advertising, and 80% for Alphabet. In 1Q22, US 

profits rose 9.2% (more than double expected in early 

April) and are expected to rise 4.1% in 2Q22, 10.2% in 

3Q22 and 9.9% in 4Q22. The net margin stood at 12.3% 

against 12.8% a year earlier. 

 

TSMC, Samsung and Intel have announced 

semiconductor price hikes of around 10%-15%. In 2021, 

prices had already increased by 10%-20%. It is becoming 

more expensive to produce semiconductors, especially 

with the rising costs of electricity and materials. Britain 

wants to introduce a windfall tax for oil companies and 

electricity producers, including wind farms, which have 

made a profit of more than £10bn to help Britons cope 

with rising energy bills. 

 

We remain in a bear market rally. The environment is too 

harmful to hope for an acceleration in profit growth: the 

war in Europe, the Covid in China, the food crisis and the 

West/China-Russia tensions. A NATO/Quad and GSI 

confrontation is profiling. China is the initiator of the GSI, 

Global Security Initiative, to propose a new world security 

order. Citigroup and Morgan Stanley maintain their 

cautionary advice by favoring defensive stocks, raising the 

high risk (30%) of recession. 

• Likely a rally in a bear market 

• Overweight Consumer Staples, Healthcare, Electricity 

Producers, US Energy and Defense 

 

Sales of electric cars are breaking records, but the 

lack of metals are looming 

Sales of electric cars doubled in 2021 to 6.6 million units 

compared to 2020. In 2021, 10% of cars sold were electric 

compared to 2% in 2019. In 1Q22, 2 million electric cars 

were sold, 75% more than the same period in 2021. China 

accounts for half of the growth. In 2021, 50% of electric 

cars were sold in China, 35% in Europe and the balance in 

the US. In the short term, sales could be disrupted by the 

war in Ukraine, but electrification is underway and electric 

cars will account for at least 30% of cars sold worldwide in 

2030. 

 

But the risk is the shortage of metals needed to 

manufacture batteries, under stress with the Covid and 

accentuated by the war in Ukraine. Lithium and nickel are 

two important components for batteries. Russia produces 

20% of refined nickel and China controls much of the 

refining of lithium, graphite and cobalt. China makes no 

secret of its ambition to dominate the electric vehicle 

industry and thus take the place of a European automotive 

industry which has lost its technological lead with the 

scheduled end of internal combustion engines. Chinese 

firms, financially and politically supported by their 

government, are taking control of lithium resources, 

especially in Latin America in the Chile, Bolivia and 

Argentina lithium triangle, where more than half of the 

world's reserves are located. China refines 60% of the 

world's lithium on its soil. 

 

Another risk is the rise of sovereignism and economic 

nationalism in Latin America to fight the domination of the 

United States. Mexico's parliament passed a bill last month 

declaring lithium a "strategic mineral" and banning private 

investment. In Bolivia, a mix of political instability and 

protectionist policies have prevented serious development 
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of its vast reserves. The country's resource extraction 

policy has oscillated between privatization and 

nationalization. In 2018, a German company beat Chinese 

rivals to form a lithium joint venture with a state-owned 

Bolivian company, but the deal was canceled by the 

government the following year. For the moment, Chile 

resists the temptation of nationalism. Argentina is the 

new Eldorado with the second largest lithium reserves in 

the world. Argentina arouses the greatest interest from 

foreign investors… especially Chinese. Chinese 

companies have been the most effective and responsive 

buyers, at times competing to grab mining assets. The 

French Eramet is still present and built in Argentina, with 

a Chinese partner, a factory in the desert of the Andean 

highlands, at more than 3,800 meters above sea level. It 

could supply 15% of European lithium needs in 2025. 

Source: Statista, Bloomberg 

 

• Buy recommendations, Eramet with a target at €300 

and Albemarle $350, and in the S&M caps segment 

Lithium Americas $45 et Livent $45  
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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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