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Weekly - May 2, 2022 

Inflation is making a noticeable and destructive comeback 

Politicians are obsessed with it and are under fire from their voters as their 

purchasing power melts away. Biden is experiencing this daily and is likely to 

suffer a major electoral setback next November.  

 

It is torturing the central bankers too, who are guilty of having underestimated it 

for far too long. In Q1 2021, the Fed was still forecasting an annual inflation rate 

of about 2% for 2021 and 2022!   

 

Fed Projections at the end of Q1 2021 

The Fed, like the ECB to some extent, completely missed the mark in 2021 

They failed to acknowledge for the resurgence of strong cyclical inflationary 

pressure 

 

Panic among currency maestros 

For a few weeks between the end of 2021 and the beginning of the year, the Fed 

tried to reassure by 1) implicitly acknowledging the price slippage, while 2) 

considering it - relatively - short-term. 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -13.5% 

 S&P 500 -13.3% 

 Nasdaq -21.2% 

 Stoxx 600 -8.5% 

 SPI -5.8% 

 Nikkei -6.9% 

 China -18.7% 

 Emerging -12.6% 

  

 BONDS  

 CHF Corp -4.6% 

 US Govt -8.5% 

 US Corp -12.7% 

 US HY -8.2% 

 EUR Gvt -9.9% 

 EUR Corp -7.9% 

 EUR HY -6.6% 

   

 CURRENCIES  

 USD index +7.9% 

 EURUSD -7.3% 

 EURCHF -1.2% 

 USDCHF +6.6% 

 USDJPY +13.1% 

 EM FX -1.1% 

  

 COMMODITIES   

 Gold +3.1% 

 Silver -2.3% 

 Brent +37.7% 

 Copper -3.7% 

 CRB index +32.7% 

Macro revenge 
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December 2021: Fed ‘contortionist forecasts on inflation  

Source: Macrobond, Federal Reserve and Handelsbanken 

 

The war in Ukraine two months later rendered this 

scenario implausible, even before the harsh reality of the 

figures demonstrated - once again - the inanity of the 

Fed's forecasts. 

To some extent, the confusion over the Ukraine invasion 

saved the Fed's credibility! 

Putting the inflation genie in the bottle will be hard 

 

A large shift to revolt mode 

The bond markets started the process. Short and long 

rates have risen dramatically recently. This suddenly 

poses a serious threat to 1) the housing market and 2) 

the refinancing of the Biden Administration.  

 

The time for denial is over. Especially since Wall Street is 

wobbling and the dollar is soaring, which does not bode 

well in general, especially for the solvency of fragile 

emerging countries. In the past, such a vertiginous rise in 

rates has provoked unpleasant economic/financial 

events… 

 

Rate rise. Is anything about to break this time? 

Source: Bianco research 

 

Time will tell if the Fed has lost control of inflation and will 

be forced to provoke a recession / an accident 

For sure, the Fed is no longer in a position, unlike last 

decade, to repress markets volatility 

• After more than a decade of insignificance, 

macroeconomic developments have taken over as the 

critical factor for investing 

• Risks of an ¨accident¨ are significant  

• US residential real estate at risks. Signs of potential 

crack-ups (JPY, Yuan) are also developing in Asia 

• ¨Secular¨ investment opportunities will arise over the 

next few months for investors who have kept enough 

¨dry powder¨ to take advantage of them   

 

Fixed income. ECB tightening coming soon 

The European Central Bank has been removing stimulus at 

the slowest possible pace this year. The surge in inflation is 

now putting pressure on policymakers to act. They are now 

keen to end their bond purchasing program at the earliest 

possible moment and to raise key rates as soon as July. The 

big obstacle so far has been that their longer-term 

forecasts still showed inflation falling back below the ECB 

2.0% target in the next 2 years. Governing Council 

members have long criticized the ECB for underestimating 

inflation. 

 

The inflation rate did not continue its rapid ascent of recent 

months. The spike in fuel, electricity, and gas prices from 

early March at the start of the war in Ukraine was followed 

by cautious retreats and governments reducing taxes on 

energy. This has resulted in a slight moderation of energy 

inflation. Concerns remain for the months ahead. The 

recent jump in market gas prices on the back of Russia 

cutting off Poland and Bulgaria from supply illustrates that 

it is very possible energy prices spike once again as the war 

continues. 

 

The impact on core inflation remains key and poses a 

concern for the ECB. Second-round effects and supply 

chain problems add to faster price increases in goods and 

services, which has caused core prices to jump from 2.9% 

in March to 3.5% in April. With supply chain problems set 

to last longer and become more severe again due to 

Chinese lockdowns and the war, core inflation should trend 

higher for most of the year. 

 

This broadening of high inflation adds pressure to the ECB 

to act quickly, even though this inflation continues to be 

rooted in supply-side issues. Things are moving. Fresh 

estimates - shared by Chief economist Philip Lane on April 

14th - showed that inflation will be over target until 2024. 
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The ECB seems keen to battle second-round effects and 

keep inflation expectations anchored around 2.0%. While 

the economy remains weak and this is not an 

environment in which the ECB can hike as much as the 

Fed, do not expect the ECB to wait much longer. A first 

hike should come in September, if the economic outlook 

does not worsen materially from here on. That is a big 'if', 

of course, because the war adds enormous uncertainty to 

the outlook for the eurozone economy. 

 

Markets are expecting around 85bps of hikes this year, 

which would put the -0.5% deposit rate back in positive 

territory for the first time since 2014. A normalization 

means returning to the neutral rate of interest. It is 

estimated by the ECB at around 1% to 1.25%. All ECB 

policymakers stressed, however, that the outlook could 

change radically until then as Russia's invasion of Ukraine 

is a persistent threat to confidence and the COVID-19 

pandemic is also not over. 

 

US and European yield curves 

Source: Bloomberg 

 

• Pressure is mounting on the ECB to act sooner rather 

than later 

• The European yield curve is lagging the US one by 

one year. Yield curve will flatten 

 

Equities. Deterioration of technical conditions 

On Friday, the S&P 500 broke its support at 4,160, 

opening the way to 3,660 (-12%). The Nasdaq had 

already broken an important support at 12,500 and the 

index is in bear market. Global European indices are 

holding up better. Value/cyclical/defensive segments 

perform better in relative terms than Growth segments 

(Technology, Media). 1Q22 S&P 500 results are still 

strong with 80% of companies having earnings above 

estimates. Earnings are expected to rise 7.1%, above the 

4.7% estimated prior to the start of the reporting period. 

The Finance and Consumer Durables sectors recorded 

declines in profits of -21% and -34% respectively, while 

those of Energy increased by 260%, Materials 39% and 

Industry 32%. 

 

Oil and gas companies are posting gigantic profits, despite 

write-offs on Russian assets, and strong cash generation, 

allowing for increased in share buybacks and higher 

dividends. 

 

Amazon released disappointing results. The share price has 

fallen 27% from its 2022 high and 35% from the all-time 

high of November 2021. Since July, the share price has 

moved in a $3,000-3,700 sideband despite an average 

analyst target of $4,500. Online sales (66% of group sales) 

and Amazon Prime (7% of sales) continued their slowdown 

observed since 2Q21. The group's operating profit fell by 

69% to $3,669 million, while that of the AWS cloud activity 

rose to $6,518 million, indicating that the other activities are 

in operating losses. Amazon made an impairment loss of 

$7.6 billion on its stake in electric car maker Rivian, 

resulting in a loss for the group of $3,844 million. The 

outlook for 2Q22 is poor due to inflation, supply chain 

disruptions. Valuation is still expensive at 44x 2022 profits 

and 30x those of 2023, while revenue growth is under 10% 

and an operating profit in contraction. The stock could re-

enter a $1,500-2,000 sideband. 

 

As with Amazon and Netflix, Apple's results confirm the 

slowdown in sales since 3Q21 (end of June). It is above all a 

return to normal after the pandemic period when sales had 

exploded. The outlook is also subdued given the war in 

Ukraine, inflation and issues in supply chains. After $88.3 

billion in 2021, Apple will buy back $90 billion in shares in 

2022. Apple is very dependent on China for its production 

chains and the group is wondering about the sustainability 

of its business model. 

 

With the Covid and now the war in Ukraine, many 

companies are reviewing their business models: 1) they are 

moving from just in time to just in case, 2) they seek to 

produce close to buyers, local for local, 3) they want to 

move from total globalization to regionalized globalization. 

Weather disasters are also part of the equation, as they are 

becoming more frequent and stronger, causing disruptions 

and delays in supply chains and transportation. Before the 

pandemic, it took 17 to 28 days to bring a pair of shoes 

from Shanghai to Los Angeles; today, it takes between 28 

and 52 days. 

• Watch over the next days whether or not investors 

validate the breakout of the S&P 500 support 

• We are still invested in Energy 

• Gradually return to defensive sectors 
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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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